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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the Quarterly Period Ended September 30, 2013
or

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

For the transition period from to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

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

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

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

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

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

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

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

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

The number of shares outstanding of each cladsedfsuer's common stock, as of November 1, 2013 :

Common Stock: 223,605,574 shares.
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Part | - Financial Information

ITEM 1. FINANCIAL STATEMENTS

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Operations

(unaudited)

Three Months Ended

Nine Months Ended

September 30, September 30, September 30, September 30,

(dollars in millions, except per share data) 2013 2012 2013 2012
Revenue $ 1,56¢ $ 159C $ 4,711 $ 4,76:
Costs and Expenses Exclusive of Depreciation and
Amortization shown separately below:

Cost of Revenue 60¢ 64z 1,85: 1,94

Depreciation and Amortization 203 18t 59¢€ 563

Selling, General and Administrative 60€ 625 1,81¢ 1,86t

Total Costs and Expenses 1,415 1,45z 4,26¢ 4,37¢

Operating Income 152 13¢ 447 387
Other Income (Expense):

Interest income — — — 2

Interest expense (165) (18¢) (501) (55¢)

Loss on modification and extinguishment of debt, ne a7) (49 a7) (110

Other, net 23 (54) (13 (52

Total Other Expense (159 (297) (531) (719

Loss Before Income Taxes @) (159 (84) (33])
Income Tax Expense (14) (13 (39 (35)
Net Loss $ (21) $ (166) $ (123 $ (366€)
Net Loss Per Share (Basic and Diluted) $ (0.09 $ (0.7¢) $ (0.56) $ (1.7
Shares Used to Compute Basic and Diluted Net Less p
Share (in thousands) 222,67¢ 217,30: 221,19¢ 214,49¢

See accompanying notes to unaudited consolidataddial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (ks)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,

(dollars in millions) 2013 2012 2013 2012
Net Loss $ 21) $ (166) $ (12%) $ (36€)
Other Comprehensive Income (Loss) Before Income
Taxes:

Foreign Currency Translation Adjustment 41 48 (15) 16

Holding Gain on Interest Rate Swaps — 74 — 90

Other, net 1 — (6) 2
Other Comprehensive Income (Loss), Before Income
Taxes 42 122 (22) 10¢
Income Tax Related to Items of Other Comprehens
Income (Loss) — — — —
Other Comprehensive Income (Loss), Net of Income
Taxes 42 122 (22) 10¢
Comprehensive Income (Loss) $ 21 % (44) ¢ (149 $ (25¢8)

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

(unaudited)
Net Foreign
Currency
Translation Defined Benefit
(dollars in millions) Adjustment Pension Plans Total
Balance at December 31, 2012 $ 56 $ (30) $ 26
Other comprehensive loss before
reclassifications (44) 9 (53
Amounts reclassified from accumulate:
other comprehensive loss — 1 1
Balance at March 31, 2013 12 (398) (26)
Other comprehensive loss before
reclassifications (12 — (12
Amounts reclassified from accumulated
other comprehensive loss — 1 1
Balance at June 30, 2013 — (37) (37)
Other comprehensive income before
reclassifications 41 — 41
Amounts reclassified from accumulatec
other comprehensive loss — 1 1
Balance at September 30, 2013 $ 41 $ (36) $ 5

See accompanying notes to unaudited consolidataddial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)
September 30, December 31,

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

Cash and cash equivalents $ 507 97¢

Restricted cash and securities 7 8

Receivables, less allowances for doubtful accooh$83 and $31, respectively 73€ 714

Other 187 141
Total Current Assets 1,43¢ 1,842
Property, Plant and Equipment, net of accumulatgatetiation of $8,894 and $8,359, respectively 8,23( 8,19¢
Restricted Cash and Securities 23 35
Gooduwill 2,561 2,56t
Other Intangibles, net 22z 26¢
Other Assets, net 37C 39¢
Total Assets $ 12,85: 13,30°
Liabilities and Stockholders’ Equity
Current Liabilities:

Accounts payable $ 632 77¢

Current portion of long-term debt 21 21€

Accrued payroll and employee benefits 21z 211

Accrued interest 17¢ 20¢

Current portion of deferred revenue 21¢ 251

Other 17t 13€
Total Current Liabilities 1,43( 1,80z
Long-Term Debt, less current portion 8,531 8,51¢
Deferred Revenue, less current portion 89¢ 887
Other Liabilities 84z 931
Total Liabilities 11,70¢ 12,13¢
Commitments and Contingencies — —
Stockholders’ Equity:

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

Common stock, $.01 par value, authorized 343,33sB@res in both periods; 222,838,992 issued arsdamding at September 30, 2013

and 218,380,070 issued and outstanding at Dece®ih@012 2 2

Additional paid-in capital 14,12( 14,00(

Accumulated other comprehensive income 5 2€

Accumulated deficit (12,98() (12,857
Total Stockholders’ Equity 1,147 1,171
Total Liabilities and Stockholders’ Equity $ 12,85: 13,300

See accompanying notes to unaudited consolidataddial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(unaudited)
Nine Months Ended
September 30, September 30,
(dollars in millions) 2013 2012
Cash Flows from Operating Activities:
Net loss $ (123 $ (36€)
Adjustments to reconcile net loss to net cash piexviby operating activities:
Depreciation and amortization 59¢ 563
Non-cash compensation expense attributable to stwelkds 115 102
Loss on modification and extinguishment of debt, ne 17 11C
Loss on interest rate swaps — 6C
Accretion of debt discount and amortization of debuance costs 27 33
Accrued interest on long-term debt, net (39 (47)
Deferred income taxes — 18
Gain on sale of property, plant and equipment ahdrassets Q) —
Other, net (39 (a6
Changes in working capital items:
Receivables 39 (120
Other current assets (39 (29
Payables (152 (42
Deferred revenue (18 (45)
Other current liabilities 7 (49
Net Cash Provided by Operating Activities 327 17¢
Cash Flows from Investing Activities:
Capital expenditures (577) (54%)
Decrease in restricted cash and securities, net 13 15
Proceeds from the sale of property, plant and eqeift and other assets 16 5
Other (14) (23)
Net Cash Used in Investing Activities (55€) (53¢
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs 59C 3,317
Payments on and repurchases of long-term debtidimg current portion and refinancing costs (810 (3,08¢)
Proceeds from stock options exercised — 5
Net Cash Provided by (Used in) Financing Activities (220) 234
Effect of Exchange Rates on Cash and Cash Equigalen (23 1
Net Change in Cash and Cash Equivalents (472) (12%)
Cash and Cash Equivalents at Beginning of Period 97¢ 91¢
Cash and Cash Equivalents at End of Period $ 507 $ 792
Continued
Supplemental Disclosure of Cash Flow Information:
Cash interest paid $ 51 % 572
Income taxes paid, net of refunds $ 24 $ 25
Non-cash Financing Activities:
Capital lease obligations incurred $ 13 % =
Note issued for property $ 12 $ —
Long-term debt conversion into equity $ — 3 10C
Premium on lon-term debt conversion into equ $ —  $ 3¢



Accrued interest conversion into equity $

See accompanying notes to unaudited consolidataddial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statemesat

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

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

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include teoants of Level 3 Communications, Inc. and subsiées in which it has a controlli
interest. All significant intercompany accounts arahsactions have been eliminated. The accompgmygnsolidated financial statements
have been prepared in accordance with accountingipies generally accepted in the United Stat€sA@GP").

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

The accompanying consolidated balance sheet asadber 31, 2012, which was derived from auditetsclidated financial
statements, and the unaudited interim consolidatedcial statements as of September 30, 2013 a@mnithé three and nine months ended
September 30, 2013 and 2012 have been preparaghptite the rules and regulations of the SecuritiresExchange Commission (the
“SEC") for quarterly reports on Form 10-Q and da¢ imelude all of the information and note disclessirequired by GAAP for complete
financial statements. These financial statemerdsldhoe read in conjunction with the Company’s &diconsolidated financial statements
and notes thereto included in the Company’s For#K I6r the year ended December 31, 2012. In theiopiof the Company’s management,
these financial statements contain all adjustmeetgssary for a fair presentation of financial fysj results of operations and cash flows at
the dates and for the interim periods presente€imeFhe results of operations for an interim peroe not necessarily indicative of the res
of operations expected for a full fiscal year.

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

Reclassifications

Certain amounts in the prior period consolidatedficial statements and accompanying footnotes e reclassified to conform to
the current year's presentation.
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Goodwill and Acquired Indefinite-Lived Intangible Assets

Accounting guidance prohibits the amortization obdwill and purchased intangible assets with imifiuseful lives. The Company
reviews goodwill and purchased intangible assetis intefinite lives for impairment annually and wileeer events or changes in
circumstances indicate the carrying value of aetassty not be recoverable.

In the second quarter of 2013, the Company chatigedate of its annual assessment of goodwill impant from December 31 to
October 1. This was a change in method of applgimgccounting principle which management beliesespreferable alternative as the new
date of the assessment provides additional tinte pyithe Company’s year-end to complete the golbdwpairment testing and report the
results in the Company's Annual Report on Form 1@#d is more closely aligned with the Comparstrategic planning process. The che
in the assessment date does not delay, accelerat®id a potential impairment charge.

For a more detailed description of the Companytslgall impairment assessment process, please seelNaf the Company's Form 10-
K for the year ended December 31, 2012, filed with SEC.

Recently Issued Accounting Pronouncements

In February 2013, the Financial Accounting Standd@dard ("FASB") issued Accounting Standards Up@a&&U™) 2013-02,
Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income . The guidance in
this ASU requires an entity to report the effecsighificant reclassifications out of accumulatéiden comprehensive income on the respe
line items in net income if the amount being resiliésd is required under GAAP to be reclassifiedsnentirety to net income. For other
amounts that are not required under GAAP to bassdied in their entirety to net income in the saieporting period, an entity is requirec
crossreference other disclosures required under GAAPptwvide additional detail about those amount® @mendments in this ASU do
change the current requirements for reportingmairne or other comprehensive income in financatksbents. Public companies are
required to comply with the requirements of thisLtAr all reporting periods (interim and annualpbming after December 15, 2012. The
Company adopted this amendment in the first quaft@f13. The impact of its adoption was limiteddteclosure requirements.

In July 2013, the FASB issued ASU 2013-Piesentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a
Smilar Tax Loss, or a Tax Credit Carryforward Exists. Under current GAAP, there is no explicit guidancethe presentation of
unrecognized tax benefits when such carryforwaxist,evhich has led to diversity in practice. ASU13-11 requires entities to present an
unrecognized tax benefit as a reduction of a dedetax asset for a net operating loss ("NOL") daryard whenever the NOL or tax credit
carryforward would be available to reduce the add#l taxable income or tax due if the tax posit@disallowed. The ASU is effective for
fiscal years beginning after December 15, 2013, iaredim periods within those years. The adoptibthis guidance is not expected to have a
material effect on the Company’s consolidated tesafl operations or financial condition.

(2) Loss Per Share

The Company computes basic net loss per sharevidirdj net loss for the period by the weighted agernumber of shares of comn
stock outstanding during the period. Diluted neslper share is computed by dividing the net lossie period by the weighted average
number of shares of common stock outstanding duhiageriod and including the dilutive effect ohumon stock that would be issued
assuming conversion or exercise of outstanding exitle notes and stock-based compensation awards.

The effect of approximately 28 million and 35 nulii shares issuable pursuant to the various ser@meertible notes outstanding at
September 30, 2013 and September 30, 2012 , resggchave not been included in the computatiodibfted loss per share because their
inclusion would have been anti-dilutive to the




Table of Contents

computation. In addition, the effect of the appmately 6 million and 7 million stock options, outfmem stock appreciation rights ("OSOs"),
restricted stock units ("RSUs") and warrants outditag at September 30, 2013 and September 30, 2@Epectively, have not been included
in the computation of diluted loss per share beedlsir inclusion would have been anti-dilutiveatie computation.

(3) Acquired Intangible Assets

Identifiable acquisition-related intangible assetf September 30, 2013 and December 31, 2012,agcollows (dollars in millions):

Gross
Carrying Accumulated
Amount Amortization Net
September 30, 2013
Finite-Lived Intangible Assets:
Customer Contracts and Relationships $ 78€ $ (66€) $ 12
Trademarks 55 (28) 27
Patents and Developed Technology 15¢ (114 44
99¢ (80¢) 191
Indefinite-Lived Intangible Assets:
Vyvx Trade Name 32 — 32
$ 1,031 $ (808) $ 22¢
December 31, 2012
Finite-Lived Intangible Assets:
Customer Contracts and Relationships $ 776 $ (63%) $ 142
Trademarks 55 (17) 38
Patents and Developed Technology 15¢ (103 55
98¢ (759 23¢€
Indefinite-Lived Intangible Assets:
Vyvx Trade Name 32 — 32
$ 1,021 % (753 $ 26¢

Acquired finite-lived intangible asset amortizatiexpense was $18 million and $54 million for theethand nine months ended
September 30, 2013 and $21 million and $71 milfarthe three and nine months ended September(3@, 2

At September 30, 2013, the weighted average rentpirseful lives of the Company's acquired finiteedl intangible assets was 2.5
yearsfor customer contracts and relationships, 2 yearsrddemarks and 3.3 years for patents and deséltgzhnology.

As of September 30, 2013 , estimated amortizatiperse for the Company’s finite-lived acquisitiediated intangible assets over the
next five years and thereafter is as follows (dslia millions):

10
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2013 (remaining three months) $ 18
2014 64
2015 48
2016 31
2017 14
2018 13
Thereafter 3

$ 191

(4) Fair Value of Financial Instruments

The Company'’s financial instruments consist of casth cash equivalents, restricted cash and sexjr&ccounts receivable, accounts
payable, capital leases, other liabilities, interate swaps and long-term debt (including theentrportion). The carrying values of cash and
cash equivalents, restricted cash and securittesuats receivable, accounts payable, capital $emse other liabilities approximated their
values at September 30, 2013 and December 31, Z0&dnterest rate swaps are recorded in the ciolatetl balance sheets at fair value (see
Note 5- Derivative Financial Instruments).

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 markehich it would transact and
considers assumptions that market participants dvaosdé when pricing the asset or liability, suclnéerest and foreign exchange rates,
transfer restrictions, and risk of non-performance.

Fair Value Hierarchy

GAAP establishes a fair value hierarchy that rezgian entity to maximize the use of observabletgyaod minimize the use of
unobservable inputs when measuring fair value.falievalue measurement of each class of assetiahilities is dependent upon its
categorization within the fair value hierarchy, &sipon the lowest level of input that is significto the fair value measurement of each
of asset and liability. GAAP establishes three et inputs that may be used to measure fair value

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

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

Level 3— Unobservable inputs for the asset or liability.

11
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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 September 3@ 20d December 31, 2012:

Fair Value Measurement Using

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

September 30, December 31, September 30, December 31, September 30, December 31,
(dollars in millions) 2013 2012 2013 2012 2013 2012
Liabilities Recorded at Fair
Valuein the Financial
Statements:

Derivatives:

Interest Rate Swap
Liabilities (included in othe
current and non-current
liabilities) $ 23 $ 56 $ — % — 3 23 $ 56
Total Derivative
Liabilities Recorded at
Fair Value in the
Financial Statements $ 23 % 56 $ — % — 3 23 $ 56

Liabilities Not Recorded at
Fair Valuein the Financial
Satements:

Long-term Debt, including the
current portion:

Term Loans $ 2,60 $ 2,60: $ 2,607 $ 2631 $ — 8 =
Senior Notes 5,18¢ 5,18¢ 5,60¢ 5,712 — —
Convertible Notes 67t 84¢ 304 28¢ 581 74¢
Capital Leases and Other 91 98 — — 91 98

Total Long-term Debt,

including the current
portion: $ 8,55¢ $ 8,73: $ 8,52( $ 8,62¢ % 67z $ 84¢€

The Company does not have any assets or liabilittere the fair value is measured using significarabservable inputs (Level 3).
Derivatives

The fair value of interest rate swaps is estimatgdg discounted cash flow techniques that usereéiske market inputs, such as
LIBOR-based forward yield curves, forward rates)4p@rformance risk adjustment and the specific siaggp stated in each of the swap
agreements.
Term Loans

The fair value of the Term Loans referenced aboae approximately $2.6 billion at both September281,3 and December 31, 2012.

The fair value of each loan is based on quotedeprior identical terms and maturities. Each loandhe is actively traded.

12
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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 subsidizay indirectly owns Global Crossing's
non-U.S. subsidiaries; and liens on the asset®eélL3 Communications, Inc. and certain b8sed subsidiaries of Level 3 Financing, Inc
addition, Level 3 Communications, Inc. and certdif.-based subsidiaries of Level 3 Financing, lawe provided full and unconditional
guarantees of the obligations under the Term Loans.

Senior Notes

The fair value of the Senior Notes referenced alvea® approximately $5.6 billion and $5.7 billionSeptember 30, 201hd Decembe
31, 2012, respectively, based on quoted pricelémtical terms and maturities. Each series of \ist@ctively traded.

The 11.875% Senior Notes due 2019 and the 8.875%0i1Sdotes due 2019 were issued by Level 3 Comnatiivics, Inc. and are not
guaranteed by any of the Company's subsidiaries.r@imaining Senior Notes are obligations of LevEIr&ancing, Inc. and are all fully and
unconditionally guaranteed by Level 3 Communicatjdnc. and by Level 3 Communications, LLC.

Convertible Notes

The fair value of the Company’s actively traded¥6.6onvertible Senior Notes due 2016 was approximn&&04 million and $286
million at September 30, 2013 and December 31, 2@kpectively. The fair value of the Company’swvaely traded Convertible Notes
referenced above is based on the trading quoteddatical notes. The fair value of the Company@rtible Notes that are not actively
traded, which includes the 7% Convertible Senioteldalue 2015, the 7% Convertible Senior Notes @& 2Series B, and the 15%
Convertible Senior Notes due 2013 that were reafdll at maturity during the quarter ended MaB&h 2013, was approximately $581
million and $748 million at September 30, 2013 &atember 31, 2012, respectively. The estimated/édire of the Convertible Notes that
are not actively traded is based on a Black-Schaasation model and an income approach using digteal cash flows. The most significant
inputs affecting the valuation are the pricing esoprovided by market participants that incorposgteads to the Treasury curve, security
coupon (ranging from 7% to 15% ), convertible opdility, corporate and security credit ratings, matwdate (ranging from 2013 to 2015),
liquidity, and other equity option inputs, suchtlas risk-free rate, underlying stock price, stikize of the embedded derivative, estimated
volatility and maturity inputs for the option compent and for the bond component, among other sgairaracteristics and relative value at
both the borrower entity level and across otheustes with similar terms. The fair value of ednbtrument is obtained by adding together
the value derived by discounting the security’spmuor interest payment using a risk-adjusted distoate and the value calculated from the
embedded equity option based on the estimatedilitylaf the Company’s stock price, conversion rafeéhe particular Convertible Note,
remaining time to maturity, and rigkee rate. The Convertible Notes are unsecuredatitins of Level 3 Communications, Inc. No subsid
of Level 3 Communications, Inc. has provided a gntee of the Convertible Notes.

13
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(5) Derivative Financial Instruments

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

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

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

On a quarterly basis through August 6, 2012, thengany evaluated the effectiveness of the hedgesdasuring the extent to which -
change in the variable portion of the interest sataps offset the changes in interest expensedp@ido fluctuations in the LIBOR-based
interest rate. Prior to August 6, 2012, these @¢irnes were deemed effective cash flow hedges addéineffectiveness was not material in
any periods presented. As a result, the chandeeifair value of the interest rate swap agreemaassreflected in Accumulated Other
Comprehensive Income (Loss) ("AOCI") and was subsatly reclassified into earnings through an irgesxpense yield adjustment, as
interest expense on the hedged debt obligationiveasred.

As a result of the refinancing of the Tranche Ariéroan on August 6, 2012, the two interest ratepsagreements maturing in early
2014 that had effectively hedged changes in thexést rate on a portion of the Tranche A Term Lware deemed "ineffective” under GAAP
and cash flow hedge accounting was discontinued.ddmpany recognized a non-cash loss on thesenagnéz of approximatel$60 million
(excluding accrued interest) in the third quarte2@12, which represented the cumulative loss bin AOCI at the date the instruments
ceased to qualify as hedges. After August 6, 282Company has recorded the change in the faiewaflthe swaps in Other, net in its
Consolidated Statement of Operations until matwftihe swaps in early 2014. The Company recogrezkds of less than $1 million and $2
million for the three and nine months ended Sep&mBb, 2013 and a loss of $3 million for both theeeé and nine months ended September
30, 2012.

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

Liability Derivatives

September 30, 2013 December 31, 2012
Derivatives not designated as Balance Sheet Fair Balance Sheet Fair
hedging instruments Location Value Location Value
Interest rate swap agreements Other current liabilities $ 23 Other non-current liabilities  $ 56

14
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The amount of net gains (losses) recognized in A@€luding reclassification gains (losses) comssigtthe following (dollars in
millions):

Derivatives designated as hedging instruments 2013 2012
Cash flow hedging contracts
Three Months Ended September 30, $ — 3 74
Nine Months Ended September 30, $ — 3 9C

The amount of gains (losses) reclassified from A@Q3arnings (effective portions) consists of thiéofving (dollars in millions):

Statement of Operations

Derivatives designated as hedging instruments Location 2013 2012
Cash flow hedging contracts
Three Months Ended September 30, Interest Expense $ — 3 4
Nine Months Ended September 30, Interest Expense $ — $ (26)

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 ratinfeke Company evaluates counterparty
credit risk before entering into any hedge trarieacind continues to closely monitor the finanamarket and the risk that its counterparties
will default on their obligations. This credit riskgenerally limited to the unrealized gains iglsgontracts, should any of these counterps
fail to perform as contracted.
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(6) Long-Term Debt

As of September 30, 2013 and December 31, 201#y;term debt was as follows:

September 30, December 31,

(dollars in millions) 2013 2012
Senior Secured Term Loan* $ 2,611 $ 2,61¢
Floating Rate Senior Notes due 2015 (4.146% apfetnber 30, 2013 and 4.469% as of
December 31, 2012) 30C 30C
10% Senior Notes due 2018 64C 64C
11.875% Senior Notes due 2019 60t 60c=
9.375% Senior Notes due 2019 50C 50C
8.125% Senior Notes due 2019 1,20( 1,20(
8.875% Senior Notes due 2019 30C 30C
8.625% Senior Notes due 2020 90C 90C
7% Senior Notes due 2020 77E 77E
15% Convertible Senior Notes due 2013 — 17z
7% Convertible Senior Notes due 2015 20C 20C
7% Convertible Senior Notes due 2015 Series B 27¢ 27k
6.5% Convertible Senior Notes due 2016 201 201
Capital Leases 78 86
Other 13 12

Total Debt Obligations 8,59¢ 8,78(
Unamortized Discount:
Discount on Senior Secured Term Loan @) (11
Discount on 10% Senior Notes due 2018 (8 (20
Discount on 11.875% Senior Notes due 2019 9 (9
Discount on 9.375% Senior Notes due 2019 (8 (8
Discount on 8.125% Senior Notes due 2019 @) (8)
Discount on 7% Convertible Senior Notes due 2015 (D) 2

Total Unamortized Discount (40) (48)
Carrying Value of Debt 8,55¢ 8,73

Less current portion (21) (21€)
Long-term Debt, less current portion $ 8531 § 8,51¢

* The $1.2 billion Tranche B-Il 2019 Term Loan d2@19, the $815 million Tranche B-11l 2019 Term Ladue 2019 and the $595.5
million Tranche B 2020 Term Loan due 2020 had ererates of 4.75% , 4.00% and 4.00% , respectiaslpf September 30, 2013he
$599 million Tranche B 2016 Term Loan due 2016,%8&5 million Tranche B 2019 Term Loan due 2019 ted$1.2 billion Tranche B-
[1 2019 Term Loan due 2019 had interest rates t6%. , 5.25% and 4.75% , respectively, as of Decei®be2012.
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2013 Debht Issuances, Redemptions and Registrations
Senior Secured Tranche B 2020 Term Loan due 2020

On August 16, 2013, Level 3 Financing, Inc. reficeohits existing $595.5 million Tranche B 2016 Tdroan under its existing senior
credit facility through the creation of a new teloan in the aggregate principal amount of $595 fioni(the "Tranche B 2020 Term Loan").
The Tranche B 2020 Term Loan was borrowed pursigasmh amended and restated credit agreement. Hmeffe B 2020 Term Loan has an
interest rate of LIBOR plus 3.00% , with a minimithBOR of 1.00% , and will mature on January 15, @0Phe Tranche B 2020 Term Loan
was priced to lenders at par. Debt issuance costhé Tranche B 2020 Term Loan of approximatelyrfifion were capitalized and are be
amortized as interest expense using the effeatiezast method over its term.

The $595.5 million Tranche B 2016 Term Loan hadnierest rate of LIBOR plus 3.25% , with a minimuwhBOR of 1.50% and
matured on August 1, 2016. The Tranche B 2016 Tayam required repayment of 0.25% of the origindd@énillion aggregate principal
amount on the last day of each March, June, Segteartsl December, beginning with December 31, 2@teading with such last day to
occur prior to maturity. The Company recognizedsslon extinguishment of debt of $8 million asesfult of this transaction.

Senior Secured Tranche B-111 2019 Term Loan due 2019

On August 12, 2013, Level 3 Financing, Inc. reficedhits existing $815 million Tranche B 2019 Teroah under its existing senior
credit facility through the creation of a new teloan in the aggregate principal amount of $815iaril(the "Tranche BH 2019 Term Loan")
The Tranche B-Ill 2019 Term Loan was borrowed pamto an amended and restated credit agreememfTrEimche B-111 2019 Term Loan
has an interest rate of LIBOR plus 3.00% , withinimum LIBOR of 1.00% , and will mature on August2D19. The Tranche B-Ill 2019
Term Loan was priced to lenders at par. Debt issei@nsts related to the Tranche B 2019 Term Loappfoximately $10 million continue
to be amortized as interest expense using the ffeatige interest rate over its term.

The $815 million Tranche B 2019 Term Loan had dergst rate of LIBOR plus 3.75% , with a minimunBOR of 1.50% and matured
on August 1, 2019. The Company expensed debt issuzosts of approximately $9 million as of resiilthis transaction.

Total loss on modification and extinguishment dbtfer the three and nine months ended Septemhe2(&@3 was $17 million .
15% Convertible Senior Notes due 2013

On January 15, 2013, Level 3 Communications, legaid at maturity approximately $172 million of 18% Convertible Senior Notes
due 2013.

8.875% Senior Notes due 2019

The 8.875% Senior Notes due 2019 issued by L2@G@mmunications, Inc. were not originally registtunder the Securities Act of
1933, as amended. During the second quarter of, 201& the originally placed notes were exchanfpgch new issue of 8.875% Senior
Notes due 2019 with identical terms and conditiatiser than those related to registration rights registered exchange offer and are
freely tradeable.

7% Senior Notes due 2020

The 7% Senior Notes due 2020 issued by Leveharfeing, Inc. were not originally registered untter Securities Act of 1933, as
amended. During the second quarter of 2013, al@briginally placed notes were exchanged fona issue of 7% Senior Notes due 2020
with identical terms and conditions, other thanstheelated to registration rights, in a registemechange offer and are now freely tradeable.
The 7% Senior Notes due 2020 are guaranteed byl B&#emmunications, Inc. and Level 3 CommunicatjdrisC.
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Long-Term Debt Maturities

Aggregate future contractual maturities of longrtetebt and capital leases (excluding discountsgwasrfollows as of September 30,
2013 (dollars in millions):

2013 (remaining three months) $ 8
2014 28
2015 78¢
2016 20¢
2017 6
2018 64¢€
Thereafter 6,91¢

$ 8,59¢

(7) Stock-Based Compensation

The following table summarizes non-cash compensa&ipense and capitalized non-cash compensatighddhree and nine months
ended September 30, 2013 and 2012 (dollars inamd)t

Three Months Ended September Nine Months Ended

30, September 30,
2013 2012 2013 2012

0SO $ 2 9 4 3 18 $ 10
Restricted Stock Units and Shares 10 16 31 29
401(k) Match Expense 6 5 19 18
Restricted Stock Unit Bonus Grant 12 20 41 36
Management Incentive and Retention Plan 1 5 7 10
31 50 11¢€ 102

Capitalized Non-Cash Compensation D @ Q) Q)
$ 30 % 49 $ 11t $ 10z

The Company capitalizes naash compensation for those employees directlylwedoin the construction of the network, instathatiof
services for customers or the development of bgsisapport systems. As of September 30, 2013e there approximately 2 million OSOs
outstanding. As of September 30, 2013 , there appeoximately 4 million norvested restricted stock and RSUs outstanding (@imguthose
related to the Management Incentive and Retentian)Pin addition, as of September 30, 2013 , thgee approximately 43 thousand non-
qualified stock options outstanding.

(8) Commitments, Contingencies and Other Iltems

The Company is subject to various legal proceedamgsother contingent liabilities that individuatly in the aggregate could materially
affect its financial condition, future results gfarations or cash flows. Amounts accrued for suxttiiogencies aggregate to $248 million and
are included in “Other” current liabilities and ‘ta@tr
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Liabilities” in the Company's consolidated balasbeet at September 30, 2013 . The establishmemt afcrual does not mean that actual
funds have been set aside to satisfy a given agenicy. Thus, the resolution of a particular corgimzy for the amount accrued may have no
effect on the Company's results of operations butccmaterially adversely affect its cash flows tloe affected period.

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

Below is a description of material legal proceediagd other contingencies pending at Septemb&®3 . Although 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 @frafions 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 possibledhass may result that is materially in excesthefaccrual (if any) established for the
matter, the Company has either provided an estiofatach possible loss or range of loss or inclualsthtement that such an estimate cannot
be made. In addition to the contingencies descri@dolw, the Company is party to many other legatpedings and contingencies the
resolution of which is not expected to materiaffget its financial condition or future results gerations beyond the amounts accrued.

Rights-of-Way Litigation

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

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

In November 2010, the Company negotiated revistlbseent terms for a series of state class settiésreffecting all persons who own
or owned land next to or near railroad rights offwawhich the Company has installed its fiber otable networks. The Company is
currently pursuing presentment of the settlememipiplicable jurisdictions. The settlements, affegtturrent and former landowners, have
received final federal court approval in multiptates and the parties are engaged in the claintegsdor those states. The settlement has
been presented to federal courts in additiona¢stahd approval is pending.
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Management believes that the Company has subdtdefenses to the claims asserted in all of thetieres and intends to defend them
vigorously if a satisfactory settlement is notmbitely approved for all affected landowners.

Peruvian Tax Litigation

Beginning in 2005, one of the Company's Peruvidisisliaries received a number of assessments fopéaralties and interest for
calendar years 2001 and 2002. Peruvian tax au®([tISUNAT") took the position that the Peruviambsidiary incorrectly documented its
importations resulting in additional income taxhhiblding and value-added taxes ("VAT"). The totaloaint of the asserted claims, including
potential interest and penalties, was $26 millieonsisting of $3 million for income tax withholdjrin connection with the import of services
for calendar years 2001 and 2002, $7 million forTViA connection with the import of services foraralar years 2001 and 2002, and $16
million in connection with the disallowance of VATedits for periods beginning in 2005. Due to aedrinterest and foreign exchange
effects, and taking into account the developmeaseidbed below, the total amount of exposure hagased to $89 million at September 30,
2013.

The Company challenged the tax assessments dWdg® filing administrative claims before SUNATuiing 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 dismissdtdoyax Court in this ruling remain open for reasseent by SUNAT. While this Tax
Court ruling applies only to 2002, the Company dedis the Tax Court will issue a similar ruling wigspect to 2001, and all material
amounts likely to be waived due to procedural dsfeomilarly remain open for reassessment.

In November 2011, the Tax Court issued a rulindghwétspect to assessed 2001 withholding tax, holdiagthe statute of limitations
had run prior to assessment by SUNAT. The Compaifig\es that this adjudication of the withholdimag {ssue is likely to be final, and the
Company expects to win a similar verdict with repge assessed 2002 withholding tax. However, pesalith respect to withholding tax
are not time-barred, and were confirmed in the Taxrt's October 2011 ruling.

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

Employee Severance and Contractor Termination Disputes

A number of former employees and third-party cartves have asserted a variety of claims in litgatgainst certain Latin American
subsidiaries of the Company for separation payersgce, commissions, pension benefits, unpaid ieecpay, breach of employment
contracts, unpaid performance bonuses, propertyagas) moral damages and related statutory pendities, costs and expenses (including
accrued interest, attorneys fees and statutorilydated inflation adjustments) as a result of teeparation from the Company or termination
of service relationships. The Company is vigorowsfending itself against the asserted claims, whggregate to approximately $40 million
at September 30, 2013 .
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Brazlian Tax Claims

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

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

Letters of Credit

It is customary for Level 3 to use various finaha@igtruments 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
September 30, 2013 and December 31, 2012, Levatl dbtstanding letters of credit or other similbligations of approximatel$28 million
and $31 million , respectively, of which $25 mili@and $29 million are collateralized by cash thaefflected on the consolidated balance
sheets as restricted cash. The Company does @idekposure to loss related to its letters odlitie material.

(9) Condensed Consolidating Financial Information

Level 3 Financing, Inc., a wholly owned subsidiafthe Company, has issued senior notes that aecured 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 sermmtes, the accompanying condensed consolidatiagdial information has been
prepared and presented pursuant to SEC RegulafioRde 3-10 “Financial statements of guarantord affiliates whose securities
collateralize an issue registered or being regestér

The operating activities of the separate legatiestincluded in the Compars/tonsolidated financial statements are interdep@nd he
accompanying condensed consolidating financialrmédion presents the results of operations, fir@mpmsition and cash flows of each legal
entity and, on an aggregate basis, the other nanagtor subsidiaries based on amounts incurreditly entities, and is not intended to
present the operating results of those legal estiin a standlone basis. Level 3 Communications, LLC lease$pagent and certain facilitie
from other wholly owned subsidiaries of Level 3 Gommnications, Inc. These transactions are eliminatéke consolidated results of the
Company.
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Condensed Consolidating Statements of Comprehensiitgcome (LosSs)
Three Months Ended September 30, 2013

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

Revenue $ — $ — $ 711 $ 91¢ $ (61) $  1,56¢
Costs and Expense:

Cost of Revenue — — 264 40¢E (61) 60¢

Depreciation and Amortization — — 73 13C — 203

Selling, General and

Administrative 1 1 38t 21¢ — 60€

Total Costs and Expenses 1 1 722 754 (612) 1,417

Operating Income (Loss) @ @) 1) 16E — 152
Other Income (Expense):

Interest expense (39) (129 Q) 3) — (165)

Interest income (expense)

affiliates, net 274 42¢ (670 393 — —

Equity in net earnings (losses) of

subsidiaries (255) (542) 122 — 67E —

Other, net — (18) 1 23 — 6

Total Other Expense (19 (254) (54¢) (23) 675 (159

Income (Loss) before Income Taxes (20) (255) (559 152 67E (@)
Income Tax Expense (€] = (1) (12 = (19
Net Income (Loss) (21) (255) (560) 14C 67E (21)
Other Comprehensive Income, Net
Income Taxes 42 42 — 42 (84) 42
Comprehensive Income (Loss) $ 21 $ (21%) $ (560) $ 182 $ 591 $ 21
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Condensed Consolidating Statements of Comprehensiitgcome (LosSs)
Nine Months Ended September 30, 2013

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

Revenue $ — $ — $ 2,09(C $ 2,80: $ (182 $ 4,711
Costs and Expense:

Cost of Revenue — — 781 1,25¢ (182) 1,85:

Depreciation and Amortization — — 21¢& 381 — 59¢€

Selling, General and

Administrative 2 1 1,17¢ 634 — 1,81¢

Total Costs and Expenses 2 1 2,17¢ 2,26¢ (182 4,26¢

Operating Income (Loss) 2 @) (84) 534 — 447
Other Income (Expense):

Interest expense (114 (374) 2 (€MD) — (501)

Interest income (expense)

affiliates, net 81¢ 1,28¢ (2,00¢) (95) — —

Equity in net earnings (losses) of

subsidiaries (825) (1,715 39¢ — 2,14; —

Other, net — (19) 3 (14) — (30

Total Other Expense (220 (8249) (1,609 (120 2,14 (53)

Income (Loss) before Income Taxes (122) (825) (1,699 414 2,14: (89
Income Tax Expense (@) — (2 (36) = (39
Net Income (Loss) (127 (825) (1,695 37¢ 2,142 (123
Other Comprehensive Loss, Net of
Income Taxes (21) (21) — (21) 42 (21
Comprehensive Income (Loss) 3 (149  $ (846) % (1,69)  $ 357 $ 2,18¢ $ (149
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Condensed Consolidating Statements of Comprehensiitgcome (LosSs)
Three Months Ended September 30, 2012

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

Revenue $ — % — % 67z $ 981 (63 1,59(
Costs and Expense:

Cost of Revenue — — 25€ 447 (62) 64z

Depreciation and Amortization — — 63 122 — 18t

Selling, General and Administrative 1 1 41C 21¢E 1) 62t

Total Costs and Expenses 1 1 72¢ 784 (63) 1,452

Operating Income (Loss) @ @ (57) 197 — 13¢
Other Income (Expense):

Interest income — — — — — —

Interest expense (43) (137) () @) — (18¢)

Interest income (expense) affiliates, net 244 40C (561) (83) — —

Equity in net earnings (losses) of

subsidiaries (365) (51€) 4C — 841 —

Other, net — (1112) 3 5 — (103)

Total Other Expense (164) (364) (519 (85) 841 (29))

Income (Loss) before Income Taxes (165) (365) (57¢€) 112 841 (159)
Income Tax Expense 1) — ) (11) — (13)
Net Income (Loss) (16€) (365) (577) 101 841 (16€)
Other Comprehensive Income, Net of Income
Taxes 12z 122 —_ 48 (170 12z
Comprehensive Income (Loss) $ @49 s (249 s (67) s 14¢ 671 (49
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Condensed Consolidating Statements of Comprehensiitgcome (LosSs)

Nine Months Ended September 30, 2012

Revenue $
Costs and Expense:
Cost of Revenue

Depreciation and Amortization
Selling, General and Administrative

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, net

Total Other Expense

Income (Loss) before Income Taxes

Income Tax Expense

Net Income (Loss)

Other Comprehensive Income, Net of Income
Taxes

Level 3 Communications, Level 3 Level 3 Other Non-Guarantor
Financing, Inc. ~ Communications, LLC Subsidiaries Eliminations Total
(dollars in millions)
= —  $ 1957 % 29% % (190 s 4,76%
— — 73¢€ 1,39¢ (182) 1,947
— — 19¢ 367 — 562
2 1 1,207 662 ()] 1,865
2 1 2,13¢ 2,42: (190 4,37¢
) @ (182) 572 — 387
— — 1 1 — 2
(129) (410 ®) (23) — (55¢)
734 1,20z (1,679 (25¢) — —
(93%) (1,599 101 — 2,421 —
(39 (139 6 4 — (162)
(369) (939 (1,577) (276) 2,421 (71¢)
(365) (935) (1,759 29€ 2,421 (331)
©) — (©) (C5) — (39)
(36€) (935) (1,757 265 2,421 (36€)
10¢ 10¢€ — 18 (126) 10¢
(25¢) 827 $ @,75) $ 282 $ 2,301 $ (25€)

Comprehensive Income (Loss) $
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Condensed Consolidating Balance Sheets
September 30, 2013

Other Non-
Level 3 Level 3 Level 3 Guarantor
Communications, Inc. Financing, Inc. Communications, LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets:
Cash and cash equivalents $ 9 $ 6 $ 28¢ $ 20z — 507
Restricted cash and securities — — 1 6 — 7
Receivables, less allowances for
doubtful accounts — — 107 631 — 73¢
Due from affiliates 15,28t 16,64" — — (31,93) —
Other 8 15 64 10% — 187
Total Current Assets 15,297 16,66¢ 461 94t (31,93 1,43¢
Property, Plant, and Equipment, net — — 3,00¢ 5,22¢ — 8,23(
Restricted Cash and Securities 3 — 17 3 — 23
Goodwill and Other Intangibles, net — — 404 2,38¢ — 2,79C
Investment in Subsidiaries (12,52¢) (22,247 3,921 — 30,84° —
Other Assets, net 13 107 11 23¢ — 37C
Total Assets $ 2,781 $ (5467 $ 7,81¢ $ 8,79¢ (1,08%) 12,85
Liabilities and Stockholders' Equity
(Deficit)
Current Liabilities:
Accounts payable $ — $ 1 % 51 $ 581 — 632
Current portion of long-term debt — — 2 1¢ — 21
Accrued payroll and employee
benefits — — 15€ 5€ — 21z
Accrued interest 53 11€ — 1 — 17¢
Current portion of deferred revenue — — 104 11¢ — 21¢
Due to affiliates — — 31,51 421 (31,93) —
Other 1 24 76 74 — 17¢
Total Current Liabilities 54 141 31,90( 1,261 (31,939 1,43(C
Long-Term Debt, less current portion 1,571 6,89¢€ 18 52 — 8,531
Deferred Revenue, less current portio — — 584 312 — 89¢
Other Liabilities 15 26 13z 66¢ — 84z
Commitments and Contingencies — — — — — —
Stockholders' Equity (Deficit) 1,147 (12,53() (24,81¢) 6,49¢ 30,84° 1,147
Total Liabilities and Stockholders' B B
Equity (Deficit) 2,781 $ (5467 $ 7,81¢ $ 8,79¢ (1,08%) 12,85
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Condensed Consolidating Balance Sheets

December 31, 2012

Other Non-
Level 3 Level 3 Communications, Guarantor
Communications, Inc.  Level 3 Financing, Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets:
Cash and cash equivalent $ 252 % 5 38€ $ B8E — 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 (30,167) —
Other 3 1€ 49 73 — 141
Total Current Assets 14,70: 15,73( 52¢ 1,04 (30,167) 1,842
Property, Plant, and
Equipment, net — — 2,92¢ 5,27¢ — 8,19¢
Restricted Cash and Securities 12 — 17 6 — 35
Goodwill and Other
Intangibles, net — — 42¢ 2,40¢ — 2,83t
Investment in Subsidiaries (11,75¢) (20,47() 3,24: — 28,98 —
Other Assets, net 1€ 11¢ 11 252 — 39¢
Total Assets $ 297. % (4,621) 7,15¢ $ 8,97¢ (1,179 13,30"
Liabilities and Stockholders'
Equity (Deficit)
Current Liabilities:
Accounts payable $ 1 3 2 53 $ 728 — 77¢
Current portion of long-
term debt 172 6 6 32 — 21€
Accrued payroll and
employee benefits — — 161 50 — 211
Accrued interest 45 162 — 1 — 20¢
Current portion of deferred
revenue — — 10¢ 142 — 251
Due to affiliates — — 30,16: — (30,16%) —
Other 1 1 29 10E — 13€
Total Current Liabilities 21¢ 17z 30,52( 1,05:¢ (30,16%) 1,802
Long-Term Debt, less current
portion 1,57( 6,88¢ 20 40 — 8,51¢€
Deferred Revenue, less curr
portion — — 602 28t — 887
Other Liabilities 14 81 75 761 — 931
Commitments and
Contingencies — — — — — —
Stockholders' Equity (Deficit) 1,171 (11,760) (24,069 6,83¢ 28,98¢ 1,171
Total Liabilities and :
Stockholders' Equity (Deficit)$ 2974 % (4,621) 7,15¢ $ 8,97¢ (1,179 13,30}
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Condensed Consolidating Statements of Cash Flows
Nine Months Ended September 30, 2013

Net Cash Provided by (Used in) Operating
Activities $

Cash Flows from Investing Activities:

Capital Expenditures

Decrease in restricted cash and securities,
net

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

Other

Net Cash Provided by (Used in) Investing
Activities

Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuan:
costs

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

Increase (decrease) due from/to affiliates
net

Net Cash Provided by (Used in) Financing
Activities

Effect of Exchange Rates on Cash and Cash
Equivalents

Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of
Period

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

(108) 441 $ 286  $ 57¢ $ 327

— — (239) (336) (571)

9 — — 4 13

— — — 16 16

— — — (14 (14)

9 — (239) (330) (55€)

— 59C — — 59(C

172) (607) @) 27 (810)

24 45¢ (15€) (327) —

(14¢) 44z (160) (359 (220)

— — — (23 (23

(244) 1 (97) (132) (472)

258 38€ 33t 97¢

9 $ 6 $ 28¢ $ 20¢ $ 507

Cash and Cash Equivalents at End of Perio $
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Condensed Consolidating Statements of Cash Flows

Nine Months Ended September 30, 2012

Net Cash Provided by (Used in) Operating
Activities

Cash Flows from Investing Activities:
Capital Expenditures

Decrease in restricted cash and securities, net

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

Other

Net Cash Provided by (Used in) Investing
Activities
Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuance
costs

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

Proceeds from stock options exercised

Increase (decrease) due from/to affiliates, net

Net Cash Provided by (Used in) Financing
Activities

Effect of Exchange Rates on Cash and Cash
Equivalents

Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Period

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

48 $ (442 $ 80 $ 58¢ — % 17¢

— — (199 (346) — (545)

3 — 1 11 — 15

— — — 5 — 5

— — — (13) — 13

3 — (19¢) (34%) — (53¢)

29¢ 3,02¢ — — — 3,317

— (2,960 — (12¢) — (3,08

5 — — — — 5

41 377 (285) (139) — —

33¢ 441 (285) (261) — 234

— — — 1 — 1

29¢4 @ (403 (¢15) — (125)

2 6 61€ 29z — 91€&

29¢€ $ & $ 21E $ 271 = $ 793

Cash and Cash Equivalents at End of Period $
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(10) Subsequent Events

On October 4, 2013, Level 3 Financing, Inc. refoethits existing $1.2 billion Tranche B-Il 2019 fretoan under its existing senior
credit facility by increasing the borrowings undee Tranche B 2020 Term Loan by an aggregate pahamount of $1.2 billion . The
Tranche B 2020 Term Loan new aggregate principaluarnis $1.796 billion .

The $1.796 billion Tranche B 2020 Term Loan wilhtaue to bear interest at LIBOR plus 3.00% , veitinimum LIBOR of 1.00% ,
and will mature on January 15, 2020. The additigmation of the Tranche B 2020 Term Loan was priceknders at par, with the payment
to the lenders of an upfront 0.25% fee at closifige prior Tranche B-ll 2019 Term Loan had an irgerate of LIBOR plus 3.25% , with a
minimum LIBOR of 1.50% and matured on October 4 20As a result of this transaction, the Comparpeess to incur a loss on the
refinancing of approximately $10 million in the folu quarter 2013 and additional debt discount cok®3 million that will be amortized as
interest expense using the effective interest nietwver its term.

On October 30, 2013, the Company announced thatll3Financing, Inc. has agreed to sell $640 nmlkggregate principal amount of
its 6.125% Senior Notes due 2021 in a private offgto "qualified institutional buyers," as definedRule 144A under the Securities Act of
1933, as amended, and non-U.S. persons outsidénited States under Regulation S under the Seesidtct of 1933. The net proceeds from
this offering, together with cash on hand, willlsed to redeem or otherwise repay or retire dlleskel 3 Financing, Inc.'s outstanding 10%
Senior Notes due 2018, including accrued intenedtagplicable premiums and expenses. The offesiexpected to be completed on
November 14, 2013, subject to the satisfactionaiver of customary closing conditior
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

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

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

Executive Summary
Overview

The Company is a facilities-based provider of aadrcange of communications services. Revenue fonoanications services is
generally recognized on a monthly basis as thes#écss are provided. For contracts involving préviihe, wavelength and dark fiber servi
Level 3 may receive upfront payments for servicelse delivered for a period of generally up to 2ang. In these situations, Level 3 defers
the revenue and amortizes it on a straight-linésltasearnings over the term of the contract.

Business Strategy and Objectives

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

» growing Core Network Services revenue by increasalgs

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

» completing the integration of acquired busine:

» reducing network costs and operating expe

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

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

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

* managing Wholesale Voice Services for margin cbation; an

 refinancing its future debt maturiti

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

The successful integration of acquired businessasportant to the success of Level 3. The Companst identify synergies and
integrate acquired networks and support organiastiohile maintaining the service quality
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levels expected by customers to realize the amtiegpbenefits of any acquisition. Successful irettgn of any acquired businesses will
depend on the Company’s ability to manage the dipess realize opportunities for revenue growthspreged by strengthened service
offerings and expanded geographic market covesgeeliminate redundant and excess costs to fedllize the expected synergies. If the
Company is not able to efficiently and effectiveiyegrate any businesses or operations it acquire<Company may experience material
negative consequences to its business, financmlitton or results of operations.

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

In October 2013, the Company announced that ielgased to sell $640 million aggregate principal amof its 6.125% Senior Notes
due 2021 in a private offering. The net proceedmfthis offering, together with cash on hand, Wwélused to redeem or otherwise repay or
retire all of the Company's outstanding 10% SeNiotes due 2018, including accrued interest andiegdge premiums and expenses. The
offering is expected to be completed on Novembe2043, subject to the satisfaction or waiver cftomary closing conditions.

Also in October 2013, the Company refinanced iistarg $1.2 billion Tranche B-11 2019 Term Loan wmndts existing senior credit
facility by increasing the borrowings under thefialae B 2020 Term Loan by an aggregate principaluarnof $1.2 billion . The Tranche B
2020 Term Loan new aggregate principal amount ig3gLbillion . See Note 10Subsequent Events in the notes to the unauditesbtidater
financial statements for additional information.

In August 2013, the Company refinanced its $595Ibom Tranche B 2016 Term Loan under its existggnior credit facility through
the creation of a new Tranche B 2020 Term Loamhénaggregate principal amount of $595.5 millione Timanche B 2020 Term Loan has an
interest rate of LIBOR plus 3.00%, with a minimunBOR of 1.00%, and will mature on January 15, 20Re previous Tranche B 2016
Term Loan had an interest rate of LIBOR plus 3.28t) a a minimum LIBOR of 1.50%, and matured orgAst 1, 2016.

Also in August 2013, the Company refinanced its38illion Tranche B 2019 Term Loan under its exigtsenior credit facility
through the creation of a new Tranche B-IIl 2019 ¢.0an in the aggregate principal amount of $81lan. The Tranche B-Ill 2019 Term
Loan has an interest rate of LIBOR plus 3.00%, aitihinimum LIBOR of 1.00%, and will mature on Augds 2019. The previous Tranche
B 2019 Term Loan had an interest rate of LIBOR @%&%, with a minimum LIBOR of 1.50%, and matuogdAugust 1, 2019.

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

The Company will continue to look for opportunitiesimprove its financial position and focus itsa@arces on growing revenue and
managing costs for the business.
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Revenue by Channel:
Three Months Ended September 30, Nine Months Ended September 30,
(dollars in millions) 2013 2012 2013 2012
Core Network Services:
North America - Wholesale Channel $ 36 % 38€ $ 1,10¢ $ 1,14¢
North America - Enterprise Channel 622 577 1,82( 1,71z
EMEA - Wholesale Channel 88 87 265 277
EMEA - Enterprise Channel 10z 94 29¢ 273
EMEA - U.K. Government Channel 32 42 10z 13z
Latin America - Wholesale Channel 39 40 11¢ 11¢
Latin America - Enterprise Channel 14¢ 13¢ 44C 413
Total Core Network Services 1,39 1,36t 4,14¢ 4,072
Wholesale Voice Services and Other 172 22¢ 563 69C
Total Revenue $ 1,56¢ $ 1,59C $ 4,711 $ 4,762

Total revenue consists of:

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

* Wholesale Voice Services and Other revenue froessafl long distance voice services, revenue fromaged modem and its rela
intercarrier compensation services and revenue fheniSBC Master Services Agreement," which wasioletd through an
acquisition in 2005.

Core Network Services revenue represents highegimaervices and Wholesale Voice Services and Qéwemue represents lower
margin services. Core Network Services revenueiresg|different levels of investment and focus ara/jaes different contributions to the
Company's operating results than Wholesale Voicei@&es and Other revenue. Management of Level ig@ved that growth in revenue from
its Core Network Services is critical to the lotegm success of its business. The Company alsevesliit must continue to effectively man
gross margin contribution from the Wholesale Vd&gvices component and the positive cash flows frmrOther revenue component. The
Company believes that trends in its communicatlmrsiness are best gauged by analyzing revenue eham@ore Network Services.

Core Network Services

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

Growth in transport (such as private line and wewgths) and fiber revenue is largely dependenhoreased demand for bandwidth
services and available capital of companies reggicommunications capacity for their own use quroviding capacity as a service provider
to their customers. These expenditures may beeifiottm of monthly payments or, in the case of pgevae, wavelength or dark fiber
services, either monthly payments or upfront paysierhe Company is focused on providing end-toteaasport and fiber services to its
customers to directly connect customer locatiorth wiprivate network. Pricing for end-to-end metigpan transport services have been
relatively stable. For intercity transport and filservices, the Company continues to experien@@ngri
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pressure in locations where a large number of@ardolocate their facilities. An increase in demand rbayoffset by declines in unit pricir

Internet Protocol ("IP") and data services prinyairiiclude the Company's high speed IP, Dedicatezttiat Access ("DIA"), Virtual
Private Network ("VPN"), Content Delivery NetworkQDN"), media delivery, Vyvx broadcast, Convergeasiess Network ("CBN"),
Asynchronous Transfer mode ("ATM") and frame redayvices. Level 3's IP and high speed IP servibigis quality and is offered in a
variety of capacities. The Company's VPN serviaenits businesses of any size to replace multipteorks with a single, cost-effective
solution that greatly simplifies the converged smission of voice, video, and data. This convergena single platform can be obtained
without sacrificing the quality of service or seitytevels of traditional ATM and frame relay offegs. VPN service also permits custome
prioritize network application traffic so that highiority applications, such as voice and videe, mot compromised in performance by the
flow of low priority applications such as email.

Voice services comprise a broad range of localearidrprise voice services using Voice over InteRretocol ("VolP") and traditional
circuit-switch based technologies, including Volthanced local service, SIP Trunking, local inbosadr/ice, Primary Rate Interface service,
long distance service and toll-free service. Then@any's voice services also include its comprekersiite of audio, Web and video
collaboration services.

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

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

» The enterprise channel includes large, multiemal enterprises requiring large amounts of badtiwio support their business
operations, such as financial services companesgdtitare companies, content providers, and panilsearch engine companies. It
also includes medium sized enterprises, as wegjbasrnment markets, including the U.S. federal govent, the systems integrat
supporting the U.S. federal government, U.S. statklocal governments, academic consortia, andineatademic institutions.
Included in the enterprise channel, but brokenseptrately in the table above, is the U.K. goventrobannel, which includes
revenue primarily from the government sector intthig.

» The wholesale channel includes revenue fromnrient and alternative carriers in each of the regiglobal carriers, wireless
carriers, cable companies, satellite companiesomatservice providers and voice service providers

The Company believes that the alignment of Corevidet Services around channels should allow it feedgrowth while enabling it to
better focus on the needs of its customers. 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.

Wholesale Voice Services and Other

The Company offers wholesale voice services thigetdarge and existing markets. The revenue pialeiot wholesale voice services
large; however, pricing is expected to continuddoline over time as a result of the new
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low-cost IP and optical-based technologies. Intaldi the market for wholesale voice services indpgargeted by many competitors, several
of which are larger and have more financial resesitban the Company.

The Company also has other revenue derived fromnmaervices that are not critical areas of emglfasithe Company, including
revenue from managed modem and its related int&caompensation services and SBC Contract Sexyvigkich includes revenue from the
"SBC Master Services Agreement," obtained in thedb@ber 2005 acquisition of WilTel Communication®@y, LLC. The Company and its
customers continue to see consumers migrate frerowmdoand dial-up services to higher speed broadlisarvices as the narrow band market
matures. The Company is in the process of discaminmanaged modem services and has notified akkeumanaged modem customers of
this decision. The Company expects ongoing declimése other revenue component of Wholesale VB8ervices and Other similar to what
has been experienced over the past several years.

The Company receives compensation from other camiben it terminates traffic originating on thaseriers' networks. This
intercarrier compensation is based on interconoetgreements with the respective carriers or rateedated by the Federal
Communications Commission ("FCC"). The Companyihtesconnection agreements in place for the majarfitraffic subject to intercarrier
compensation. Along with addressing other mattard\ovember 18, 2011, the FCC established a praspéntercarrier compensation
framework for terminating switched access and Madfic, with elements of it becoming effective limgng on December 29, 2011. Under
the framework, most terminating switched accessgdsaand all intercarrier compensation chargesapped at current levels, and will be
reduced to zero over, as relevant to Level 3, geaax transition period which began July 1, 20Jeue8al states, industry groups, and other
telecommunications carriers filed petitions in fiedeourt for reconsideration of the framework witle FCC, although the outcome of those
petitions is unpredictable. A majority of the Compa existing intercarrier compensation revenwessociated with agreements that have
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 compi@nsavenue from providing managed modem servisbg;h are declining. The
Company also receives intercarrier compensatiam fte voice services. In this case, intercarrienpensation is reported within Core
Network Services revenu

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

Critical Accounting Policies

Refer to Item 7 of the Company's Form 10-K for ykar ended December 31, 2012, for a descriptidtheoCompany's critical
accounting policies.

In the second quarter of 2013, the Company chatfgedate of its annual assessment of goodwill impemt from December 31 to
October 1. This was a change in method of applgimgccounting principle which management beliesespreferable alternative as the new
date of the assessment provides additional tinar pyithe Company’s year-end to complete the golbdwpairment testing and report the
results in the Company's Annual Report on Form 1@+ is more closely aligned with the Comparstrategic planning process. The che
in the assessment date does not delay, accelerat®id a potential impairment charge. For a matited description of the Company's
goodwill impairment assessment process, pleasBlatel of the Company's Form 10-K for the year eridecember 31, 2012, filed with the
Securities and Exchange Commission.
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Results of Operations for the Three and Nine Month&nded September 30, 2013 vs. 2012

Three Months Ended September 30,

Nine Months Ended September 30,

Change Change
(dollars in millions) 2013 2012 % 2013 2012 %
Revenue $ 1,56¢ $ 1,59( D% $ 4,711 $ 4,762 (D)%
Cost of Revenue 60¢ 642 (5)% 1,85: 1,94 (5)%
Depreciation and Amortization 203 18t 10% 59¢ 563 6 %
Selling, General and Administrative 60€ 62% (3)% 1,81¢ 1,86t (3)%
Total Costs and Expenses 1,415 1,452 2% 4,264 4,37¢ )%
Operating Income 152 13¢ 10% 447 387 16 %
Other Income (Expense):
Interest income — — NM — 2 NM
Interest expense (16%5) (18¢) (12)% (501) (55¢) (10)%
Loss on modification and extinguishment of debt, ne a7 (49 (65)% a7 (110 (85)%
Other, net 23 (54) NM (13 (52 (75)%
Total Other Expense (159 (297 (45)% (53]) (718 (26)%
Loss Before Income Taxes @) (159) (95)% (84) (331) (79)%
Income Tax Expense 14 a3 8 % (39 (35 11%
Net Loss $ (21 $ (166 8% $ (1259 $ (366 (66)%
NM — Not meaningful
Discussion of all significant variances:
Revenue by Service Offering:
Three Months Ended September 30, Nine Months Ended September 30,
(dollars in millions) 2013 2012 Change % 2013 2012 Change %
Core Network Services Revenue $ 1,397 $ 1,36¢ 2% $ 4,14¢ $ 4,07: 2%
Wholesale Voice Services and Other Revenue 17z 22¢ (24)% 562 69C (18)%
Total Revenue $ 156¢ $ 1,59( D% $ 4,711 $ 4,76 (1)%
Revenue by Product Offering:
Three Months Ended September 30, Nine Months Ended September 30,
(dollars in millions) 2013 2012 Change % 2013 2012 Change %
Colocation and Data Center Services $ 144 $ 13¢ 4% $ 431 $ 41€ 4%
Transport and Fiber 491 491 — % 1,46 1,45¢ — %
IP and Data Services 52¢ 502 5% 1,552 1,49( 4%
Voice Services (local and enterprise) 234 238 — % 70z 71C ()%
Total Core Network Services 1,397 1,36¢ 2% 4,14¢ 4,072 2%
Wholesale Voice Services and Other 17z 22¢ (29)% 568 69C (18)%
Total Revenue $ 156¢ $ 1,59( (1)% $ 4,711 $ 4,762 ()%
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Revenuedecreased 1% to $1.569 billion in the three moatided September 30, 2013 compared to $1.590 biflitmee same period of
2012 and decreased 1% to $4.711 billion in the moaths ended September 30, 2013 , from $4.762rbilh the same period of 2012. The
decrease was driven by declines in Wholesale V®@&wices and Other revenue partially offset by gnow Core Network Services revenue
from enterprise customers.

The Company experienced growth in its IP and datéices and colocation and data center servicasgltive three and nine months
ended September 30, 2013 compared to the samel péd®12 driven primarily by end user customer dechfor content delivery over the
Internet and enterprise bandwidth. The Companyetperienced modest growth in transport and fiberises during the nine months ended
September 30, 2013 . Core Network Services reviarumice services declined during the nine momthded September 30, 2013, primarily
due to the anticipated attrition of certain U.K.\@mment channel voice services.

Core Network Services revenue increased in thehNomterica and Latin America regions during the ¢haad nine months ended
September 30, 2013 compared to the same periodld, 2s a result of growth in services providethtexisting enterprise customer base
and the acquisition of new customers in the entegghannel. These increases were partially offgét) a decrease in the EMEA region's
Core Network Services revenue primarily as a rasfulbwer U.K. Government and wholesale channeénexe and (ii) a decrease in whole
channel revenue.

Wholesale Voice Services and Other revenue deateaghe three and nine months ended Septemb&03@, compared to the same
period of 2012 primarily as a result of declinesigage as customers transition to IP voice servides Company continues to manage its
combined wholesale voice services platform for rimacgntribution. In addition, the Company expectnaged modem and SBC Contract
Services revenue to continue to decline due tmarease in the number of subscribers migratingaadband services and as a result of the
migration of the SBC traffic to the AT&T networlespectively. The Company is in the process of discoing managed modem services
has notified all current managed modem custometisi@flecision.

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

Cost of revenue as a percentage of total revense3@4 in the three months ended September 30, @thBared to 40% in the same
period of 2012 and was 39% in the nine months eS#gdember 30, 2013 compared to 41% in the sanedpafr2012. The decreases are
primarily due to an improving gross margin mix @jther margin on-net Core Network Services and aedese in lower margin Wholesale
Voice Services and Other Revenue. Additionally,@loenpany continues to implement initiatives to rlboth fixed and variable network
expenses.

Depreciation and Amortization increased 10% to $203 million in the three montideel September 30, 2013, from $185 millioithe
same period of 2012 and increased 6% to $596 millidche nine months ended September 30, 2013n $863 million in the same period of
2012. The increase is primarily attributable toitdgxpenditures with asset lives less than threraye remaining life of existing assets.

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

SG&A decreased 3% to $606 million in the three rher@nded September 30, 2013 compared to $625 millithe same period of
2012 and decreased 3% to $1.815 billion in the ninaths ended September 30, 2013 , from $1.866ith the same period of 2012. The
decreases are primarily due to lower employee casitpensation and other employee related costegsiohal fees and vendor services and
other discretionary costs. Employee cash compeamsatid other employee related costs decrease@ &othpany continued to achieve cost
synergies as a result of the integration of theb@l&rossing business through the reduction of ¢maat as well as the higher capitalizatio
labor costs related to the implementation of infation technology systems, network
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deployment and customer installation activitiemf€ssional fees and vendor services and otheratisnary costs decreased primarily due to
the rationalization and renegotiation of vendov®es and lower travel and entertainment costadufition, the Company incurred
approximately $18 million and $50 million for tHerée and nine months ended September 30, 201 2egfation costs related to the Global
Crossing acquisition. The integration was subsa#lytcomplete by the end of 2012.

Also included in SG&A in the three and nine mongnsled September 30, 2013, were $30 million an® $dillion , respectively, and
in the three and nine months ended September 3@, 2049 million and $102 million , respectively,mmn-cash, stock-based compensation
expenses related to grants of outperform stoclongtirestricted stock units, accruals for the Camgjsaannual discretionary bonus, incentive
and retention plans and shares issued for the Qoytgomatching contribution for the 401(k) plan. Tinerease in non-cash, stock-based
compensation expense is primarily due to additist@dk grants subsequent to March 31, 2012 andiaccthe annual discretionary bonus at
a higher target rate in 2013 than in 2012, as agthe vesting of long-term incentive awards innemtion with James Q. Crowe's departure
from the Company, as described below.

On April 11, 2013, the Company announced thatkeftorey had been appointed by the Board of Dimscteffective immediately, to
be the Company's President and Chief Executivee@ffiAs a result of the departure of James Q. CridweeCompany incurred an SG&A
charge of approximately $23 million in the seconerger of 2013, consisting of $6 million of additad cash compensation expenses and $17
million in non-cash compensation expenses relat¢dd vesting of certain of Mr. Crowe's lotegm incentive awards payable under the te
of his employment agreement.

Additionally, in the third quarter of 2013, the Cpamy implemented certain workforce reductions, ltegpin approximately $30
million restructuring charges recorded in SG&A. Rasturing charges were $30 million and $46 milliarthe three and nine months ended
September 30, 2013 compared to $6 million and $illlbmin the same period of 2012.

Adjusted EBITDA , as defined by the Company, is net income (lassh tthe consolidated statements of operations béfigrincome
tax benefit (expense), (2) total other income (eseg, (3) non-cash impairment charges includedinvighlling, general and administrative
expenses, (4) depreciation and amortization expand€5) non-cash stock compensation expense iedhaithin selling, general and
administrative expenses.

Adjusted EBITDA is not a measurement under GAAP @ray not be used in the same way by other compavii@sagement believes
that Adjusted EBITDA is an important part of themfmany’s internal reporting and is a key measure byemanagement to evaluate
profitability and operating performance of the Ca@mnyp and to make resource allocation decisions. ifmant believes such measurement is
especially important in a capital-intensive indystuch as telecommunications. Management alsoAgjested EBITDA to compare the
Company’s performance to that of its competitors #meliminate certain non-cash and non-operat&ms in order to consistently measure
from period to period its ability to fund capitadgenditures, fund growth, service debt and detegrbionuses.

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

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

The following information provides a reconciliatiohNet Loss to Adjusted EBITDA as defined by thentbany:

Three Months Ended Nine Months Ended
September 30, September 30,

(dollars in millions) 2013 2012 2013 2012
Net Loss $ 21) $ (1660 $ (129 $ (366
Income Tax Expense 14 13 39 35
Total Other Expense 15¢ 291 531 71€
Depreciation and Amortization 203 18t 59¢ 563
Non-Cash Compensation Expense 30 49 11t 10z
Adjusted EBITDA $ 38 % 372 $ 1,5¢ $ 1,05Z

Consolidated Adjusted EBITDA was $385 million iretthree months ended September 30, 2013 compafa¥ fomillion in the same
period of 2012 and was $1,158 million in the ninentihs ended September 30, 2013 compared to $1,Mxehrm the same period of 2012.
The increase in Adjusted EBITDA is primarily atuiable to growth in the Company’s higher incrememtargin Core Network Services
revenue, continued improvements in cost of revemeelower SG&A expenses.

Interest Expensedecreased 12% to $165 million in the three montited September 30, 2013, from $188 million ingame period
of 2012 and decreased 10% to $501 million in time mhonths ended September 30, 2013, from $558Bmil the same period of 2012.
Interest expense decreased as a result of loweotberrowing on refinanced debt for the three aime months ended September 30, 2013
compared to the same period of 2012 as well asefeyment of the Company's 15% Convertible Senaedlin January 2013.

The Company expects annual interest expense in @0d48proximate $665 million based on current edgerates on the Company's debt
outstanding as of September 30, 2013 and takimgcionsideration the October 2013 incurrence ofsth@ billion additional Tranche B 2020
Term Loan under the amended and restated credieéagmt (along with the repayment of the existing ®lllion Tranche B-11 2019 Term
Loan). See Note 6 - Long-Term Debt and Note 10bsBguent Events in the notes to the unaudited Gdated financial statements for
additional information on Level 3's financing adies.

Loss on Modification and Extinguishment of Debt, newas $17 million for both the three and nine morghded September 30, 2013
compared to a loss of $49 million and $110 millfonthe three and nine months ended September@32. Zhe loss recorded during 2013
was a charge of approximately $17 million relatethie refinancing of the $595.5 million Tranche ®L8 and the $815 million Tranche B
2019 Term Loans in August 2013. The loss recordethg 2012 was a charge of approximately $9 millielated to the refinancing of the
$1.4 billion Tranche A Term Loan in August 201Zhearge of approximately $40 million as a resulthef redemption of the 8.75% Senior
Notes due 2017 in August 2012, a charge of appratdiy $22 million related to the redemption of h25% Senior Notes due 2014
February 2012 and a charge of approximately $3Bamihs a result of the exchange of a portion ef16% Convertible Senior Notes due
2013 for approximately 5.4 million shares of Le8edtock in March 2012. See Note 6 - Long-Term Delthe notes to the unaudited
consolidated financial statements for addition&rimation.

Other, netis primarily comprised of gains and losses on #ie ef non-operating assets, foreign currency gaislosses and other
income and expense.
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Other, net was $23 million of income and $13 milliof expense in the three and nine months ende@@bpr 30, 2013 compared to
$54 million and $52 million of expense in the thee& nine months ended September 30, 2012. The,@#tancome in the third quarter
2013 is primarily due to foreign currency gainsihtitable to the appreciation of the local curresdielative to the U.S. Dollar for certain
intercompany notes denominated in the local cugr@fidoreign subsidiaries in EMEA that are not ddesed to be long-term in nature. The
Other, net expense in the nine months ended Septe3b2013 was incurred primarily due to foretgimrency losses attributable to the
devaluation of the Venezuelan Bolivar as discussdaw, partially offset by net foreign currency iggi The results in the three and nine
months ended September 30, 2012 were driven by-@ash loss on the Company's interest rate swageagnts of approximately $60
million that were deemed "ineffective" under GAAPdonnection with the refinancing of the $1.4 billiTranche A Term Loan.

Effective February 13, 2013, the Venezuelan govemtrdevalued the Venezuelan bolivar by increadiegpfficial rate from 4.30
Venezuelan bolivares to the U.S. Dollar to 6.30 &&relan bolivares to the U.S. Dollar. This devatuateduced the Company's net mone
assets by $22 million based on the bolivar balansesf February 13, 2013, resulting in a chargg2@ million which was recognized in
Other, net in the consolidated statement of opmmatin the first quarter of 2013.

Income Tax Expensevas $14 million and $39 million in the three andenmonths ended September 30, 2013 compared tm#ikh
and $35 million in the three and nine months erSliegtember 30, 2012. The income tax expense ireatigs is primarily related to taxes in
foreign jurisdictions.

The Company incurs tax expense attributable tonmecn various Level 3 subsidiaries that are reqlicefile state or foreign income t
returns on a separate legal entity basis. The Coymnalso recognizes accrued interest and penaftiseome tax expense related to uncertain
tax benefits. Income tax for the three and nine timnperiod ended September 30, 2013 is not nechssaticative of income tax expense for
the year ended December 31, 2013. Our tax ratelagile and may move up or down with changes ingrgnother things, the amount and
source of income or loss, our ability to utilizedimn tax credits, changes in tax laws, and theemeent of liabilities established for uncertain
tax positions as statutes of limitations expirgasitions are otherwise effectively settled.

Financial Condition— For the Nine Months Ended Sepgmber 30, 2013 and 2012
Cash flows provided by or used in operating adésitinvesting activities and financing activitfes the nine months ended

September 30, 2013 and 2012 are summarized awollo

Nine Months Ended September 30,

(dollars in millions) 2013 2012 Change

Net Cash Provided by Operating Activities $ 327 $ 17¢  $ 14¢
Net Cash Used in Investing Activities (55€) (53¢ (18)
Net Cash Provided by (Used in) Financing Activities (220) 234 (454)
Effect of Exchange Rates on Cash and Cash Equigalen (23 1 (29
Net Change in Cash and Cash Equivalents $ (472) $ (129) $ (347)

Operating Activities
Cash provided by operating activities was $327iamlin the nine months ended September 30, 2013%aced to cash provided by

operating activities of $178 million in the sameipé of 2012. The increase in cash provided by afiey activities was primarily due to
growth in earnings and lower interest payments.
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Investing Activities

Cash used in investing activities increased imihe months ended September 30, 2013 comparee gathe period of 2012 primarily
as a result of additional capital expenditures,civtiotaled $571 million in the nine months endegt&mber 30, 2013 and $545 million in the
same period of 2012. The increase is primarily tdugdditional investment in the network as welhagher capitalized labor.

Financing Activities

Cash used in financing activities of $220 millionthe nine months ended September 30, 2013 compafzB84 million provided by
financing activities in the same period of 2012te$ to greater net payments of debt and capaséteduring 2013 primarily as a result of the
repayment at maturity of the 15% Convertible Nates January 15, 2013 as compared to greater n@wings in the same period of 2012.
See Note 6 - Long-Term Debt in the notes to theudited consolidated financial statements for mataits regarding the Company's debt
transactions during 2013.

Effect of Exchange Rates on Cash and Cash Equivalents

The effect of exchange rates on cash and cashagnts in the nine months ended September 30, 2848 primarily due to the
devaluation of the Venezuelan bolivar. This deviidurareduced the Company's unrestricted cash astu @guivalents by $21 million in the
first quarter of 2013.

Liquidity and Capital Resources

The Company incurred a net loss of $123 milliothi@ nine months ended September 30, 2013 and $Bléghrn the same period of
2012. The Company used cash of $571 million foitaapxpenditures and $220 million for financingieities in the nine months ended
September 30, 2013 . This compares to $545 mitifoczash used for capital expenditures and $234anibf cash flows provided by
financing activities in the nine months ended Seyier 30, 2012 .

Net cash interest payments are expected to dedeapproximately $645 million in 2013 from $695llion in 2012 based on current
interest rates on the Company's debt outstanding 8eptember 30, 2013 and taking into considanatie October 2013 borrowing of the
$1.2 billion additional Tranche B 2020 Term Loardenthe amended and restated credit agreemeng(afitim the repayment of the existing
$1.2 billion Tranche B-Il 2019 Term Loan).

Capital expenditures for 2013 are expected to nemadatively consistent as a percentage of revenitie2012, as the Company invests
in base capital expenditures (estimated capitalired to keep the network operating efficiently angport new service development) with
the remaining capital expenditures expected todmypsuccess-based, which is tied to a specifstauer revenue opportunity, and partly
project-based where capital is used to expandeheark based on the Company's expectation thatriject will eventually lead to
incremental revenue. As of September 30, 2013 Ctirapany had contractual debt obligations, inclgdiapital lease obligations, and
excluding interest, discounts on debt issuancea@ngalue adjustments, of $8 million that matunehe remaining three months of 2013, $28
million in 2014 and $783 million in 2015.

In October 2013, the Company announced that ibhased to sell $640 million aggregate principal amaf its 6.125% Senior Notes
due 2021 in a private offering. The net proceedmfthis offering, together with cash on hand, Wélused to redeem or otherwise repay or
retire all of the Company's outstanding 10% SeNiotes due 2018, including accrued interest andiggde premiums and expenses. The
offering is expected to be completed on NovembeR043, subject to the satisfaction or waiver aftomary closing conditions.

Also in October 2013, the Company refinanced iistexg $1.2 billion Tranche B-Il 2019 Term Loan @mdts existing senior credit
facility by increasing the borrowings under therfialae B 2020 Term Loan by an aggregate principaluanof $1.2 billion . The Tranche B
2020 Term Loan new aggregate principal amount ig3gLbillion .
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The $1.796 billion Tranche B 2020 Term Loan wilhtaue to bear interest at LIBOR plus 3.00% , veitinimum LIBOR of 1.00% ,
and will mature on January 15, 2020. The additigmation of the Tranche B 2020 Term Loan was priceknders at par, with the payment
to the lenders of an upfront 0.25% fee at closifige prior Tranche B-ll 2019 Term Loan had an irgerate of LIBOR plus 3.25% , with a
minimum LIBOR of 1.50% and matured on October 420

In August 2013, the Company refinanced its $595Ibom Tranche B 2016 Term Loan under its existggnior credit facility through
the creation of a new Tranche B 2020 Term Loaménaggregate principal amount of $595.5 millione Tmanche B 2020 Term Loan has an
interest rate of LIBOR plus 3.00%, with a minimutBOR of 1.00%, and will mature on January 15, 20lte previous Tranche B 2016
Term Loan had an interest rate of LIBOR plus 3.2&8th a a minimum LIBOR of 1.50%, and matured orgést 1, 2016.

Also in August 2013, the Company refinanced its38illion Tranche B 2019 Term Loan under its exigtsenior credit facility
through the creation of a new Tranche B-IIl 201@rT¢o0an in the aggregate principal amount of $81/an. The Tranche B-Ill 2019 Term
Loan has an interest rate of LIBOR plus 3.00%, &itihhinimum LIBOR of 1.00%, and will mature on Augds2019. The previous Tranche
B 2019 Term Loan had an interest rate of LIBOR @u&%%, with a a minimum LIBOR of 1.50%, and matuoa August 1, 2019.

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

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

The Company had $507 million of cash and cash edgrivs on hand at September 30, 2013 . The Corglaayhad $30 million of
current and non-current restricted cash and séwsitised to collateralize outstanding letters eflitrand certain performance and operating
obligations of the Company and other deposits ptedeber 30, 2013 . In addition, $58 million of thempany's total cash and cash
equivalents as of September 30, 2013 was held mex{eelan bolivares by a Venezuelan subsidianjight bf the Venezuelan exchange
control regime, none of such $58 million may besfarred to the Company in the form of loans, adearor cash dividends without the
consent of the Venezuelan government. The $58anilialue of the Company's bolivar balance refldutsFebruary 13, 2013 devaluation of
the bolivar that resulted from the increase indfiigial exchange rate from 4.30 Venezuelan bokgato the U.S. Dollar to 6.30 Venezuelan
bolivares to the U.S. Dollar. That devaluation regtlithe Company's unrestricted cash and cash dgpiisdy $21 million, based on the
bolivar balances as of February 13, 2013.

The Company currently has the ability to repatr@sh and cash equivalents into the United Staitb®uwt paying or accruing U.S.
taxes. Level 3 does not currently intend to reptgrany of its foreign cash and cash equivalents ntities outside of Latin America. The
Company has no restrictions on its ability to reipst foreign cash and cash equivalents, other¢bamersion and repatriation restrictions in
Venezuela, as needed to fund operations in theeti@tates, including debt service.

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

The Company may need to refinance all or a powioits indebtedness at or before maturity and caprmvide assurances that it will
able to refinance any such indebtedness on comatflgreéasonable terms or at all. In addition, tl@rPany may elect to secure additional
capital in the future, at acceptable terms, to owmprits liquidity or fund acquisitions. In additioim an effort to reduce future cash interest
payments as well as future amounts due at matorrity extend debt maturities, the Company may, ftiome to time, issue new debt, enter
into debt for debt, debt for equity or cash tratisas to purchase its outstanding debt securitighe open market or through privately
negotiated transactions. The Company will evalaatesuch transactions in light of the

42




Table of Contents

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 magitcae. The Company will continue to evaluate cdidation opportunities and
could make additional acquisitions in the future.

Off-Balance Sheet Arrangements

Level 3 has not entered into off-balance sheenhgements.

43




Table of Contents

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
Interest Rate Risk

Level 3 is subject to market risks arising frommpas in interest rates. As of September 30, 288 Company had borrowed a total of
approximately $2.9 billion primarily under a Sen@ecured Term Loan (excluding discounts) and Figa®ate Senior Notes due 2015 that
bear interest at LIBOR rates plus an applicablegmaiAs the LIBOR rates fluctuate, so too will tinéerest expense on amounts borrowed
under the debt instruments, unless LIBOR ratedeal@wv the minimum LIBOR rate for a particular Sersecured Term Loan. The weighted
average interest rate on the variable rate instnisret September 30, 2013 , was approximately 4.3%.

The Company's senior secured credit facility'saldd interest rate is based on a fixed rate pl8OR, with a fixed minimum LIBOR
rate of 1.5% for the $1.2 billion Tranche B-Il 20I6rm Loan due 2019 and a fixed rate plus LIBORhwifixed minimum LIBOR rate of
1.0% for the $595.5 million Tranche B 2020 and$B8&5 million Tranche B-11l 2019 Term Loans. The ketrLIBOR rate for the Company's
senior secured credit facility was approximateB20.at September 30, 2013 , which was below thal fim@imum rates. Declines in LIBOR
below the fixed minimum rate or increases up toftkexd minimum rate do not affect the Company'staiiinterest expense. A hypothetical
increase in the weighted average rate by 1% padotadvincrease the Company's annual interest raderese on all of its variable rate
instruments by approximately $7 million as of Segber 30, 2013 (excluding any effect of interest @taps).

At September 30, 201,3he Company had $5.7 billion (excluding discolofsfixed rate debt bearing a weighted averagerést rate ¢
8.6%. A decline in interest rates in the future wit generally benefit the Company with respedhtfixed rate debt due to the terms and
conditions of the indentures relating to that délt would require the Company to repurchase theé atespecified premiums if redeemed
early. Indicated changes in interest rates arecbasdypothetical movements and are not necessadiyative of the actual results that may
occur. Future earnings and losses will be affebtedctual fluctuations in interest rates and faneigrrency rates.

Foreign Currency Exchange Rate Risk

The Company conducts a portion of its businessiireacies other than the U.S. dollar, the currenayhich the Company's
consolidated financial statements are reportedortingly, the Company's operating results coulcdeersely affected by foreign currency
exchange rate volatility relative to the U.S. dollBhe Company's European subsidiaries and cdrtin American subsidiaries use the local
currency as their functional currency, as the nigjaf their revenue and purchases are transant#tkir local currencies. Although the
Company continues to evaluate strategies to métigaks related to the effect of fluctuations imreacy exchange rates, the Company will
likely recognize gains or losses from internatianahsactions. Changes in foreign currency ratefdcadversely affect the Company'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 &arelan bolivares to the U.S. Dollar. This devatuateduced the Company's net mone
assets by $22 million, including unrestricted cast cash equivalents of $21 million, based on tiwédr balances as of February 13, 2013.
The devaluation of the Company's net monetary sissstilted in a charge of $22 million which waogtzed in Other, net in the
consolidated statement of operations in the fisstrter of 2013. The effects on revenue and operaticome are not expected to be materi
light of certain pricing adjustment mechanisms @y of the Company's contracts with Venezuelanotusts and since most of the
Company's costs in Venezuela are incurred in badsa
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ITEM 4. CONTROLS AND PROCEDURES

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedw@agslefined in Rules 13a-15(e) and 15d-15(e) uthdeBecurities Exchange Act of 1934,
as amended (the “Exchange Act”), as of Septembe2@IB . Based upon such review, the Chief Exeeufifficer and Chief Financial

Officer have concluded that the Company’s disclesuantrols and procedures are effective and aligrissto ensure that information
required to be disclosed by the Company in thentspbfiles or submits under the Exchange Actisarded, processed, summarized and
reported within the time periods specified in tlee@&ities and Exchange Commission rules and foRiszlosure controls and procedures
include, without limitation, controls and procedsigesigned to ensure that information requirecetdibclosed by an issuer in reports it files
or submits under the Exchange Act is accumulatédcammunicated to the Company’s management, imoduis principal executive officer
and principal financial officer, as appropriateatimw timely decisions regarding required discl@sur

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

ITEM 1. LEGAL PROCEEDINGS

For information regarding legal proceedings in vhhige are involved, see Note 8, “Commitments, Cagetirties and Other Items,”
to our consolidated financial statements includethis quarterly report on Form 10-Q.

ITEM 1A. RISK FACTORS

In addition to the other information set forth imstreport, you should carefully consider the fegtdiscussed in Part I, “Item 1A. “Risk
Factors” in Level 3's Form 1R-for the year ended December 31, 2012, which codtkrially affect Level 3's business, financiahdition or
future results. The risks described in Level 3'm#&0-K are not the only risks facing the Compahgditional risks and uncertainties not
currently known to Level 3 or that it currently degto be immaterial also may materially adverséflgcaLevel 3's business, financial
condition and/or operating results. There has penka material change from the risk factors inaudehe Company's Form 10-K for the
year ended December 31, 20
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ITEM 6. EXHIBITS

(@)
10.1

10.2

10.3

10.4

10.5

10.6

12

31.1
31.2
32.1

32.2

101

Exhibits incorporated by reference are in@idah parentheses.

Sixth Amendment Agreement to Amended andd®esdtCredit Agreement, dated as of August 12, 2ai®ng Level 3
Communications, Inc., Level 3 Financing, Inc., temders party thereto and Merrill Lynch Capital @anation (incorporated
by reference to Exhibit 10.1 to the Registrant'sré€nt Report on Form 8-K dated August 13, 2013).

Amended and Restated Loan Proceeds Notel datef August 12, 2013, issued by Level 3 Comnaiigos, LLC to Level 3
Financing, Inc. (incorporated by reference to Eithib.2 to the Registrant's Current Report on F8fKidated August 13,
2013).

Amended and Restated Loan Proceeds Notel datef August 12, 2013, issued by Level 3 Comnaiigos, LLC to Level 3
Financing, Inc. (incorporated by reference to EithiB.3 to the Registrant's Current Report on F8fkidated August 13,
2013).

Seventh Amendment Agreement to Amended asthiel Credit Agreement, dated as of August 163 2&hong Level 3
Communications, Inc., Level 3 Financing, Inc., temders party thereto and Merrill Lynch Capital @anation (incorporated
by reference to Exhibit 10.1 to the Registrant'srént Report on Form 8-K dated August 19, 2013).

Amended and Restated Loan Proceeds Nota datef August 16, 2013, issued by Level 3 Comnatiuos, LLC to Level 3
Financing, Inc. (incorporated by reference to Eithib.2 to the Registrant's Current Report on F8fkidated August 19,
2013).

Amended and Restated Loan Proceeds Nota datef August 16, 2013, issued by Level 3 Comnatitos, LLC to Level 3
Financing, Inc. (incorporated by reference to EiHib.3 to the Registrant's Current Report on F8fKdated August 19,
2013).

Statements re computation of ratios.

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 pursaedection 906 of the
Sarbanes-Oxley Act of 2002.

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

The following materials from the Quarterly Regon Form 10-Q of Level 3 Communications, Ing.tfee quarter ended
September 30, 2013, formatted in XBRL (eXtensiblsiBess Reporting Language); (i) Consolidated 8tates of Operations,
(ii) Consolidated Statements of Comprehensive Ire@noss), (i) Supplementary Stockholders' Equitiprmation, (iv)
Consolidated Balance Sheets, (v) Consolidated i&tatts of Cash Flows and (vi) Notes to Unauditedsbbdated Financial
Statements.
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SIGNATURES

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: November 5, 2013 /sl Eric J. Mortensen
Eric J. Mortensen
Senior Vice President, Controller and Priatifsiccounting Officer
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Exhibit 12

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Statement Regarding Computation of Ratio of Earning to Fixed Charges
(unaudited)

Nine Months Ended

September 30, Year Ended December 31,
(dollars in millions) 2013 2012 2012 2011 2010 2009 2008
Loss from Continuing Operations Before
Taxes $ 84) $ (331 $ 379 $ (78¢) $ (7112 $ (627 $ (312
Interest on Debt, Net of Capitalized Intere 501 55¢ 733 71€ 58€ 59t 57C
Amortization of Capitalized Interest — — — — — — 48
Portion of rents deemed representative of
interest factor (1/3) 76 76 101 77 69 68 68
(Losses) Earnings Available for Fixed
Charges $ 49 § 305 % 46C $ 7 % 57 % 40 $ 374
Interest on Debt 501 55¢ 73¢ 71€ 58€ 59t 57C
Preferred Dividends — — — — — — —
Interest Expense Portion of Rental Expen 76 76 101 77 69 68 68
Total Fixed Charges $ 577 $ 634 $ 834 $ 79 % 65t $ 665 $ 63¢

Ratio of Earnings to Fixed Charges — = — — — — —
Deficiency $ (84) $ (33]) $ (3749 $ (786) $ (712) $ (623 $ (269




Exhibit 31.1

CERTIFICATIONS*

I, Jeff K. Storey, certify that:

1.

2.

I have reviewed this Form 1D-of Level 3 Communications, In

Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statememtg other financial information included in théport, fairly present in all
material respects the financial condition, resafteperations and cash flows of the registrantfaaral for, the periods presentec
this report;

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

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

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

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

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

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

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

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

Date: November 5, 2013

/sl Jeff K. Storey

Jeff K. Storey
President and Chief Executive Officer

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



Exhibit 31.2

CERTIFICATIONS*

[, Sunit S. Patel, certify that:

1.

2.

I have reviewed this Form 1D-of Level 3 Communications, In

Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statememtg other financial information included in théport, fairly present in all
material respects the financial condition, resafteperations and cash flows of the registrantfaaral for, the periods presentec
this report;

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

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

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

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

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

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

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

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

Date: November 5, 2013

/s/ Sunit S. Patel

Sunit S. Patel
Chief Financial Officer

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



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

In connection with the Form 10-Q of Level 3 Comnuations, Inc. (the “Company”) for the three andenmonths ended September 30, 2013
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Jeff K. 1®tg President and Chief Executive
Officer of the Company, certify, pursuant to 18 ICS8 1350, as adopted pursuant to § 906 of theaBas-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 Jeff K. Storey

Jeff K. Storey

President and Chief Executive Officer
November 5, 2013




Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Form 10-Q of Level 3 Comnuations, Inc. (the “Company”) for the three andenmonths ended September 30, 2013
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Sunit SteRaChief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdmpted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

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

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

/s/ Sunit S. Patel
Sunit S. Patel

Chief Financial Officer
November 5, 2013




