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PART I—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

QWEST CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN MILLIONS)

(UNAUDITED)
Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Operating revenue $ 2,64¢ % 2,83 % 8,06 $ 8,712
Operating revenu—affiliates 17z 114 45E 30¢€
Total operating revenut 2,822 2,94¢ 8,51¢ 9,01¢

Operating expense



Cost of sales (exclusive of depreciation and arpatitn detailed below 63€ 541 1,83¢ 1,74¢

Cost of sale—affiliates 11z 101 328 30¢€
Selling, general and administrati 44% 54¢€ 1,40: 1,75z
Selling, general and administrat—affiliates 363 36¢ 1,02z 95¢
Depreciatior 61t 64C 1,844 2,022
Intangible assets amortizati 92 81 264 221
Asset impairment chargs 23C — 23C 82t
Restructuring, Merg«-related and other charges (cred — 17 23 (13
Total operating expens 2,49¢ 2,29¢ 6,94¢ 7,821
Operating incom: 32¢ 654 1,57C 1,197
Other expense (income
Interest expen—net 147 14z 42¢ 40z
Interest expen—net+—affiliates 40 33 114 124
Other expense (incon—net — (11) 2 (6)
Total other expen—net 187 164 53¢ 52C
Income before income taxes and cumulative effechahge in accounting
principle 141 49C 1,031 677
Income tax expens (55) (187) (399 (257)
Income before cumulative effect of change in actiogrprinciple 86 30¢ 63€ 42C
Cumulative effect of change in accounting principlet of taxes of $0, $0, $139
and $0, respectivel — — 21¢ —
Net income $ 86 $ 30 $ 857 $ 42C

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(DOLLARS IN MILLIONS)

September 30, December 31,
2003 2002
(unaudited)
ASSETS
Current asset:
Cash and cash equivalel $ 1,40¢ $ 232
Restricted cas 12 26
Accounts receivab—net 1,171 1,49¢
Accounts receivab—affiliates 91 12C
Deferred income taxe 80 13<
Prepaid and other ass: 24t 328
Prepaid income tax—QSC 57 25E

Total current asse 3,06¢ 2,58:



Property, plant and equipm—net 16,65 17,31

Intangible asse—net 1,15¢ 1,27t
Other asset 1,39¢ 1,35¢
Total asset $ 22,27 $ 22,52¢

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current borrowing: $ 41 % 1,25¢
Current borrowing—affiliates 2,07¢ 1,88¢
Accounts payabl 56¢ 587
Accounts payab—affiliates 43¢ 331
Dividends payab—QSC 23¢ 774
Accrued expenses and other current liabili 987 952
Deferred revenue and customer depc 517 59t
Total current liabilities 4,86: 6,382
Long-term borrowings (net of unamortized debt distaf $159 million and $142 million,
respectivel—see Note 3 7,72¢ 6,01¢
Pos-retirement and other p-employment benefit obligatior 2,631 2,612
Deferred income taxe 2,43i 2,181
Deferred credits and oth 77C 837
Total liabilities 18,42¢ 18,02¢

Commitments and contingencies (Note
Stockholder's equity

Common stoc—one share without par, owned by Q 8,28¢ 8,40(
Note receivabl—affiliate (28¢€) (28¢€)
Accumulated defici (4,159 (3,61%)
Total stockholder's equi 3,84¢ 4,49
Total liabilities and stockholder's equ $ 22,27 % 22,52t

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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QWEST CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)

(UNAUDITED)

Nine Months Ended September 30,

2003 2002

OPERATING ACTIVITIES
Net income $ 857 $ 42C

Adjustments to net income:
Depreciation and amortization 2,10¢ 2,24:



Provision for bad debts 14z 30¢
Cumulative effect of change in accounting principieet (219) —
Asset impairment charges 23C 82t
Deferred income taxes 17C 1793
Income tax benefit distributed to QSC (112) (110
Other non-cash items 12 (8
Changes in operating assets and liabilities:
Accounts receivable 181 (21)
Accounts receivable—affiliates 29 (62)
Prepaids and other current assets 77 101
Prepaid income taxes—QSC 232 10¢
Accounts payable, accrued expenses and other tliakilities 16 (313
Accounts payable—affiliates 10z 292
Deferred revenue and customer deposits (160) (66)
Other long-term assets and liabilities 33 (90
Cash provided by operating activities 3,69¢ 3,45¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipment (1,199 (1,42%)
Other (32 7
Cash used for investing activities (1,237) (1,419
FINANCING ACTIVITIES
Net repayments of current borrowir — 1,012
Net proceeds from (repayments of) current borrog—affiliates 191 (5049)
Proceeds from long-term borrowings 1,72¢ 1,47¢
Repayments of current portion of long-term borraygin (1,24 (20%)
Dividends paid to QSC (1,930 (1,712)
Debt issuance costs (36) (36)
Cash used for financing activities (1,297 (1,999
CASH AND CASH EQUIVALENTS
Increase in cash 1,17¢ 45
Beginning balance 232 15C
Ending balance $ 1,40¢ $ 19t
| I

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2003

(UNAUDITED)

Unless the context requires otherwise, referencakis report to "Qwest," "we," "us," the "Compararid "our" refer to Qwest
Corporation and its consolidated subsidiaries, aafkérences to "QCII" refer to our ultimate paremrngpany, Qwest Communications
International Inc., and its consolidated subsidesi



Note 1: Basis of Presentatiol

The condensed consolidated interim findrst@ements are unaudited. We prepared these gsedeonsolidated financial statements in
accordance with the instructions for Form 10-Qcampliance with those instructions, certain infotima and footnote disclosures normally
included in consolidated financial statements preghén accordance with generally accepted accogmmtiimciples in the United States of
America ("GAAP") have been condensed or omitted.

We have revised this presentation to conftr our current year consolidated financial statets. These statements include all the
adjustments necessary to fairly present our coratkosnsolidated results of operations, financiaitpm and cash flows as of September 30,
2003 and for all periods presented. These condesw®blidated financial statements should be neadijunction with the audited
consolidated financial statements, included inanurual report on Form 10-K for the year ended Ddmar31, 2002 (the "2002 Form 10-K").
The condensed consolidated results of operatiarthéothree and nine month periods ended Septe®h@003 and the condensed
consolidated statement of cash flows for the niatm period ended September 30, 2003 are not regdgsadicative of the results or cash
flows expected for the full year.

We intend to transfer ownership of Qwestaldiss LLC ("Qwest Wireless") to an affiliate irethear future. After this transfer, we will
no longer have significant wireless operationssTransfer will take place as soon as we havevedaill necessary regulatory approvals,
perhaps as early as the first quarter of 2004.

Related party transactior

We record intercompany charges at the atsdhilted to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distied cost as more fully described in Note Belated Party Transactions. Regulators periodi
review our compliance with regulations. Adjustmetatéintercompany charges that result from thesives/are recorded in the period they
become known. We purchase services such as magkatihadvertising, information technology, prodamtl technical services as well as
general support services from affiliates. We prewvid our affiliates telephony and data serviceseless as well as other services.

Recently adopted accounting pronouncements and latimueffect of adoptio

On January 1, 2003, we adopted Statemefinahcial Accounting Standards ("SFAS") No. 148¢counting for Asset Retirement
Obligations" ("SFAS No. 143"). This statement addes financial accounting and reporting for obiayet associated with the retirement of
tangible long-lived assets and the associated estieiment costs, generally referred to as assieément obligations. SFAS No. 143 requires
entities to record the fair value of a legal lighifor an asset retirement obligation required¢osettled under law or written or oral contract.
If a reasonable estimate of fair value can be mtdefair value of the liability will be recognizéal the period it is incurred, or if not, in the
period a reasonable estimate of fair value can &@emThis cost is initially capitalized and then
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amortized over the estimated remaining usefuldffthe asset. We have determined that we have &sgalt retirement obligations associated
with the removal of a limited group of long-livedsts and recorded a cumulative effect of a changecounting principle charge upon
adoption of SFAS No. 143 of $7 million (liabilityf 12 million net of an asset of $5 million) asJainuary 1, 2003.

Prior to the adoption of SFAS No. 143, veednincluded in our group depreciation rates eséthaet removal costs (removal costs less
salvage). These costs have historically been tefiieio the calculation of depreciation expensetaadefore recognized in accumulated
depreciation. When the assets were actually retinelremoval costs were expended, the net remostd evere recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for these fixed assets where thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsl@ation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million pretax upon adoption df/&S No. 143 on January 1, 2003. The net income @tnfoa the nine months ended
September 30, 2003 related to the adoption of SRASL43 is $219 million ($365 million less the $1lion charge disclosed above, net of
income taxes of $139 million).

On a going forward basis, the net costeofoval related to these assets will be chargeditaonsolidated statement of operations ir
period in which the costs are incurred. As a resiodt adoption of SFAS No. 143 is expected to desm®ur depreciation expense on an at
basis by approximately $33 million and increaserafieg expenses related to the accretion of threvédue of our legal asset retirement
obligations by approximately $1 million annuallygiening January 1, 2003. Based on historical claege activity through the nine months
ended September 30, 2003, we believe that recureimgval costs will be approximately $35 million&45 million annually which will be
charged to our consolidated statement of operatieriscurred.

In December 2002, the Financial Accountitgndards Board ("FASB") issued SFAS No. 148, "Arting for Stock-Based
Compensatic—Transition and Disclosu—an amendment of FASB Statement No. 123," ("SFASI¥8"), which is effective for financii



statements related to periods ending after Deceff)e2002. SFAS No. 148 requires the following exged disclosure regarding stobksec
compensation.

Our employees participate in the QCII stowentive plans which is described more fullyhie QCII annual report on Form 10-K for the
year ended December 31, 2002 (the "QCIlI 2002 Fd-K"). QCII's stock incentive plans, in which our ployees participate, are accounted
for using the intrinsic-value recognition and meaaswent principles of Accounting Principles Boarditdgn No. 25, "Accounting for Stock
Issued to Employees.” Under the intrinsic-valuehndi no compensation expense is recognized foormptranted to employees when the
strike price of those options equals or exceedsdhee of the underlying security on the measurdrdate. In certain instances, the strike
price has been established prior to the measuredadstin which event any excess of the stock pitthe measurement date over the
exercise price is recorded as deferred compensatidramortized over the service period during whiehstock option award vests using the
accelerated method described in FASB Interpretdtion28, "Accounting for Stock Appreciation Riglatisd Other Variable Stock Option or
Award Plans." QCII allocates to us, through a dbotion, our share of the deferred compensatioreesge described herein based on options
granted.

Had compensation cost for our employeeatigization in the QCII stock-based compensatiamplbeen determined under the fair-
value-method in accordance with the provisionsfeAS No. 123, "Accounting for Stock-Based Compermsgtiour net income would have
been changed to the pro forma amounts indicatenhbel

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

(Dollars in millions)

Net income:

As reportec $ 86 $ 30 $ 857 $ 42
Add: Stock-option-based employee compensation esgartiuded in

reported net income, net of related tax effi — — — —
Deduct: Total stock-option-based employee companrsakpense

determined under fair-value-based method for aliraw, net of related tax

effects (20 12 (38) (32)

Pro forma $ 76 $ 291 $ 81¢ $ 38¢

The pro forma amounts reflected above nwyoe representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thless is not known and the assumptions usedt¢éordime the fair value can vary
significantly.

Note 2: Asset Impairment Charges
2003 Impairment Charge

In August 2003, we entered into a servagreement with a subsidiary of Sprint Corporatit3p¢int") that allows us to resell Sprint
wireless services, including access to Sprint'®natde personal communications service ("PCS"gless network, to consumer and
business customers, primarily within our local sggearea. We plan to begin offering these Sprintises under our brand name in early
2004. Our wireless customers who are currentlydosarviced through our proprietary wireless netwailkbe transitioned onto Sprint's
network. Due to the anticipated decrease in usagarmown wireless network following the transitiohour customers onto Sprint's network,
in the third quarter of 2003 we performed an eviédueof the recoverability of the carrying valueafr long-lived wireless network assets.

In accordance with SFAS No. 144, "Accougtiar the Impairment or Disposal of Long-Lived Assg"SFAS No. 144"), we compared
gross undiscounted cash flow projections to theyoag value of the long-lived wireless network assand determined that certain asset
groups were not expected to be recovered throughefprojected cash flows. For those asset grcwgisntere not recoverable, we then
estimated the fair value using recent selling @riice comparable assets. Our cell sites, switaledsted tools and equipment inventory and
certain information technology systems that supfimtwireless network were determined to be impaine $230 million. Estimating the fair
value of the asset groups involved significant juégt and a variety of assumptions.
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In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new sk founting purposes. As such,
approximately $25 million in accumulated depreciativas eliminated in connection with the accounfarghe impairments. The impact of
the impairments will reduce our annual depreciatiod amortization expense by approximately $4Gonilleffective October 1, 2003.

2002 Impairment Charge

Effective June 30, 2002, pursuant to SFAS M4, a general deterioration of the telecommatitos market, downward revisions to our
expected future results of operations and othéofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144, we performed aiuation of the recoverability of the carrying valof our long-lived assets using gross
undiscounted cash flow projections. For impairmeardlysis purposes, we grouped our property, plaghteguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted castpfiojections, we determined that our
traditional telephone network was not impaired. ldwar, we determined that our wireless network, wipimvided PCS in select markets in
our local service area, was impaired at June 302.2Bor the wireless network, we then estimatedahiesalue based on replacement cost.
Based on our analysis, the estimated fair valub@fvireless assets was less than our carrying mimand we recorded an impairment ch
of $825 million as of June 30, 2002. Replacemest a@s determined by using current cost adjustegtgsical deterioration, functional
obsolescence and economic obsolescence.

In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new lmsiefounting purposes. As such,
approximately $410 million in accumulated depreoiatvas eliminated in connection with the accoupfior the impairments as of June 30,
2002. The impact of the impairments has reducecstimated annual depreciation and amortizatioresg by approximately $135 million,
effective July 1, 2002.

Note 3: Borrowings

Our borrowings, net of discounts and prensuconsisted of the following for the dates intkda

September 30, December 31,
2003 2002

(Dollars in millions)

Current borrowings

Current borrowing—affiliates $ 2,07¢ $ 1,88¢
Current portion of lon-term borrowings 17 1,17¢
Current portion of capital lease obligations arttko 24 76

Total current borrowings $ 2,12( $ 3,14:

Long-term borrowings

Long-term notes $ 7,711 $ 5,99t
Long-term capital lease obligations and ot 13 21
Total long-term borrowings $ 7,72¢ $ 6,01¢€

Current borrowings—affiliates representrstterm borrowings on unsecured lines of credié (tAffiliates Lines of Credit") by our
wholly owned subsidiary, Qwest Wireless, from &fiés that are wholly owned by QCII. The Affiliatemes of Credit mature in January
2005 and have an interest rate of 7.50% per anigrexpect that the maturities of these lines oflitrill be extended by our affiliates as
necessary. Qwest Corporation does not guarantdethewings of Qwest Wireless.

On June 9, 2003, we completed a senior keamin two tranches for a total of $1.75 billiprincipal amount of indebtedness. The term
loan consists of a $1.25 billion floating rate tha, due in 2007, and a $500 million fixed ratadree, due in 2010. The term loan is
unsecured and ranks equally with all of our curredébtedness. The floating rate tranche cannprdyeaid for two years and thereafter is
subject to prepayment premiums through 2006. Taerano mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associated witbtber long-term debt. The net proceeds were usegfinance our debt due in 2003 and
fund or refinance our investment in telecommunaaiassets.

The floating rate tranche bears interetioaidon Interbank Offered Rates plus 4.75% (withinimum interest rate of 6.50%) and |



fixed rate tranche bears interest at 6.95% permniie interest rate on the floating rate tranchs @.50% at September 30, 2003. The
lenders funded the entire principal amount of tanlsubject to the original issue discount forftbating rate tranche of 1.00% and for the
fixed rate tranche of 1.652%.

Note 4: Restructuring Charges

The restructuring reserves balances disclisslow are included in our condensed consolidadééghce sheet in the category of accrued
expenses and other current liabilities for the entrportion and deferred credits and other folding-term portion.

2003 Activities

During the nine months ended Septembe2@03, QCII identified employee reductions in vagdunctional areas. As a result, we
established a reserve and recorded a charge madensed consolidated statement of operationg®fifllion to cover the costs associated
with these actions as more fully described below.

An analysis of activity associated with gartion of the 2003 restructuring reserve foriiree months ended September 30, 2003 is as
follows:

September 30,
2003 2003 2003
Provision Utilization Balance
(Dollars in millions)
Severance and employ-related charge $ 19 % 13 % 6

The 2003 activities includes charges of 8ilion for severance benefits and other chargesyant to established severance policies
associated with a reduction in employees. We ifledtapproximately 650 employees from various fioral areas to be terminated as pai
this reduction. Through September 30, 2003, apprately 600 of the planned reductions had been ocstegbland $13 million of the
restructuring reserve had been used for severamgagnts and enhanced pension benefits.
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Other charges classified as restructupmnigyarily severance-related payments not associatidthe specific plans, were $4 million for
the nine months ended September 30, 2003.

2002 Activities

During 2002, in response to shortfallsimpéoyee reductions planned as part of the 200tuetsiring plan (as discussed below), and due
to continued declines in our revenue and genemi@uic conditions, QCII identified employee redans in various functional areas and
permanently abandoned a number of operating anéhédrative facilities. In connection with that tascturing, we recorded a restructuring
reserve and recorded a charge to our condensedlictaiied statement of operations to cover the castsciated with these actions.

An analysis of activity associated with @02 restructuring plan for the nine months erdleptember 30, 2003 is as follows:

January 1, September 30,
2003 2003 2003
Balance Utilization Balance

(Dollars in millions)

Severance and employ-related charge $ 37 $ 27 % 10

Contractual settlements, legal contingencies aaskléosse 23 4 19

Total $ 60 $ 31 % 29
I

During 2002, QCII identified approximatéy200 of our employees from various functional areabe terminated as part of this
reduction. As of September 30, 2003, approxima2e®p0 of the reductions had been accomplished. \eaot the remaining employee
reductions to be essentially completed by Decer8beR003. For the nine months ended September0®3, 27 million of the restructuring
reserve had been used for severance payments hadoea pension benefi



Also as part of the 2002 restructuring,peemanently abandoned 25 leased facilities anddedoa charge to restructuring and other
charges in our condensed consolidated statemamesations. The abandonment costs include reny@h@ats due over the remaining terms
of the leases, net of estimated sublease rentadlsstimated costs to terminate the leases. Fanitigemonths ended September 30, 2003, we
utilized $4 million of the established reservesraiily for payments of amounts due under the ledsesexpect the balance of the reserve to
be utilized over the remaining terms of the leasédsch are up to five years.

2001 Activities

During the fourth quarter of 2001, a plassvapproved by QCII to reduce employee levels,aaize and sublease facilities, abandon
certain capital projects and terminate certain afiey

leases as discussed in more detail below. An aisadfsctivity associated with our 2001 plan foe thine months ended September 30, 2003
is as follows:

January 1, September 30,
2003 2003 2003
Balance Utilization Balance

(Dollars in millions)

Severance and employ-related charge $ 1C % 1% 9
Contractual settlements, legal contingencies aaskléosse 11 7 4
Total $ 21 % 8 $ 13
I I

In 2001, QCII identified approximately 4B6f our employees from various functional arealséderminated as part of an employee
reduction and we accrued a restructuring resemvedweerance benefits for those employees. At SdeB0, 2003, approximately 3,700
employees had been terminated. For the nine menithsd September 30, 2003, $1 million of the 208frueturing reserve had been used for
severance payments, enhanced pension benefitstademployee-related outlays. In 2002, in respémskis shortfall in planned employee
terminations, QCII reviewed our manpower compleniemither functional areas and identified employtedse terminated as part of another
staffing reduction. These planned reductions aseusised above in connection with our 2002 restrimcf@ctivities.

Due to our staffing reduction and consdlmtaof our operations, we accrued a restructurasgrve associated with the termination of
nine operating lease agreements across the co&atryhe nine months ended September 30, 2003tilid $7 million of the established
reserve for payments associated with contract tetiain costs related to exiting these buildings.

Subsequent event

During the fourth quarter of 2003, as mdran ongoing effort of evaluating costs of opemnasgi, QCII further reduced employee levels in
certain areas of our business. As a result, wetplaacord a charge to our condensed statememasfitions during the fourth quarter of 2C
primarily for estimated severance costs, rangingf635 million to $55 million.

Note 5: Contributions to QCII Segments

Our operations are integrated into andpare of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for QCII makes resource allocation decigand assessments of financial performance fordhsolidated group based on
wireline, wireless and other segmentation. For nigfieemation about QCII's reporting segments, $&eQCIl 2002 Form 10-K. Our business
contributes to the segments reported by QCII, lhetQCIll CODM reviews our financial information orityconnection with this filing.
Consequently, we do not provide discrete finanaf@rmation for Qwest Corporation to a CODM on gutfar basis. However, for reporting
purposes only, we have separated our operatingtagifor all periods presented into segmentsiinaamner consistent with consolidated
segment results regularly reviewed by QCII's COOMis segment presentation excludes affiliate reeeand expenses that are eliminated in
consolidation by QCII.
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Revenue and expenses are based on thedfypesducts and services described below. Netwdrlstructure is designed to be scale



and flexible to handle multiple products and segsicAs a result, QCIl does not allocate networkaistfucture costs to individual products.
Direct administrative costs include sales, custosogport, collections and marketing. Indirect adstrative costs such as finance,
information technology, real estate, legal, margtervices and human resources are included iotliee services operating expenses. QCII
manages indirect administrative services costgagntconsequently, these costs are not allocttedreline or wireless services. Similarly,
depreciation, amortization, interest expense, @steincome and other income (expense) are notadddo either wireline or wireless servii
operating expenses.

Wireline services include revenue from pinavision of voice services and data and Interastises. Voice services consist of local v¢
services (such as basic local exchange servicéshaug services, custom calling features, enhangacke services, operator services, public
telephone services, collocation services and revémm the sales of customer premises equipmemRE"D; IntraLATA long-distance voice
services (long-distance services within our loeaVie area); and access services (which are ghymanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs") uiee of our local network to connect their
customers to their long-distance networks. An 6@ itelecommunications company that provides Idstgace services to end-users by
handling calls that are made from a phone exchangee local access transport area ("LATA") to &change in another LATA or between
exchanges within a LATA. Data and Internet servioetude data services (such as traditional priliatss, wholesale private lines, integrated
services digital network, frame relay, asynchronmassfer mode and related CPE) and Internet sss\{guch as digital subscriber line,
Internet dial access, professional services armde@ICPE). Depending on the product or servicehased, a customer may pay an up-front
fee, a monthly fee, a usage charge or a combinafitimeese fees and charges.

Our wireless services are provided throoghwholly owned subsidiary, Qwest Wireless, whiciids 10 Megahertz licenses to provide
PCS in most markets in our local service area. ¥iér wireless services to residential and busimessomers providing them the ability to
use the same telephone number for their wirelesaghs for their home or business phone. In Aug@B88, we entered into a services
agreement with a subsidiary of Sprint that allowsairesell Sprint wireless services, includingesscto Sprint's nationwide PCS wireless
network, to consumer and business customers, glymathin our local service area. In the third gtega of 2003 we reviewed the carrying
value of our wireless assets and determined tlegtwere impaired. Accordingly, we recorded a chafg®230 million to our consolidated
statements of operations.

We intend to transfer ownership of Qwestaldiss to an affiliate in the near future. Aftastttansfer, we will no longer have significant
wireless operations. This transfer will take plasesoon as we have received all necessary regukgiprovals, perhaps as early as the first
quarter of 2004.

Other services revenue is predominateliwddrfrom subleases of some of our unused reatecatsets, such as space in our office
buildings, warehouses and other properties. Owgratérvices expenses include unallocated corpergtenses for functions such as finance,
information technology, real estate, legal, margtervices and human resources.
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The revenue and expenses shown below aireeddrom transactions with external customers.

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

(Dollars in millions)

Operating revenus

Wireline services $ 249 $ 265 $ 759 $ 8,151
Wireless services 152 17¢ 457 55C
Other services 5 3 12 11

Total contribution to QCII segment revenue $264 $ 283 $ 806¢ $ 8,71Z

Operating expense

Wireline services $ 737 % 72C % 2191 $ 2,33¢
Wireless services 88 12¢ 272 43¢
Other Services 25€ 23¢ 77¢ 72¢€

Total contribution to QCII segment expenses $1,081 $ 1087 $ 324z $ 3,502

Contribution to QCIl segment income (los
Wireline services $ 1,758 % 1932 $ 540¢ $ 5,81¢



Wireless services 64 51 18¢& 111
Other services (257) (23€) (767) (717)

Total contribution to QCII segment income $ 1568 $ 1747 $ 4822 $ 521

Capital expenditure:

Wireline $ 357 % 27¢ % 98t % 1,097
Wireless 2 6 13 48
Other 87 61 20¢ 30C
Total contribution to QCII capital expenditures $ 44€ $ 348 $ 1,206 $ 1,44
Non-cash investing activities Q) — ) (20
Total contribution to QCII cash capital expenditire $ 44t $ 34t $ 1,19¢ % 1,42¢
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The following table reconciles the segniefdrmation to net income for the three and ninenthe ended September 30, 2003 and 2002:

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

(Dollars in millions)

Total contribution to QCII segment incor $ 1,56¢ $ 1,741 $ 482: $ 5,21C
Add:
Affiliate revenue 178 114 45t 30¢€
Cumulative effect of change in accounting principlet of taxes — — 21¢ —
Deduct:
Affiliate expenses 47€ 46¢ 1,34¢ 1,26¢
Depreciation 61t 64C 1,844 2,022
Intangible assets amortization 92 81 264 221
Asset impairment charges 23C — 23C 82t
Restructuring, Merger-related and other chargesd{ts) — 17 23 (13
Total other expense—net 187 164 53¢ 52C
Income tax expense 55 187 39z 257
Net income $ 86 $ 30 $ 857 $ 42C

Note 6: Related Party Transactions

We purchase services from our affiliateshsas marketing and advertising, information tetbgy, product and technical services as
well as general support services. We provide toaffiitates telephony and data services, wirelegb@ther services.

Our affiliates provide services and alsotcact services from third parties on our behalfthe latter case, the third parties bill our
affiliates who in turn charge us for our respecthare of these third party expenses. Our affgiatearge us for services rendered by their
employees applying a fully distributed costs ("FP@iethodology. FDC rates are determined using atisalary rates including factors for
taxes, employee benefits, including stock-basedpemsation, facilities and overhead costs. Thesaysedtes are charged to us based on
actual hours worked or charges are allocated tmaesd on estimates.

We charge our affiliates based on tariffates for telephony and data services. We bill @iting third party rates for wireless services
and for other services we bill either FDC or mariedés.

We describe in further detail below thevgass provided by our affiliate



Marketing, Sales and Advertising

Marketing, sales and advertising, whichpsuppreparation for joint marketing our servides]ude the development of marketing and
advertising plans, sales unit forecasts, marketamred, sales training and compensation plans.
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Information Technology Services

Information technology services primaritgliude the labor cost of developing, testing anplémenting the system changes necessary tc
support order entry, provisioning and billing of\sees, as well as the cost of improving, maintagnand operating our shared internal
communications networks.

Product and Technical Services

Product and technical services relate tedasting demand volumes and developing plans droetwork utilization and optimization,
developing and implementing plans for overall preddievelopment, provisioning and customer care.

General Support Services
General support services include legaljlagry, general finance and accounting, tax, huneanurces and executive support.
Other
This category includes the costs of misealbus services, such as rental of office spaceymment and communications services.
Note 7: Commitments and Contingencies
Legal Proceedings Involving Qwest
Securities action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahi Robin R. Szeliga on behalf of purchasers ofl®6tock between June 28, 2000 and
June 27, 2002 and owners of U S WEST Inc. ("U S WEStock on June 28, 2000. The complaint allegespng other things, that QCIlI and
the individual defendants issued false and mistepdiatements and engaged in improper accountawipes in order to accomplish the U S
WEST Merger, to make QCII appear successful andff@te the value of QCII's stock. The complairgerss claims under Sections 11, 12
and 17 of the Securities Act of 1933, as amendhd,"(933 Act"). The complaint seeks unspecifiedhatary damages, disgorgement of
illegal gains and other relief. On July 31, 200® tefendants removed this state court actionderée district court in Colorado and
subsequently moved to consolidate this action thithconsolidated securities action identified beldhe plaintiffs have moved to remand
lawsuit back to state court. Defendants have opptis motion, which is pending before the court.

Regulatory matters

On February 14, 2002, the Minnesota Depantrof Commerce filed a formal complaint againswvith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectamnreements with the Minnesota
Commission relating to certain of our wholesaleteoers, and thereby allegedly discriminated agaitistr competitive local
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exchange carriers ("CLECs"). On October 21, 2002 Minnesota Commission adopted in full a propbyadn administrative law judge that
we committed 26 individual violations of federaMay failing to file, as required under Section 282he Telecommunications Act of 1996,
26 distinct provisions found in 12 separate agregseith individual CLECs for regulated servicesMmnesota. The order also found that
we agreed to provide and did provide to McLeodUSéotporated ("McLeod"), and Eschelon Telecom, (tEschelon"), discounts on
regulated wholesale services of up to 10% that wetenade available to other CLECs, thereby unl#iy/fliscriminating against them. The
order found we also violated state law, that theemheéaused by our conduct extended to both custoamet€ompetitors, and that the damages
to CLECs would amount to several million dollars kéinnesota alone



On February 28, 2003, the Minnesota Comignisissued its initial, written decision imposirigds and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llinh and ordered us to:

. grant a 10% discount off all intrastate Minnesotelgsale services to all carriers other than Eschehd McLeod; this
discount would be applicable to purchases madédéxsetcarriers during the period beginning on Nowsmb, 2000 and
ending on May 15, 2002;

. grant all carriers other than Eschelon and McLeaodthly credits of $13 to $16 per unbundled netweldment platform line
(subject to certain offsets) during the months of/&mber 2000 through February 2001;

. pay all carriers other than Eschelon and McLeodthigreredits of $2 per access line (subject toaiarbffsets) during the
months of July 2001 through February 2002; and

. allow CLECs to opt-in to agreements the Minnesaan@ission determined should have been publiclgfile

The Minnesota Commission issued its finalften decision setting forth the penalties ddssuiabove on May 21, 2003. On June 19,
2003, we appealed the Minnesota Commission's otdeéhe United States District Court for the Distiof Minnesota. The appeal is pending.

Arizona, Colorado, New Mexico, Washingttmwa and South Dakota have also initiated formatpedings regarding our alleged falil
to file required agreements in those states. Onziil 2003, we entered into a settlement with th# sf the Arizona Corporation
Commission to settle this and several other praogsdThe proposed settlement, which must be ajgprby the Arizona Commission,
requires that we provide approximately $21 millinrconsideration in the form of a voluntary conttiion to the Arizona State Treasury,
contributions to certain organizations and/or isfracture investments and refunds in the form Ibtbédits to CLECs. On December 1, 20
an administrative law judge issued a recommendeisida denying the proposed settlement. The judiger@commended final orders
requiring us to pay approximately $11 million impaéies and to issue credits to CLECs for a 24-im@etiod from October 2000 to
September 2002 equal to 10% of all wholesale itdtaservices performed by us. We plan to file ptioas to the recommended decisions
with the full Arizona Commission. New Mexico hasugd an order providing its interpretation of ttendard for filing these agreements,
identified certain of our contracts as coming witthat standard and opened a separate docket $teoffurther proceedings. Colorado has
also opened an investigation into these matterslude 26, 2003, we received from the Federal Congations
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Commission ("FCC") a letter of inquiry seeking infaation about these matters. We submitted ouminmiéisponse to this inquiry on July 31,

2003. The proceedings and investigations in Newibtg)Colorado and Washington and at the FCC caeddlt in the imposition of fines and
other penalties against us that could be matéoata and South Dakota have concluded their ingaimésulting in no imposition of penalties

or obligations to issue credits to CLECs in thdsges.

llluminet, Inc. ("llluminet™), a traffic agregator, and several of its customers have fitedptaints with regulatory agencies in Idaho,
Nebraska, lowa, North Dakota and New Mexico, atigghat they are entitled to refunds due to ouppried improper implementation
tariffs governing certain signaling services wevide in those states. The commissions in IdahoNetataska have ruled in favor of llluminet
and awarded it $1.5 million and $4.8 million, respeely. We sought reconsideration in both statdsch was denied, and subsequently
perfected appeals in both states. The proceedinteiother states and in states where lllumingtioa yet filed complaints could result in
agency decisions requiring additional refunds.

We have other regulatory actions pendinigdal regulatory jurisdictions, which call for pe decreases, refunds or both. These actions
are generally routine and incidental to our busnes

Other matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgfh{the practice of changing long-
distance carriers without the customer's cons&em@mming"” (the practice of charging a consumermfoods or services that the consumer has
not authorized or ordered) and other sales practierough December 2003, we resolved allegatiodscamplaints of slamming and
cramming with the Attorneys General for the statledrizona, Colorado, Idaho, Oregon, Utah and Wagtan. In each of those states, we
agreed to comply with certain terms governing @les practices and to pay each of the states bet$2@0,000 and $3.75 million. On
December 11, 2003, we received a request for irdtiom from the FCC related to changes in certastamers' preferred carriers for
interLATA or intraLATA long distance service. We snhecome subject to other investigations or compdan the future, and any such
complaints or investigations could result in furtlegal action and the imposition of fines, peraltor damage awards.

We are subject to a number of environmamigtters as a result of our prior operations asqfahe Bell System. We believe that
expenditures in connection with remedial actiondaurthe current environmental protection laws tateel matters will not be material to our
business or financial conditio



Legal Proceedings Involving QCII

QCll is involved in several investigatiosgcurities actions and other matters that, iflvesbagainst QCII, could have a material adv
effect on our business and financial condition.SEhmatters are more fully described below.

Investigations

On April 3, 2002, the Securities and Exa®@ommission ("SEC") issued an order of invesigathat made formal an informal
investigation of QCII initiated on March 8, 2002CQ s continuing in its efforts to cooperate fullyith the SEC in its investigation. The
investigation includes,
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without limitation, inquiry into several specifitglidentified QCII accounting practices and trarigats and related disclosures that are the
subject of the various adjustments and restateng@sizribed in the QCII 2002 Form 10-K. Some of ¢hascounting practices and
transactions and related disclosures also areuthject of various adjustments and restatementgitiesicin our 2002 Form 10-K. The
investigation also includes inquiry into disclosarel other issues related to transactions betw@&@hapd certain of its vendors and certain
investments in the securities of those vendorsitividuals associated with QCII.

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIlI believes the U.S. Attorney's Office is invgstiing various matters that include the subjecth®@investigation by the SEC. QClII is
continuing in its efforts to cooperate fully withet U.S. Attorney's Office in its investigation.

During 2002, the United States Congresd hebrings regarding QCII and matters that arelairto those being investigated by the SEC
and the U.S. Attorney's Office. QCII cooperatedyfwith Congress in connection with those hearings.

While QCII is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoreeffice in each of their respective
investigations, QCII cannot predict the outcom¢hoke investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Q@Hhnot predict the likelihood of whether
those discussions will result in a settlement #n&h, the terms of such settlement. However, essitints typically involve, among other thir
the SEC making claims under the federal secutliées in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were asgttlement to occur, QCII would expect such cidimaddress many of the accounting
practices and transactions and related discloshea¢sre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$EC may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coudeo that would require, among other things, thati@nd its officers and directors comply
with provisions of the federal securities laws@asvhich there have been allegations of prior viola.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€dtsings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily fro@Ii@ Merger with U S WEST. On November 21, 200 SEC staff informed QCII of |
intent to recommend that the SEC authorize anmetiminst QCII that would allege it should havduded in the earnings release a statel
of its earnings in accordance with GAAP. At theedat this filing, no action has been taken by tBe€SHowever, QCII expects that if its
current discussions with the staff of the SEC tasuh settlement, such settlement will includegéditions concerning the January 24, 2001
earnings release.

Also, as previously announced in July 2B92he General Services Administration ("GSA"), B8A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \wiéogmed that the Inspector General
of the GSA had referred to the GSA Suspension/Deéat Official the question of whether QCII (incladius and its other subsidiaries)
should be considered for debarment. QCII has bh&#enmed that the basis for the
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referral is last February's indictment against flmumer QCIlI employees in connection with a tramisscwith the Arizona School Facilities
Board in June 2001 and a civil complaint filed saene day by the SEC against the same former engd@red others relating to the Arizona
School Facilities Board transaction and a transactiith Genuity Inc. ("Genuity") in 2000. QCII imaperating fully with the GSA and
believes that it and we will remain suppliers & tiovernment, although QCII cannot predict the @ute of this referral.

Securities actions and derivative actic



Since July 27, 2001, 13 putative clasoactiomplaints have been filed in federal distrmint in Colorado against QCII alleging
violations of the federal securities laws. Onehafse cases has been dismissed. By court ordeerttaning actions have been consolidated
into a consolidated securities action, (the "codsdéd securities action”). Plaintiffs in the colidated securities action named as defendants
in the Fourth Consolidated Amended Class Action @lamt (the "Fourth Consolidated Complaint"), whighs filed on or about August 21,
2002, QCII, its former Chairman and Chief Executdéicer, Joseph P. Nacchio, its former Chief FitiahOfficers, Robin R. Szeliga and
Robert S. Woodruff, other of its former officersdacurrent directors and Arthur Andersen LLP. Therflo Consolidated Complaint is
purportedly brought on behalf of purchasers of Gublicly traded securities between May 24, 1888 February 14, 2002, and alleges,
among other things, that during the putative ctessod, QCII and certain of the individual defentlamade materially false statements
regarding the results of QCII's operations in uiola of section 10(b) of the Securities Exchangé &c934 ("Exchange Act"), that certain of
the individual defendants are liable as controspes under section 20(a) of the Exchange Act, laatdduring the putative class period,
certain of the individual defendants sold somehefrtshares of QCII's common stock in violatiorse€tion 20A of the Exchange Act. The
Fourth Consolidated Complaint also alleges thatl®@@hancial results during the putative classgeand statements regarding those results
were false and misleading due to the allegedv@rstatement of revenue, (ii) understatement afsc¢s) manipulation of employee benefits
in order to increase profitability and (iv) misstatent of certain assets and liabilities. The FoGdhsolidated Complaint further alleges that
QCIl and certain of the individual defendants viethSection 11 of the 1933 Act, and that certaithefindividual defendants are liable as
control persons under Section 15 of the 1933 Agbieparing and disseminating false registratiotestants and prospectuses for: (1) the
registration of 897,907,706 shares of QClI's comstoek to be issued to U S WEST shareholders diated 21, 1999, as amended
August 13, 1999 and September 17, 1999; (2) theamge of $3.25 billion of QCII's notes dated July 2001; and (3) the exchange of
$3.75 billion of QCII's notes dated October 30, R0bhe Fourth Consolidated Complaint seeks unspeoifompensatory damages and other
relief. However, lead counsel for the plaintiffsshadicated that plaintiffs will seek damages ie Hillions of dollars. On September 20, 2002,
both QCII and the individual defendants filed magdo dismiss the Fourth Consolidated Complainesehmotions are currently pending
before the court. On November 4, 2002, lead plénith the consolidated securities action filed ation for a temporary restraining order and
preliminary injunction seeking to enjoin QClI's salf Qwest Dex, Inc. or, in the alternative, togeldéhe proceeds of such sale in a
constructive trust for the benefit of the plairgififhe court denied both motions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @odfor the District of Colorado, naming as
defendants each of the then members of QCII's Bafalidrectors, (the "Board") and naming QCII asceninal defendant. The derivative
complaint is based
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upon the allegations made in the consolidated g&=uaction and alleges, among other things, tth@Board members intentionally or
negligently breached their fiduciary duties to QBYlfailing to oversee implementation of securitess that prohibit insider trading. The
derivative complaint also alleges that the Boardnimers breached their fiduciary duties to QCII bysiag or permitting it to commit alleged
securities violations, thus (i) causing it to beddor such violations, and (ii) subjecting it @varse publicity, increasing its cost of raising
capital and impairing earnings. The derivative ctaimp further alleges that certain directors sdidres between April 26, 2001 and May 15,
2001 using non-public information about QCII. Oratwout October 31, 2001, the court filed an oraeisolidating this derivative lawsuit
with the consolidated securities action. In DecenZ®1, the derivative lawsuit was stayed, pendimther order of the court, based on the
fact that the merits of the derivative lawsuit artertwined with the resolution of the consolidaseturities action. In March 2002, plaintiffs
filed a first amended derivative complaint. Thetfiamended derivative complaint adds allegatiolading to the disclosures of QCII's
consolidated financial results from April 2000 thgth February 2002. On or about November 5, 20@nfiffs filed a second amended
derivative complaint. The second amended compéalds as defendants to the lawsuit certain fornferen$, including Robin R. Szeliga,
Robert S. Woodruff and others. The second amendexplaint contains allegations in addition to theseforth in the prior complaints,
stating, among other things, that (i) certain afficand/or directors traded QCII's stock whilehi@ possession of inside information, and

(i) certain officers and/or directors caused thstatement of more than $1 billion in revenue hycealing improper accounting practices.
Plaintiffs seek, among other remedies, disgorgemealleged insider trading profits. The lawsuitnans stayed.

On March 6, 2002, an alleged derivativedaivwas filed in the District Court for the Citpé County of Denver, naming as defendants
each of the then members of the Board, certaindowfficers of QCII and Arthur Andersen LLP. QQGllnamed as a nominal defendant. The
derivative complaint is based upon the allegatioasle in the consolidated securities action angediehat the Board members intentionally
or recklessly breached their fiduciary duties tolliy causing or allowing it to issue financial dissures that were false or misleading.
Plaintiffs seek unspecified damages on QCII's Hedgdinst the defendants. On July 2, 2002, thie staurt derivative lawsuit was stayed
pending further order of the court. On or about éstdl, 2003, the plaintiffs filed an amended denrsacomplaint, which does not contain
claims against QCII's former officers and Arthurdensen LLP, but continues to assert claims ag#iesBoard defendants. In the amended
complaint, the plaintiffs allege, among other ttsinthat the individual defendants abdicated thefy tb implement and maintain an adequate
internal accounting control system and thus allggedlated (i) their fiduciary duties of loyaltynal good faith; (i) GAAP; and (iii) QClI's
Audit Committee's charter (which requires, amorgeothings, that QCII's Audit Committee serve asnaiependent and objective party to
monitor QCII's financial reporting and internal ¢tarh system). The amended complaint also statesatems against Mr. Nacchio for his
alleged breach of fiduciary duties. Plaintiffs see&ourt order requiring that Mr. Nacchio disgorg@®ClI all of his 2001 compensation,
including salary, bonus, long-term incentive pagaand stock options. In addition, the plaintiffqtend that Mr. Nacchio breached his
fiduciary duties to QCII by virtue of his salesitsf stock allegedly made using his knowledge ofemat non-public information. The
plaintiffs seek the imposition of a constructivestron any profits Mr. Nacchio obtained by virtdfdlese sales.

Since March 2002, seven putative clas®adiits were filed in federal district court inl@@do purportedly on behalf of all participa



and beneficiaries of the Qwest Savings and Invastikan
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and predecessor plans, (the "Plan"), from MarctB®9 until the present. By court order, five ofshgutative class actions have been
consolidated, and the claims made by the plaiimtithe sixth case were subsequently included irSéend Amended and Consolidated
Complaint described below and referred to as tbasolidated ERISA action”. QCII expects the sevgnitative class action to be
consolidated with the other cases since it assalistantially the same claims. The consolidatechdet: complaint filed on July 5, 2002
names as defendants, among others, QCII, sevenaéf@nd current directors, officers and employ#e&3ClII, Qwest Asset Management,
Plan's Investment Committee, and the Plan Admatise Committee of the pre-Merger QCII 401(k) SaerPlan. Plaintiffs filed a Second
Amended and Consolidated Complaint on May 21, 2888)ing as additional defendants a former emplayeeQCII's Plan Design
Committee. The consolidated ERISA action, whichrisught under the Employee Retirement Income SecAdt, ("ERISA"), alleges,

among other things, that the defendants breacHedifiry duties to the Plan members by allegedlessively concentrating the Plan's assets
invested in QCII's stock, requiring certain papanits in the Plan to hold the matching contribigiceceived from QCII in the Qwest Shares
Fund, failing to disclose to the participants tHheged accounting improprieties that are the suljéthe consolidated securities action, fail

to investigate the prudence of investing in QQit&ck, continuing to offer QCII's stock as an irtweant option under the Plan, failing to
investigate the effect of the Merger on Plan assetsthen failing to vote the Plan's shares agéirsteventing plan participants from
acquiring QCII's stock during certain periods amlagainst some of the individual defendants, aligiitg on their private knowledge of
QClII's financial condition to reap profits in stosétles. Plaintiffs seek equitable and declarateligft along with attorneys' fees and costs and
restitution. Plaintiffs moved for class certifiaation January 15, 2003, and QCII has opposed tbabm which is pending before the court.
Defendants filed motions to dismiss on August Z2 Those motions are also pending before thet.cour

On August 9, 2002, an alleged derivativeslait was filed in the Court of Chancery of thet8taf Delaware, naming as defendants each
of the then members of the Board and QCII currdniefdinancial Officer, Oren G. Shaffer, and nam@®gll as a nominal defendant. On or
about September 16, 2002, an amended complaintile@s$n the action, naming the same defendantggtxilir. Shaffer, who is no longer a
defendant in the action. A separate alleged devizdawsuit was filed in the Court of Chancery loé¢ tState of Delaware on or about
August 28, 2002. That lawsuit names as defenda@tg<former Chairman and Chief Executive Officgmseph P. Nacchio, QCII's former
Chief Financial Officer, Robert S. Woodruff, formBoard member, Marilyn Carlson Nelson, and eadh®then members of the Board and
names QCII as a nominal defendant. On October@R2,2hese two alleged derivative lawsuits weresotidated, and an Amended
Complaint (the "Second Amended Complaint") wasrlfited on or about January 23, 2003, and nameefendants the current members of
the Board, former Board member Hank Brown, QCtisrfer Chief Executive Officer, Joseph P. Nacchim @CII's former Chief Financial
Officer, Robert Woodruff, and names QCII as a nahdefendant. In the Second Amended Complaintpthi@tiffs allege, among other
things, that the individual defendants (i) breactiesr fiduciary duties by allegedly engaging iedal insider trading in QCII's stock;

(ii) failed to ensure compliance with federal atats disclosure, anti-fraud and insider tradingdavithin QCII, resulting in exposure to it;
(iii) appropriated corporate opportunities, wastedoorate assets and self-dealt in connection witkstments in initial public offering
securities through QCII's investment bankers; androproperly awarded severance payments of $1Bomito QCII's former Chief
Executive Officer, Mr. Nacchio. The plaintiffs seedcovery of

20

incentive compensation allegedly wrongfully paictcestain defendants, all severance payments madedsrs. Nacchio and Woodruff, and
all costs including legal and accounting fees.rRii#i$ have also requested, among other things thieaindividual defendants compensate
QCII for any insider trading profits. Plaintiff&kwise allege that QCII is entitled to contributiamd indemnification by each of the individual
defendants. Plaintiffs request that the court claaitenexercised stock options awarded to Megsaschio and Woodruff to which they were
not entitled, that the defendants return to QQIsalaries and other remuneration paid to themnt buiiing the time they breached their
fiduciary duties, and that the court order the ddéats to enforce policies, practices and procedomebehalf of QCII designed to detect and
prevent illegal conduct by its employees and regrgives. On March 17, 2003, defendants movedstoids the Second Amended
Complaint, or, in the alternative, to stay the@ttiThat motion is pending before the court.

On November 22, 2002, plaintiff Stephen @eg IRA Rollover filed a purported derivative lavitsin Denver District Court, naming as
defendants each of the then members of the Boarthic of QCII's former officers, Anschutz Compamnd QCII as a nominal defendant.
Plaintiff alleges, among other things, that thedlior defendants breached their fiduciary duti€e@@l and damaged QCII by deliberately in
bad faith or recklessly (i) implementing a shanteysof internal controls completely inadequateritsuge proper recognition of revenue;
(i) causing QCII to issue false and misleadindgesteents and financial results to the market regards earnings, revenues, business and
investments; (iii) exposing QCII to massive liatyilfor securities fraud; (iv) damaging QCII's regiiin; and (v) trading QCII's shares whil¢
possession of material, nguiblic information regarding its true financial atition. The complaint purports to state causesctiba for breacl
of fiduciary duty, gross negligence and unjust@mmient against some of QCII's former officers arehbh of contract and breach of the duty
of loyalty/insider trader trading against sevefaQ€lII's former officers and former and currentediiors. On or about January 7, 2003,
plaintiff's counsel filed a proposed amended complahich substitutes a new plaintiff, Thomas Ragts, and adds another former office
a defendant. In the amended complaint, plaintiéksgi) disgorgement of bonuses and other incetivepensation paid to certain
defendants; (ii) disgorgement of any profits thertain defendants made by virtue of their allegadihg on material, inside information; a



(iii) other damages. By order dated January 9, 26@8court permitted the substitution and Strdnegmme the plaintiff in this lawsuit under
the amended complaint.

On December 10, 2002, the California Statachers' Retirement System, ("CalSTRS"), filed against QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. CalSTRS allebasthe defendants engaged in fraudt
conduct that caused CalSTRS to lose in excess5ff #fillion invested in QClI's equity and debt séges. The complaint alleges, among
other things, that in press releases and otheigstisitements, defendants represented that QClbna®f the highest revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. CalSTRS adl¢igat defendants were engaged,
however, "in a scheme to falsely inflate QClI'seeues and decrease its expenses so that QCIl wppkhr more successful than it actually
was." The complaint purported to state causestafraagainst QCII for (i) violation of CaliforniadZporations Code Section 25400 et seq.
(securities laws) (seeking, among other damagedlitference between the price at which CalSTR8 &LlI's notes and stock and their true
value); (i) violation of California Corporationso@e Section 17200 et seq. (unfair competitioni); fiaud, deceit and concealment; and
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(iv) breach of fiduciary duty. Among other requebtelief, CalSTRS seeks compensatory, special andiype damages, restitution, pre-
judgment interest and costs. QCII and the individigdendants filed a demurrer, seeking dismissallaflaims. In response, the plaint
voluntarily dismissed the unfair competition cldimt maintained the balance of the complaint. Thetodenied the demurrer as to the
California securities law and fraud claims, butndiissed the breach of fiduciary duty claim again®iiQuith leave to amend. The court also
dismissed the claims against Robert S. WoodruffRolin R. Szeliga on jurisdictional grounds. Orabout July 25, 2003, plaintiff filed a
First Amended Complaint. The material allegaticermain largely the same, but plaintiff no longeegdls claims against Mr. Woodruff and
Ms. Szeliga following the court's dismissal of thaims against them, and reasserted its claim ag&@ll for breach of fiduciary duty as an
allegation of aiding and abetting breach of fidugiduty. QCII filed a second demurrer to that claand on November 7, 2003, the court
dismissed that claim without leave to amend.

On November 27, 2002, the State of NewedefSreasury Department, Division of InvestmenNdv Jersey") filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things, that QCII, certain of QClI'efier officers and certain current directors anchArtAndersen LLP caused QCIlI's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing falatements about QCII's business, reve
and profits. As a result, New Jersey contendsithaturred tens of millions of dollars in lossé&ew Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; (§gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and aflyecompensatory, consequential, incidental aumitive damages. On November 17, 2(
QCII filed a motion to dismiss. That motion is pamglbefore the court.

On January 10, 2003, the State UniversRieirement System of Illinois ("SURSI") filed anauit similar to the CalSTRS and New
Jersey lawsuits in the Circuit Court of Cook Coutilynois. SURSI filed suit against QCII, certawfi QCII's former officers and certain
current directors, and several other defendantfjding Arthur Andersen LLP and several investiigarks. On October 29, 2003, SURSI
filed a second amended complaint, dropping (i)aierindividual and corporate defendants and @ixlaim under the lllinois Consumer Fre
and Deceptive Business Practices Act. The secomthded complaint alleges that defendants engagiaudulent conduct that caused it to
lose in excess of $12.5 million invested in QCétenmon stock and debt and equity securities. Theptaint alleges, among other things, -
in press releases and other public statementsdiafies represented that QCIl was one of the highgshue producing telecommunications
companies in the world, with highly favorable résuind prospects. SURSI alleges that defendants eveyaged, however, in a scheme to
falsely inflate QCII's revenues and decrease iferges by, among other allegations, improper cdrdiated to transactions with the Arizc
School Facilities Board, Genuity, Calpoint LLC, KMEPNQwest and Koninklijke KPN, N.V. The complapurports to state causes of
action against QCII under: (i) the lllinois Seciast Act; (ii) common law fraud; (iii) common law glggent misrepresentation; and
(iv) Section 11 of the 1933 Act. SURSI seeks, amathgr relief, punitive and exemplary damages,s;@sjuitable relief including an
injunction to freeze or prevent disposition of thefendants' assets and disgorgement.

The consolidated securities action, thesobdated ERISA action and the CalSTRS, New JeaselySURSI actions described above
present material and significant risk to QCII. Soofi¢he
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allegations in these lawsuits include many of gm@e subjects that the SEC and U.S. Attorney's ©f#ie investigating. Moreover, the size,
scope and nature of QCIlI's recent restatements @iancial statements for fiscal 2001 and 20068cathe risks presented by these cases.
While QCII intends to defend against these mattaysrously, the ultimate outcomes of these casewvary uncertain, and QCII can give no
assurance as to the impacts on its financial iesulfinancial condition as a result of these mattEach of these cases is in a preliminary
phase. None of the plaintiffs or the defendantsdussinced evidence concerning possible recovedafmges, and QCII has not yet
conducted discovery on these and other relevame$s€QCII has disclosed that it is unable to esémeasonably a range of loss that it would
incur if the plaintiffs in one or more of these kuits were to prevail. QCII has engaged in disaussfor the purposes of resolving th



matters and continues to evaluate any possibleerahlpss. Any settlement of or judgment on onenore of these claims could be material,
and QCII cannot give any assurance that it woulcehihe resources available to pay such judgmenss, & the event of an adverse outcome
of one or more of these matters, QCII's abilityrteet its debt service obligations and its financ@idition could be materially and adversely
affected. As a wholly owned subsidiary of OCII, dusiness operations and financial condition wdnddimilarly affected.

Other matters

In January 2001, an amended purported ealetssn complaint was filed in Denver District Cobagainst QCII and certain current and
former officers and directors on behalf of stocklests of U S WEST. The complaint alleges that Q@H & duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2B@ntiffs further claim that the defendants @mp¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D&y2000. In September 2002, QCII filed a motiondummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On Jlly 2003, the court denied both summary
judgment motions

Several purported class actions relatinpéanstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT@&lass certification was denied in the Louisigreceeding and, subsequently,
summary judgment was granted in our favor. A newitiana class action complaint has recently bded.fClass certification was also
denied in the California proceeding, although giéfsxhave filed a motion for reconsideration. Ga®rtification was granted in the lllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintieriige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightristall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@gsllI's right to install fiber optic cable in anigiht-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on th&intiff's property. The Indiana action purpaxisbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinasegon, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively llliheis action purports to be on behalf of land@s adjacent to railroad
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rights-ofway over which QCII's network passes in lllinoiswh, Kentucky, Michigan, Minnesota, Nebraska, Qirid Wisconsin. Plaintiffs
the lllinois action have filed a motion to expahe tlass to a nationwide class. The complaints daglages on theories of trespass and u
enrichment, as well as punitive damages. Togetlitarssme of the other telecommunication carrieeddfints, in September 2002, QCII f

a proposed settlement of all these matters in thieetd States District Court for the Northern Distiof Illinois. On July 25, 2003, the court
granted preliminary approval of the settlement antiéred an order enjoining competing class acti@mms, except those in Louisiana. The
settlement and the court's injunction are oppogesbime, but not all, of the plaintiffs' counsel ad on appeal before the Seventh Circuit
Court of Appeals. At this time, QCII cannot detemmiwhether such settlement will be ultimately appbor the final cost of the settlement if
it is approved.

Note 8: Subsequent Events
Dividends

For the nine months ended September 38,200 have declared regular dividends amountirgt634 billion. In addition, in August
and November of 2003, we declared and paid dividémdhe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared @t pa dividends in those periods. We plan to decdd make additional dividend payments
in the future until all net income from wirelinetéies from prior periods has been declared andttethas dividends. We estimate that the
incremental amount (in addition to the $1.079 dilldeclared in 2003) of such dividends will be appmately $1.3 billion.

QCIl Purchase Agreement

On December 18, 2003, QCII entered intagreement to purchase certain telecommunicaticsetsaaom Allegiance Telecom, Inc.
("Allegiance") for a purchase price consisting 808 million in cash, a convertible promissory niot¢he amount of $90 million and the
assumption of certain liabilities. The agreememstilject to approval by the U.S. Bankruptcy Cound eertain other government regulatory
agencies. The Bankruptcy Court has designated gthe stalking horse bidder in the sale procetf®rinterested potential bidders will
have an opportunity to offer higher bids for theeds of Allegiance. If QCII is successful in thdding process, it expects to consummate the
transaction some time in 2004. In that event, jiassible that some portion of the Allegiance asegt be transferred to or purchased by us,
although we have not yet determined the amouriie@ptice we would pay for them.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Unless the context requires otherwise, referencekis report to "Qwest," "we," "us," the "Compargrid "our" refer to Qwest
Corporation and its consolidated subsidiaries, aaférences to "QCII" refer to our ultimate paremnpany, Qwest Communications
International Inc., and its consolidated subsidési

Certain statements set forth below underdaption constitute "forward-looking statememsthin the meaning of the Private Securities
Litigation Reform Act of 1995. See "Special Notegaeding Forward-Looking Statements" at the endnisf item 2 for additional factors
relating to such statements as well as for a d&onof certain risk factors applicable to our Inesis, financial condition and results of
operations.

Business Overview

We are wholly owned by Qwest Services Caafion, or QSC, which is wholly owned by QCII. Weopide local telecommunications
and related services, IntraLATA lordistance services and wireless, data and videdcssrwithin our local service area, which considtthe
14-state region of Arizona, Colorado, Idaho, loMinesota, Montana, Nebraska, New Mexico, North@akOregon, South Dakota, Utah,
Washington and Wyoming.

We intend to transfer ownership of Qwestaléiss LLC, to an affiliate in the near future. gfthis transfer, we will no longer have
significant wireless operations. This transfer wake place as soon as we have received all negesgalatory approvals, perhaps as early as
the first quarter of 2004. Qwest Wireless will thi@re be presented in discontinued operations tiféedate of transfer.

Results of Operations
Overview

We generate revenue from the provisionadte services, data and Internet services, wiralessces, other services and services to our
affiliates. Depending on the product or servicechased, a customer may pay an up-front fee, a riyoieth, a usage charge or a combination
of these. A further description of each revenuegatty is as follows:

. Voice servicesvoice services revenue includes local voice sesviegenue, IntraLATA long-distance voice servieagnue
and access services revenue. Local voice senawesue includes revenues from basic local exchaeggces, switching
services, custom calling features, enhanced vapaces, operator services, public telephone sesyicollocation services and
customer premises equipment, or CPE. Local voiogces revenue also includes revenue from the pimwiof, on a wholesa
basis, network transport, billing services and asde our local network. IntraLATA long-distanceaaservices revenue
includes revenues from IntraLATA long-distance &g within our local service area. Access serviegenue primarily
includes revenue from switched access services.

. Data and Internet serviceBata and Internet services revenue includes rewsinam data services (such as traditional private
lines, wholesale private lines, integrated servdiggal network, frame relay, asynchronous transfede and related CPE) ¢
Internet services (such as digital subscriber linrnet dial access, professional services aatedk CPE).

. Wireless service®©ur wireless services are provided through our lytawned subsidiary, Qwest Wireless, which holds 10
Megahertz licenses to provide personal communicatiervices, or PCS, in select markets in our Isealice area. We offer
wireless services to residential and business mests) providing them the ability to use the sanepteone number for their
wireless phone as for their home or business pHangugust 2003, we entered into a services
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agreement with a subsidiary of Sprint Corporattbat allows us to resell Sprint wireless servigeduding access to Sprint's
nationwide PCS wireless network, to consumer arsihless customers, primarily within our local seevicea. We plan to
begin offering these Sprint services under our thrzamme in early 2004. Our wireless customers waaarrently being
serviced through our proprietary wireless netwoilk be transitioned onto Sprint's network.

. Other servicesOther services revenue is predominately deriveohfsableases related to our unused real estates asiseh as
space in our office buildings, warehouses and gihaperties.

. Affiliate servicesAffiliate revenue is derived from telecommunicasaservices provided to our affiliated entities. Yémerally
provide the same products and services to ouiaéd entities as we do in the marketplace. Thesgces include both retail
and wholesale products and servic



Business Trend:

Our results continue to be impacted by mlmer of factors influencing the telecommunicatiordustry and our local service area. First,
the weak economy in our local service area hasraged to impact demand from both our consumer arsihless customers. The impacts
include reduced demand for services resultingds laf access lines, renegotiated commitments asdofocustomers. We believe demand
continue to be affected because the economy's eegav our local service area is expected to lagrtitional recovery. Second, technology
substitution and competition are expected to leambhtinued access line loss. We expect industdewbdbmpetitive factors to continue to
impact our results and we have developed new gtestdor offering complementary services such &allga television and wireless. Third,
our results continue to be impacted by regulatesponses to the competitive landscape for our keraices.

Revenue

In general, we expect to see a continuetedse in voiceelated revenue as a result of a decrease in aléwessand wireless subscribe
Access lines are expected to continue decreasintaply because of technology substitution, inchglivireless and cable substitution for
wireline telephony, and cable modem substitutiardial-up Internet access lines. In addition, oumpetitors have accelerated their use of
unbundled network element platform, or UNE-P, ttivée voice services. The use of UNE-P is havingrapact on our operations in 2003,
resulting in incremental retail access line lossed is causing downward pressure on our revenue.

We have also begun to experience and expeetased competitive pressure from telecommuinicgafproviders either emerging from
bankruptcy protection or reorganizing their capstalicture to more effectively compete againstissa result of these increased competitive
pressures, we have been and may continue to bedftearespond with less profitable product offesiamd pricing plans that allow us to
retain and attract customers. These pressures adulgtsely affect our operating results and finalnoérformance.

Starting in 2004, wireless offerings wiét bBxpanded through a new arrangement with Sprimis. drrangement will enable utilization of
Sprint's nationwide digital wireless network toesftustomers new voice and data capabilities.

We expect the pace of growth in affiliaé®enue to accelerate. We continued to transitieedenmunications traffic previously carried
by third parties. In addition, our affiliates hasegpanded their data communications needs. Durifg,20e expect affiliate revenue to rise «
to an increase in access fees charged to ourgdgliselling interexchange services in our region.
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Expenses

Our expenses continue to be impacted Htirghidemand due to increased competition and tipamsion of our product offerings.
Expenses associated with our new product offeriegd to be more variable in nature. While exisfingducts tend to rely upon our
embedded cost structure, the mix of products weep sell, combined with regulatory and markétipg stresses may pressure operating
margins.

We expect the pace of affiliate cost insesato slow and potentially stabilize as a reduthi® completion in 2003 of the bulk of
functional consolidation and employee transfers.

Presentation

The analysis is organized in a way thavigi®s the information required, while highlightitige information that we believe will be
instructive for understanding the relevant trendisg forward. In addition to the discussion of ttistorical information that reviews the
current reporting presentation of our condensedaiated financial statements, an overview ofdperational results is provided below. |
financial results in this section are prepareddcoadance with generally accepted accounting [piesiin the United States of America, or
GAAP.

Our operations are integrated into andagpart of the segments of the QCII consolidatedigrd he chief operating decision maker, or
CODM, for QCIl makes resource allocation decisiand assessments of financial performance for theatimlated group based on wireline,
wireless and other segmentation. For more informnatgbout QCII's reporting segments, see QCII's @meyort on Form 10-K for the year
ended December 31, 2002, the QCII 2002 Form 104.lDsiness contributes to the segments report&diy; but the QCII CODM
reviews our financial information only in connectiwith this filing. Consequently, we do not providiscrete financial information for Qwest
Corporation to a CODM on a regular basis. See éurtliscussion in Note 5—Contributions to QCII segtado our condensed consolidated
financial statements in Item 1 of this report.
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Results of Operations

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Operating revenue $ 2,822 % 294t $ (12¢) 4% $ 8,51¢ $ 9,01t $ (499  (6)%
Operating expense
Cost of sales (exclusive of depreciation

and amortization detailed belo 751 642 10€ 17 % 2,16z 2,05¢ 107 5 %
Selling, general and administrati 80¢€ 914 (109 (12% 2,42¢ 2,711 (285) (11)%
Depreciatior 61% 64C 25 @)% 1,84« 2,022 a7e) (9%
Intangible assets amortizati 92 81 11 14 % 264 221 43 19 %
Asset impairment chargs 23C — 23C nm 23C 82t (598 (729%
Restructuring, merger-related and other
charges (credits — 17 17) nm 23 (13) 36 nm
Operating incom: $ 32¢ $ 654 $ (32¢) BO)% $ 157C $ 1,197 $ 372 31 %
Other expense (income
Interest expen—net 187 17¢E 12 7% 537 52¢ 11 2%
Other (income) expen—net — (11) 11 nm 2 (6) 8 nm
Total other expen—net 187 164 23 14 % 53¢ 52C 19 4 %

Income before income taxes and
cumulative effect of change in

accounting principlt 141 49C (349) (71)% 1,031 677 354 52 %

Income tax expens (55) (187) 132 (71)% (393) (257) (13€) 53 %

Income before cumulative effect of

change in accounting princig 86 303 (217) (72)% 63€ 42( 21¢ 52 %

Cumulative effect of change in

accounting. principle, net of tax — — — — 21¢ — 21¢  nm

Net income $ 86 $ 30: $ 2179 (729)% $ 857 $ 42C $ 437 104 %
I I I N N

nm—not meaningful

Operating Revenues

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Voice service: $ 1966 $ 2,114 $ (148 (% $ 599C $ 6,51t $ (528 (8%
Data and Internet servic 52¢€ 53¢ 12 (2% 1,60t 1,63¢ By (2%
Wireless 152 17¢ (27) (15% 457 55C (93) (17)%
Other service 5 3 2 67T% 12 11 1 9 %
Affiliate services 17% 114 59 52 % 45E 30¢€ 14¢ 49 %

Total operating revenues $2,82: $ 2948 % (12¢) (4% $ 8,51¢ $ 9,01¢ $ (499 (6)%



For a description of the products and sewincluded in each revenue line item, see "Ogarvabove.
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Voice Services
Voice Services—Three months ended September 3Dag@mpared to the three months ended Septerpb2032

Voice services revenue decreased $148omjlbr 7%, for the three months ended Septembe2@IB as compared to the same period in
2002. The voice services revenue decrease wassh# of access line losses and pricing declineediby competitive pressures.

For the three months ended September 3IB 80 compared to the same period in 2002, lodgaéwevenue declined $129 million
associated with the loss of approximately 842,0ss lines, with pricing declines driven by contjpyet pressures. The access line losses
were driven by a weak demand in our local serviea,aechnology substitution to wireless and braadtservices and competition. We are
experiencing competition in both the business amsemer markets from both facility and non faciligsed providers such as cable
companies providing telephony services, competltical exchange carriers and other telecommuniesgwoviders reselling our services.
Partially offsetting these declines was growth KEJP revenue.

In addition to the revenue decreases abmie¢ services declined $19 million for the threenths ended September 30, 2003 as
compared to the same period in 2002 primarily dudeclines in intra-LATA long-distance and demaodsfervices such as collocation,
public telephone services and directory assistafioe declines were primarily driven by the sofet@immunications market, wireless
substitution of public telephones and deterioraéngnomic conditions.

Voice Services—Nine months ended September 30a20@8npared to the nine months ended Septemb20G2,

Voice services revenue decreased $525omijlor 8%, for the nine months ended Septembe2@IB as compared to the same period in
2002 primarily as a result of access line lossesing declines and a reduction in access servieesnue.

We experienced a decline in local voiceises revenue of $368 million for the nine monthded September 30, 2003 as compared to
the same period in 2002 associated with the losgoéss lines and pricing declines driven by coitipeipricing pressures. Partially
offsetting these declines is growth in UNE-P reveenu

We also experienced a revenue decline friilion in access services revenue for the ninatms ended September 30, 2003 as
compared to the same period in 2002. The accegisagrevenue declines were due primarily to theeseegulatory and industry effects
described above. In addition to the revenue deesealsove, voice services declined $85 million iertine months ended September 30,
as compared to the same period in 2002 primarigytduwleclines in intra-LATA long-distance and dech&or services such as collocation,
public telephone services and directory assistafioe declines were primarily driven by the sofet@immunications market, wireless
substitution of public telephones and deterioraéngnomic conditions.

Data and Internet Service

Data and Internet services revenue dectiigdmillion, or 2%, for the three months endedt8eyber 30, 2003 as compared to the same
periods in 2002, and declined $31 million, or 2&,the nine months ended September 30, 2003 asarethfp the same periods in 2002.
Data services revenue declines are mainly thetrebtie bankruptcy of large customers, primanily2D02, such as Touch America, Inc., N
and Genuity, Inc.
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Wireless

Wireless services revenue decreased $2iomibr 15%, for the three months ended Septer@®eR003 as compared to the same period
in 2002 and decreased $93 million, or 17%, forrtime months ended September 30, 2003 as compatie same period in 2002. The
decrease is due to our prior strategic decisiatetemphasize marketing of wireless services oaradstlone basis coupled with intense
industry competition, resulting in a customer deelof 172,000, or 16%.

Affiliate Service:

Affiliate services revenue consists of telmmunications services provided to affiliated gutises. Affiliate services revenue increa



$59 million, or 52%, and $149 million, or 49%, ftwe three and nine months ended September 30, B&}R:ctively, as compared to the
same periods in 2002. The increases were causadriigration of telecommunications services fromdiparty providers onto our networks.

Operating Expense

The following table provides further detafjarding our operating expenses for the perisdpacified:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Operating expense

Cost of sale: $ 751 $ 64z $ 10¢ 17 %$ 2,162 $ 2,058 $ 107 5 %

Selling, general and administrative

("SG&A") 80€ 914 (108) (12% 2,42¢ 2,711 (285 (11)%

Depreciatior 61t 64C (25) (4% 1,84¢ 2,022 17¢) (9%

Intangible assets amortizati 92 81 11 14 % 264 221 43 189 %

Asset impairment chargs 23C — 23C nm 23C 82t (595 (72%

Restructuring, Mergerelated and oth:

charges (credits — 17 A7) nm 23 (13 36 nm
Total operating expens $ 249 $ 229 $ 20C 9 %% 694¢ $ 7,821 3 (872 (11)%

L] | I | | L] I |

nm—not meaningful
Cost of Sales

The following table shows a breakdown dftaaf sales by major component for the three and months ended September 30, 2003
2002:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Employee and servi-related cost $ 44z  $ 39 % 44 11% $ 1,28¢ $ 1,231 $ 57 5 %
Network costs 91 76 15 20% 244 254 10y (4)%
Non-employee related cos 10t 67 38 57% 307 264 43 16 %
Affiliate costs 11z 101 12 12% 32¢ 30¢€ 17 6 %

Total cost of sale $ 751 $ 64z $ 10¢ 17% $ 2,16z $ 2,05 $ 107 5 %

Cost of sales includes salaries and wdpssefits, network costs, materials and suppliestraoted engineering services, computer
systems support and the cost of CPE sold.
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Cost of Sales—Three months ended September 30a2@@dnpared to the three months ended Septemp203D

Total cost of sales increased $109 millmm17%, for the three months ended September(BIB s compared to the same period in
2002. Cost of sales, as a percent of revenue, W4sf@r the three months ended September 30, 2068rapared to 22% for the three mor
ended September 30, 2002. Cost of sales increawedrity due to a decreased net pension credihdrigetiree healthcare costs and
regulatory fees



Employee and service-related costs, sudalasies and wages, benefits, commissions, overina third-party customer service
increased $44 million, or 11%, for the three morghded September 30, 2003 as compared to the saind p 2002. The increase is
primarily due to a decreased net pension creditégiter retiree healthcare costs.

Our network costs increased $15 million20%, for the three months ended September 30, 20@8mpared to the same period in 2
In July 2003, we amended our agreement with Midiasnthat we are responsible for providing broamtbservices to end users. Previously,
these services were provided to Microsoft on a eale basis. This change required that we becospemsible for all costs associated with
providing this service to end users. As a reshi#t,a@ssociated revenue and costs increased.

Non-employee related costs, such as réatee€ost of CPE sold, and regulatory fees ine@&388 million, or 57%, for the three months
ended September 30, 2003 as compared to the saine jpe2002. The increase is primarily attribuabd increases in regulatory fees.

Affiliate costs, such as services for cogbe administration, information technology, adiginyy, and technical support, increased
$12 million, or 12%, for the three months endedtSmper 30, 2003 as compared with the same perigd0a. The increases were due to
higher costs for technical support and sales.

Cost of Sales—Nine months ended September 30a280@8npared to the nine months ended Septemb206D,

Total cost of sales increased $107 millmm5% for the nine months ended September 30, 26@®mpared to the same period in 2002.
Cost of sales, as a percent of revenue, was 25%édarine months ended September 30, 2003 as cethfia3% for the same period in
2002. Cost of sales increased primarily due toetesad net pension credit and higher retiree heatreosts and regulatory fees.

Employee and service-related costs ince@5€ million, or 5%, for the nine months endedt8eyber 30, 2003 as compared to the same
period in 2002. The increase is primarily due tteareased net pension credit and higher retirdéhbase costs. Partially offsetting the
increases were lower staffing costs and other eygplaosts resulting from prior restructuring effiaties and lower professional fees due to
decreased use of third-party vendors.

Non-employee related costs increased $4B®mior 16%, for the nine months ended Septende2003 as compared to the same
period in 2002. The increase is attributable todases in regulatory fees.

Affiliate costs increased $17 million, d¥6for the nine months ended September 30, 20@8rapared with the same period in 2002.
The increases were due to higher costs for techsiggoort and sales.
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Selling, General and Administrative (SG&A) Expense

The following table shows a breakdown o8&y major component for the three and nine momthded September 30, 2003 and
2002:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Employee and servi-related cost $ 192 $ 22¢ $ B3) (16w $ 601 $ 69 $ (98) (14)%
Bad debi 46 77 (31) (40)% 142 30¢ (167) (59)%
Property and other tax 10C 10¢ (8) (7% 314 35C (36) (10)%
Non-employee related cos 10t 13z 27 (20% 34¢€ 39t 49 (A2%
Affiliate costs 363 36¢ (5) (1)% 1,02z 95¢ 65 7 %

Total SG&A $ 80€ $ 914 $ (108) (129% $ 2,42¢ $ 2,711 $ (285 (11)%

SG&A—Three months ended September 30, 2003 as mmdrtpahe three months ended September 30, 2002

SG&A expenses include taxes other thannretaxes, bad debt charges, salaries and waged#acity attributable to the provision of
products or services, benefits, sales commissiens for administrative space, advertising, praf@sa service fees and computer systems
support.



Total SG&A decreased $108 million, or 13%%,the three months ended September 30, 2003rapared to the same period in 2002.
SG&A, as a percent of revenue, was 28% for thesthtenths ended September 30, 2003 compared to @1ttef same period in 2002.
Decreases in employee costs, professional feegjdistdand marketing and advertising were the pyiroauses of the decline.

Employee and service-related costs, sudalasies and wages, benefits, sales commissigagjme and professional fees (such as
telemarketing, and customer service costs), deede®37 million, or 16%, for the three months en8egtember 30, 2003 as compared to the
same period in 2002. The decline is primarily duart increase in expenses that are eligible fotalegation, reduced professional fees du
decreased use of third-party vendors and lowerniate&commissions partially offset by decreases@rtet pension credit and higher retiree
healthcare costs.

Bad debt expense decreased $31 milliod0&s, for the three months ended September 30, 20@8mpared to the same period in 2!
This decrease was primarily related to improvedectibns practices and tighter credit policies.

Non-employee related costs, such as maikeind advertising, rent for administrative spaue software expenses, decreased
$27 million, or 20%, for the three months endedtSeber 30, 2003 as compared to the same perio@Oid. X he decrease was primarily
driven by a decrease in marketing and advertiskpgieses due to third quarter cost reduction efforts

SG&A—Nine months ended September 30, 2003 as cethfzathe nine months ended September 30, 2002

SG&A, as a percent of revenue, was 28%hHemine months ended September 30, 2003 compaRa@Ps for the same period in 2002.
Total SG&A decreased $285 million, or 11%, for tiiee months ended September 30, 2003 as compatied same period in 2002. The
decrease relates primarily to lower professionesféower bad debt, and lower marketing and adsiegticosts, offset by a decreased net
pension credit and higher retiree healthcare costs.

Employee and service-related costs decdeb8@ million, or 14%, for the nine months endegdt8mber 30, 2003 as compared to the
same period in 2002. The decrease was primarifyeelto lower professional fees paid to third-pagdyvice providers and other related costs
as we shifted

32

certain previously outsourced customer servicesabes functions to employees; partially offset bgréases in the net pension credit and
higher retiree healthcare costs.

Bad debt expense decreased $167 millios4®, for the nine months ended September 30, 28@®mpared to the same period in
2002. Bad debt also decreased as a percentagecofueto 2% for the nine months ended Septembe2(RXB from 3% for the same period
2002. Bad debt declined across the business &t of fewer customer bankruptcy filings, improweallections practices and tighter credit
policies.

Property and other taxes decreased $3®milbr 10%, for the nine months ended SeptembeP@03 as compared to the same peric
2002. Reduced property and other taxes are atititeito changes in estimates of property tax liedsl

Non-employee related costs decreased $#i®mior 12%, for the nine months ended Septen30e2003 as compared to the same
period in 2002. The decrease was driven primasilg ldlecrease in marketing and advertising sperdliegio third quarter cost reduction
efforts.

Affiliate expenses, such as services fopomte administration, information technology, edising and technical support, increased
$65 million, or 7%, for the nine months ended Seyiter 30, 2003 as compared to the same period i2. 20@ increases were due to higher
administrative costs, which includes costs resglfiom our accounting restatement.

Combined Pension and Post-Retirement Benefits

Our employees participate in the QCII penspost-retirement and other post-employment lieplains. Our results include post-
retirement benefit expenses allocated to us by Q@tl of pension credits, of $54 million in therthquarter of 2003, a pension credit, net of
post-retirement benefits expenses, of $5 milliothmthird quarter of 2002, post-retirement berefjienses, net of pension credits, of
$163 million in the nine months ended Septembe2803 and a pension credit, net of post-retirers&penses, of $17 million in the nine
months ended September 30, 2002. Absent these segpencredits, our net income in the applicabtegdevould have been higher or lower
by these amounts. The net pension expense or @edftinction of the amount of pension and postament benefits earned, interest on
projected benefit obligations, amortization of soshd credits from prior benefit changes and tipeeted return on the assets held in the
various plans. The net pension expense or creditdsated partially to cost of sales with the reriry balance included in SG&A.

The change to a net benefit expense ithtlee and nine months ended September 30, 2003&neeh pension credit in the three and



months ended September 30, 2002 is primarily duleéoeased returns on investments and increaseidahedsts for plan participants.
Depreciation

Depreciation expense decreased $25 miltioA%, for the three months ended September 3IB 20mpared to the same period in 2(
The decrease was the result of certain assets liegdafly depreciated in 2002 and the completiorceitain capitalized lease agreements in
the three months ended September 30, 2002. Theaterwas the result of the $825 million impairnveatrecorded as of June 30, 2002 and
the resulting decrease in the depreciable basisiofixed assets discussed below; certain assetairg fully depreciated in 2002; and the
completion of certain capitalized lease agreemientse nine month period ended September 30, 2002.

Depreciation expense decreased $178 milip@%, for the nine months ended September 303 28 compared to the same period in
2002.
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Intangible Assets Amortization

Amortization expense increased $11 milli@n14%, for the three months ended September@®IB 2ompared to the same period of
2002. The increase was attributed to increaseapitatized software costs. For the nine months @@&bptember 30, 2003, amortization
expense increased $43 million, or 19%, compare¢dgsame period of 2002. The increase was attddoténcreases in capitalized software
costs partially offset by an impairment of certafrour intangible assets recorded on June 30, 2002h reduced our annual amortization by
$10 million.

Asset Impairment Charges

In August 2003, we entered into a servagreement with a subsidiary of Sprint that allowgairesell Sprint wireless services, incluc
access to Sprint's nationwide PCS wireless networgonsumer and business customers, primarilyinvibr local service area. We plan to
begin offering these Sprint services under our thrzamme in early 2004. Our wireless customers whaarrently being serviced through our
proprietary wireless network will be transitionent@ Sprint's network. Due to the anticipated dexeaa usage of our own wireless network
following the transition of our customers onto 8ps network, in the third quarter of 2003 we parfed an evaluation of the recoverability
the carrying value of our long-lived wireless netkassets.

In accordance with Statement of Financiet@unting Standards, or SFAS, No. 144, "Accountorghe Impairment or Disposal of
Long-Lived Assets," or SFAS No. 144, we comparaabgmundiscounted cash flow projections to the aagryalue of the long-lived wireless
network assets and determined that certain assepgmwere not expected to be recovered throughefyiwjected cash flows. For those asset
groups that were not recoverable, we then estintaieéhir value using recent selling prices for gamable assets. Our cell sites, switches,
related tools and equipment inventory and certafiormation technology systems that support the legenetwork were determined to be
impaired by $230 million.

Effective June 30, 2002, pursuant to SAA&, 144, a general deterioration of the telecommations market, downward revisions to
expected future results of operations and othaofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144, we performed aiuation of the recoverability of the carrying valof our long-lived assets using gross
undiscounted cash flow projections. For impairneerdlysis purposes, we grouped our property, placheguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted oastpflojections, we determined that our
traditional telephone network was not impairedweite]30, 2002. However, we determined that the vaflweir wireless network, which
provides PCS in select markets in our local serarea, was impaired at June 30, 2002. For the egisahetwork, we then estimated the fair
value based on replacement costs. Based on ows@é)dhe estimated fair value of the wireless @ss@s less than our carrying amounts and
we recorded an impairment charge of $825 millioofatune 30, 2002. Replacement cost was deternbipeding current cost adjusted for
physical deterioration, functional obsolescence eswhomic obsolescence.

In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new tmaskefounting purposes. As such,
approximately $410 million in accumulated depraoratvas eliminated in connection with the accounfior the impairments. The impact of
the impairments reduced our annual depreciatioraamattization expense by approximately $135 millieffiective July 1, 2002.
Additionally, the 2003 impairment will reduce ourraual depreciation and amortization expense bycqupiately $40 million, effective
October 1, 2003.
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Restructuring, Merger-Related and Other Charges (Cedits)



A summary of restructuring, Merger-relatetl other charges (credits), which includes thensal of Merger-related reserves in 2002,
recorded to our condensed consolidated stateme&atseaations for the three and nine months end@teSeer 30, 2003 is as follows:

Three Months Nine Months
Ended Ended
September 30, September 30,
2003 2002 2003 2002

(Dollars in millions)

2003 restructurin $ — 3 — 3 189 $ —
2002 restructuring plan charg — 74 — 74
2001 restructuring plan revers: — (64) — (64)
Other restructuring cos — 7 4 7
Other Merge-related reversal — — — (30
Total restructuring and Merc-related charges (credit $ — 3 17 $ 23 $ (19

2003 Activities

During the nine months ended Septembe2@03, QCII identified planned employee reductionsarious functional areas. As a result,
we established a reserve and recorded a charde9ahilion to our condensed consolidated staternénperations to cover the costs
associated with these actions.

The charge of $19 million relates to semeeabenefits and other charges pursuant to edtellliseverance policies associated with a
reduction in employees. We identified approxima&$p employees from various functional areas ttebminated as part of this reduction.
Through September 30, 2003, we completed approgisn&00 of the planned reductions, and used $1Bomibf the restructuring reserve for
severance payments and enhanced pension benefits.

Other severance related charges not asedaiath the specific restructuring plans were $lion for nine months ended September 30,
2003.

As a result of these restructuring acegtiwe expect to realize reduced employee anddetaipenses of approximately $38 million per
annum.

2002 Activities

During 2002, in response to shortfallsnmpdoyee reductions planned as part of the 200tuasiring plan (as discussed below), and due
to the continued declines in our revenue and géeeomomic conditions, QCII identified planned retions in employees from various
functional areas and permanently abandoned a nuoflogerating and administrative facilities. Thesgivities included charges of
$49 million for the three and nine months ended@&aper 30, 2002, for severance benefits and emeloglated matters pursuant to
established severance policies triggered by a teduim employees, which we recorded directly tstmgcturing and other charges in our
condensed consolidated statement of operationd. i@&itified approximately 2,400 of our employeesf various functional areas to be
separated from Qwest as part of the staffing rédnicThe affected employees are entitled to rece@xerance benefits pursuant to establi
severance policies. As of September 30, 2002, wepkzied approximately 1,600 of the planned redusti@sulting in the utilization of
$17 million for cash payments and enhanced persoefits. At September 30, 2003, our restructuaictivities under this plan were
substantially complete. For the nine months endgate3nber 30, 2003, we used $27 million of the vestiring reserve for severance
payments and enhanced pension benefits.
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In conjunction with the staffing reductiomge permanently abandoned 25 real estate fasikitiel recorded a charge of $25 million for
the three and nine months ended September 30,r2G02d to the rental payments due under the leasésf estimated subleases rentals,
estimates of amounts to terminate the leasesheanihe months ended September 30, 2003, we dtifidemillion of the established reserves
primarily for payments of amounts due under thedsaWe expect that the remaining reserve willtheed over the remaining term of the
leases, which are up to five years.

In addition, other severance-related chargs associated with the specific restructurirnplwere $7 million for the three and nine
months ended September 30, 2003.

As a result of these restructuring actdgtiwe realized a cost savings of $42M for the nioaths ended September 30, 2(



2001 Activities

During the fourth quarter of 2001, in orteistreamline our business and consolidate opestn response to lower customer demand
resulting from a decline in economic conditions,|J@plemented plans to reduce the number of ouplegrees, consolidate and sublease
facilities, abandon certain capital projects anthieate certain operating leases. During the threknine months ended September 30, 2003
we utilized none and $8 million of the reservepegively.

As a result of the shortfall in actual térations we reversed $64 million of the severarum®Lals established in 2001, which we
recorded as a reduction in restructuring chargesiirthree and nine months ended September 30, 2688ensed consolidated statement of
operations.

Subsequent event

During the fourth quarter of 2003, as jmdiran ongoing effort of evaluating costs of opemnasi, QCII further reduced employee levels in
certain areas of our business. As a result, wetplaacord a charge to our condensed consolidébehnsent of operations during the fourth
quarter of 2003, primarily for estimated severaomsts ranging from $35 to $55 million.

Mergel-Related Charges

During the nine months ended Septembe2B02, we reversed $30 million of the Merger-relaaedrual. The reversal resulted from
favorable developments in the matters underlyingre@tual settlements and legal contingencies.

Total Other Expense—Net

Other expense—net includes interest expereteof capitalized interest and other income—wtath includes interest income.
Components of other expense—net for the three nsamt nine months ended September 30 are as follows

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 Change % 2003 2002 Change %

(Dollars in millions)

Interest expen—net $ 187 $ 17t $ 12 % $ 537 $ 52 $ 11 2%
Other expense (incon—net — (11 11 nm 2 (6) 8 nm
Total other expense—net $ 187 $ 164 $ 23 14% $ 53¢ $ 52C $ 19 4%

nm—not meaningful
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Interest expense—net.Interest expense—net, was $187 million and $hiffon for the three months ended September 8032and
2002 respectively. Interest expense—net, was $5B8idmand $526 million for the nine months endegp8&mber 30, 2003 and 2002
respectively. The increase in expense was thetrekaldecrease in the amount of interest thateap#talized for the nine months ended
September 30, 2003. This decrease in capitalizedest was due primarily to a decrease in netwaikibut for the nine months ended
September 30, 2003 as compared to the same perited 002.

Other expense (income)—netOther expense (income)—net was $0 for the thresths ended September 30, 2003 compared to ($11]
million for the same period ended September 30 200Rer expense (income)—net was $2 million forrilme months ended September 30,
2003 compared to $(6) million the same period erféigotember 30, 2002. These increases were printheilyesult of an increase in
abandoned projects in 2003.

Income Tax Expense

The effective income tax rate is the primrior income taxes as a percentage of pre-teonmec Our effective income tax rate has
remained relatively flat for all comparative perso



Liquidity and Capital Resources

We are a wholly owned subsidiary of QSCiaclvhis wholly owned by QCII. As such, factors rédgtto or affecting QCII's liquidity and
capital resources could have material impacts pinakiding changes in the market's perceptionsodind impacts on our credit ratings.

Financial Position

QCIlI has cash management arrangements éeteertain of its subsidiaries that includes lioksredit, intercompany obligations, capi
contributions and dividends. As part of these cashagement arrangements, affiliates provide lifiesadlit to certain other affiliates.
Amounts outstanding under these lines of creditinteicompany obligations vary from time to timedare classified as short-term
borrowings.

Our working capital deficit, or current atsless current liabilities, was $1.8 billion &818 billion as of September 30, 2003 and
December 2002, respectively. Our current workingjtehdeficit is primarily due to borrowings fronffiiates, by our wholly owned
subsidiary, Qwest Wireless, amounting to $2.07obilas of September 30, 2003. These borrowingsiraatn January 15, 2005. We expect
that the maturities of these borrowings will beegxted by our affiliates as necessary.

The improvement of $2.0 billion in workiegpital deficit during 2003 was due to a combimatid an increase in cash and cash
equivalents, our decision to reduce capital exgares and our refinancing of current borrowingswiding-term debt. The increase in cash
was primarily due to a $1.75 billion senior termaricdhat we entered into in June of 2003, of whisigaificant portion was used to refinance
our short-term borrowings to long-term.

As of September 30, 2003 and December@12,2our consolidated debt was approximately $8lidtand $9.2 billion, respectively,
including borrowings from affiliates. In additioaur unrestricted cash balances were approximafel lillion and $232 million, as of the
same dates. We expect to use our cash primarifyast in telecommunications assets, redeem indabss and pay dividends to QSC. To
preserve capital and maintain liquidity, we inwegth financial institutions deemed to be of soum@hcial condition and in high quality and
relatively risk-free investment products. Our casrestment policy limits the concentration of intreents with specific financial institutions
or among certain products and includes criteriateel to credit worthiness of any
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particular investment. Recently we have taken tflewing measures to improve our near-term liqyi@ihd our capital structure and
generally reduce financial risk:

. reduced capital investment and continued to managking capital; and

. refinanced (in June 2003) our debt due in 2003 détbt that has maturities in 2007 and 2010.

We believe that cash flows from operatiang, current cash position and continued accesagdal markets will allow us to meet our
business requirements, including debt serviceddivils and capital expenditures for the foresedahlee.

Operating activities. We generated cash from operating activitie830698 billion and $3.456 billion, for the nine ntlos ended
September 30, 2003 and September 30, 2002, resggcti

The $242 million increase in cash provitbgdperating activities for the nine months endegt&mber 30, 2003 as compared to the ¢
period in 2002 was primarily the result of cash agament improvements of approximately $600 miltiffiset by reduced cash flows related
to a $499 million decrease in revenues. The castagement improvements between these periods wienandy a result of increases in
collections of revenues and reductions in castagstfor operating expenses, offset by increase gagments for prepaid taxes. Revenue
decreased as a result of access line losses,gdeitlines and a reduction in access services ueven

Investing activities. Cash used in investing activities decreased $idilion to $1.231 billion for the nine months estdSeptember 30,
2003, from $1.418 billion, for the nine months eth@eptember 30, 2002. The decrease was primamyala decrease in capital expenditi
of $226 million. This decrease in capital expendituwas the result of our decision to reduce opaesion efforts as a result of the general
economic downturn and the completion of many ofroajor capital projects.

Capital expenditures for the nine monthdeehSeptember 30, 2003 and 2002 were $1.199 bdlwh$1.425 billion, respectively.

Financing activities. Cash used for financing activities was $1.2@8lloh through September 30, 2003 and $1.993 hillior the same
period ended 2002. At September 30, 2003, we wecempliance with all provisions and covenantswflmorrowings. Some of QSC's loan
documents contain financial reporting covenantsrbguire delivery of our annual and quarterly péit reports. A waiver has been obtained
for nor-compliance to provide certain annual and quart@mncial information to the lenders. The waivetesded the compliance date



provide the financial information to January 31020
Financing Activities for the Nine Months Ended Septmber 30, 2003

On June 9, 2003, we entered into a searan toan with two tranches for a total of $1.78iti principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ratenche, due in 2007, and a $500 million fixee taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our curredébtedness. The floating rate tranche cannprdyeaid for two years and thereafter is
subject to prepayment premiums through 2006. Taereno mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associated witbther long-term debt. The net proceeds were useefinance debt due in 2003 and fund or
refinance our investment in telecommunicationstasse

The floating rate tranche bears interetioaidon Interbank Offered Rates plus 4.75% (withinimum interest rate of 6.50%) and the
fixed rate tranche bears interest at 6.95% perraniie interest rate on the floating rate tranche @.50% at September 30, 2003. The
lenders funded the
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entire principal amount of the loan subject todhiginal issue discount for the floating rate traeof 1.00% and for the fixed rate tranche of
1.652%.

Affiliate borrowings of our wholly owned sidiary, Qwest Wireless, in the form of short-tarnsecured lines of credit, were
$2.079 billion and $1.888 hillion at September 3003 and December 31, 2002, respectively. Thedmsffborrowings fluctuate based on
operating needs of Qwest Wireless and mature amadpari5, 2005.

Our dividends during 2003 were $1.930 duilliwhich were paid to QSC, our parent.
Recent Developments Impacting Liquidity and CapitalResources

For the nine months ended September 3@ 2@0have declared regular dividends amountindlto3! billion. In addition, in August
and November of 2003, we declared and paid dividémthe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared @t pa dividends in those periods. We plan to decdd make additional dividend payments
in the future until all net income from wirelinetéies from prior periods has been declared andttethas dividends. We estimate that the
incremental amount (in addition to the $1.079 dilldeclared in 2003) of such dividends will be apgpmately $1.3 billion.

On December 18, 2003, QCII entered intagreement to purchase certain telecommunicaticgetsaafom Allegiance Telecom, Inc. for
a purchase price consisting of $300 million in ¢casbonvertible promissory note in the amount d¥ &#llion and the assumption of certain
liabilities. The agreement is subject to approwathe U.S. Bankruptcy Court and certain other gorreant regulatory agencies. Allegiance
has filed a motion with the Bankruptcy Court to ineg sale process in which QCII will be designaasdhe stalking horse bidder and other
interested potential bidders will have an oppotiuto offer higher bids for the assets of Allegiantf QCII is successful in the bidding
process, it expects to consummate the transaatimetime in 2004. In that event, it is likely thatrse portion of the Allegiance assets will be
transferred to or purchased by us, although we hatget determined the amount or the price we dialy for them.

Risk Management

We are exposed to market risks arising fobianges in interest rates. The objective of olar@st rate risk management program is to
manage the level and volatility of our interestemxge. We may employ derivative financial instrureg¢atmanage our interest rate risk
exposure. We may also employ financial derivatieelsedge foreign currency exposures associatedpaitficular debt.

As of September 30, 2003 and December @12 2approximately $1.25 billion and $0, respedyivef floating rate debt was exposed to
changes in interest rates. This exposure is linkddBOR after LIBOR equals 1.75%. A hypotheticatiease of one percentage point in
LIBOR rates would increase annual pre-tax inteeggense by $12.5 million. As of September 30, 2808 December 31, 2002, we also had
$0 and $1.2 billion, respectively, of long-termeftkrate debt obligations maturing in the followtaglve months. Any new debt obtained to
refinance this debt would be exposed to changedenest rates. A hypothetical 10% change in tierast rates on this debt would not have
had a material effect on our earnings. We had Bi#lién and $6.1 billion of long-term fixed-rate loeat September 30, 2003 and
December 31, 2002, respectively. A 100 basis pogrease in the interest rates on this debt waoeddlt in a decrease in the fair value of tl
instruments of approximately $400 million and $36illion at September 30, 2003 and December 31, 2@3pectively. A 100 basis point
decrease in the interest rates on this debt waddltrin an increase in the fair value of thes&imsents of approximately $500 million and
$400 million as of September 30, 2003 and Decer@beR002, respectively.

As of September 30, 2003, we had $1.40Bbibf cash invested in money market and othertsigom investments. Most cash
investments are invested at floating rates. Agésterates change, so will the interest incomevedrfrom these accoun



39

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q contains or incorporatesdfgrence "forward-looking statements," as thahterused in federal securities laws, about
our financial condition, results of operations &ndiness. These statements include, among others:

. statements concerning the benefits that we expdlatesult from our business activities and certa@ansactions we have
completed, such as increased revenues, decregsedses and avoided expenses and expenditures; and

. statements of our expectations, beliefs, futurepbnd strategies, anticipated developments ard othtters that are not
historical facts.

These statements may be made expresdtjsidocument or may be incorporated by referenaghter documents we will file with the
Securities and Exchange Commission, or SEC. Youdindmany of these statements by looking for wasdsh as "believes," "expects,"”
"anticipates," "estimates," or similar expressiased in this report or incorporated by referenciis report.

These forward-looking statements are stlbgenumerous assumptions, risks and uncertaititegsmay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesfet risks are described below under "
Factors". These risk factors should be considerednnection with any subsequent written or oralvyd-looking statements that we or
persons acting on our behalf may issue. We do mi¢take any obligation to review or confirm antdyexpectations or estimates or to
release publicly any revisions to any forward-laowkstatements to reflect events or circumstandes thie date of this report or to reflect the
occurrence of unanticipated events. Further, tf@nmation contained in this document is a statem&our intention as of the date of this
filing and is based upon, among other things, tistiag regulatory environment, industry conditipnsarket conditions and prices, the
economy in general and our assumptions as of saieh @e may change our intentions, at any timevétitbut notice, based upon any
changes in such factors, in our assumptions ometse.
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RISK FACTORS
Risks Affecting Our Business
Continued downturn in the economy in our local séce area could affect our operating results.

Our operations in our local service areAmtona, Colorado, Idaho, lowa, Minnesota, Montakabraska, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyorhange been impacted by the continuing weaknessirrégion's economy. Because
customers have less discretionary income, demargkfmnd lines or additional services has declibis economic downturn in our local
service area has also led to an increased custtisr@mnection rate. In addition, several of the panies with which we do business appear
to be in financial difficulty or have filed for b&aruptcy protection. Some of these have requesteeatiation of long-term agreements with
us because of their financial circumstances anduserthey believe the terms of these agreement®domger appropriate for their needs.
Our revenue has been and is likely to continuestadversely affected by the loss or reduction sfriess with many of our customers as a
result of this downturn and our continued effodstcommodate our customers' needs in this chabgisigess environment.

We believe that our local service areatmemy lagged the national economy in entering therdurn and may follow the national
economy in recovery by an indeterminate periods Teintinued economic slowdown will affect demanddor products and services within
our local service area.

We face pressure on profit margins as a result ofieasing competition, including product substitati, which could adversely affect our
operating results and financial performance.

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiomterisify. We have faced greater
competition in our core local business from calmpanies, wireless providers (including ourselvizgjilities-based providers using their
own networks as well as those leasing parts ohetwork (unbundled network elements) and reselRegulatory developments have
generally increased competitive pressures on osinbss, such as the recent decision allowing farbar portability from wireline to wirele:
phones



One of the primary reasons we continuexfedence loss of access lines is the intense ctitiopefrom cable and wireless providers
offering a substitute for our traditional voice atteta services. We are implementing new stratégresnhancing our video and wireless
offerings. However, it will be difficult to effectely execute our strategy in the face of increasimypetition. For example, our recently
announced wireless strategy of reselling Sprinel@ss services to our customers is untested. Wenwtdye able to effectively integrate
Sprint's services into our product offerings anahéy require greater resources than we anticipabtpeérate as a wireless reseller. Also, while
we recently entered into strategic marketing areamgnts with Echostar and DIRECTYV to bundle theieltite television products and
services with our traditional telecommunicatiorstadand Internet offerings, our video offering rémdimited to select markets in our local
service area. If we are unable to effectively impdat our strategy for improving video and wirelsshitions, both our wireless and our
traditional telephone businesses may be adverffelgted.

We have also begun to experience and efpehber increased competitive pressure from teteoonications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agairstAs a result of these increased
competitive pressures, we have been and may centinbe forced to respond with lower profit marginduct offerings and pricing schemes
that allow us to retain and attract customers. &lpesssures could adversely affect our operatisigitseand financial performance.
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Rapid changes in technology and markets could regusubstantial expenditure of financial and otheesources in excess of contempla
levels, and any inability to respond to those chasgould reduce our market share.

The telecommunications industry is experieg significant technological changes, and oulitgtib execute on our business plans and
compete depends upon our ability to develop newlymts and accelerate the deployment of advancedsariices, such as broadband data,
wireless and video services and Voice over IntelPnetocol, services. The development and deploymieméw products could require
substantial expenditure of financial and other ueses in excess of contemplated levels. If we atahle to develop new products to keep
pace with technological advances, or if such préglace not widely accepted by customers, our ghiditompete could be adversely affected
and our market share could decline. Any inabilitkéep up with changes in technology and markeiklaso adversely affect the trading
price of our securities and our ability to service debt.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of investigations of QCII cuntly being conducted by the SEC and the U.S. Atteyis Office or the assessme
being undertaken by the General Services Adminisiia, or GSA, could have a material adverse impaatus, on the trading price for ou
debt and on our ability to access the capital marke

On April 3, 2002, the SEC issued an ordenwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing in its efforts to cooperate fulith the SEC in its investigation. The investigatincludes, without limitation, inquiry into
several specifically identified QCII accounting gtiaes and transactions and related disclosurésthahe subject of the various adjustments
and restatements described in the QCIl 2002 Forid.Ithe investigation also includes inquiry int@closure and other issues related to
transactions between QCII and certain of its vesdod certain investments in the securities ofahv@ndors by individuals associated with

QCll.

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of QCII. QCII
believes the U.S. Attorney's Office is investiggtirarious matters that include the subjects ofrikiestigation by the SEC.

While QCII is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoraeffice in each of their respective
investigations, QCII cannot predict the outcoméhoke investigations. QCII has engaged in discassigth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Qahnot predict the likelihood of whether
those discussions will result in a settlement #n&lh, the terms of such settlement. However, essittints typically involve, among other thir
the SEC making claims under the federal secutliées in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were asgitlement to occur, QCII would expect such ciimaddress many of the accounting
practices and transactions and related discloshea¢sre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$&C may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coutteo that would require, among other things, th&tl@nd its officers and directors comply
with provisions of the federal securities laws@svhich there have been allegations of prior violz.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€&#taings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily fro@Ii@ merger with U S WEST. On November 21, 200&, $EC staff informed QCII of i
intent to recommend that the SEC authorize anmetgminst QCII that would allege it should havduded in the earnings release a stater
of its earnings in accordance
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with GAAP. At the date of this filing, no action hibeen taken by the SEC. However, QCII expectsiftitatcurrent discussions with the staff
of the SEC result in a settlement, such settlemenid include allegations concerning the January2®@1 earnings release.

Also, the GSA is conducting a review ofahtracts with QCII for purposes of determiningg®nt responsibility. On September 12,
2003, we were informed that the Inspector GendrledGSA had referred to the GSA Suspension/Debar@fficial the question of
whether QCII (including us and its other subsidigayishould be considered for debarment. QCII ipewing fully with the GSA and
believes that it and we will remain suppliers & tiovernment, although QCII cannot predict the @ute of this referral.

An adverse outcome with respect to one arenof the SEC investigations, the U.S. Attorn&ffice investigation or the GSA evaluati
could have material and significant adverse impacin us.

The breadth of QCII's internal analysis of its acoating policies, practices and procedures, the pags of time and the turnover in
accounting personnel or further review by the SEGuid result in additional adjustments.

QCII continues to discuss its periodiaiiys with the staff of the SEC's Division of Corgara Finance. They have reviewed QCII's 2
Form 10-K and its Form 10-Q for the three monthdeehMarch 31, 2002. As appropriate, QCII has attethpp address the Staff's comments
in its current filings and has provided responsa$idse other comments that it could address. Wollptheir review of QCIl's 2002 Form 10-
K, and Form 10-Qs for the three, six and nine meetided March 31, 2003, June 30, 2003 and Septe8Gb2003, QCII may receive
additional comments from the staff of the DivisiminCorporation Finance and may be required to nfiakber adjustments or additional
disclosures. It is possible that these commentsleaad/to further investigations from the SEC's Bimh of Enforcement.

While QCII has attempted to address allnttaters identified in its internal analysis ofatscounting policies, practices and procedures,
due to the breadth of this analysis, the passagmefand the turnover in accounting personnel eggad by QCII, QCIl may have overlook
some matters in its internal analysis.

Major lawsuits have been brought against QCII inwdhg its accounting practices and other matters. & butcomes of these lawsuits a
other lawsuits affecting us may have a material &dse effect on our business, financial condition @operating results.

Several lawsuits have been filed againsti @Ewell as certain of QCII's past and presefitefs and directors. These lawsuits include
putative class action lawsuits in which the pldiatallege numerous violations of securities lalmsone of these actions, lead counsel for the
plaintiffs has indicated that plaintiffs will seedlamages in the billions of dollars. For a desariptf these legal actions, please see Note 7—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of thisap

The consolidated securities action, thesobidated ERISA action and the California Statechess' Retirement System, State of New
Jersey (Treasury Department, Division of Investhantl State Universities Retirement System ofdiéractions described in Note 7—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of thisopresent material and significant
risk to QCII. Some of the allegations in these laigsinclude many of the same subjects that the &fCU.S. Attorney's Office are
investigating. Moreover, the size, scope and naitif@Cll's recent restatements of its financiatestaents for fiscal 2001 and 2000 affect the
risk presented by these cases. While QCII inteodietend against these matters vigorously, thenate outcomes of these cases are very
uncertain, and QCII can give no assurance as tmrthacts on its financial results or financial citizth as a result of these matters. Each of
these cases is in a preliminary phase. None gblistiffs or the defendants has advanced evidenoeerning possible recoverable damages,
and QCII has not yet conducted discovery on thageother relevant issues.
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QCII has disclosed that it is unable to estimatsoaably a range of loss that it would incur if peintiffs in one or more of these lawsuits
were to prevail. QCII has engaged in discussionghi® purpose of resolving these matters and coesino evaluate any possible range of
loss. Any settlement of or judgment on one or nudrhese claims could be material, and QCII camgiag any assurance that it would have
the resources available to pay such judgments., Alghe event of an adverse outcome of one or rabtleese matters, QCII's ability to meet
its debt service obligations and its financial dtind could be materially and adversely affected.awholly owned subsidiary of QCII, our
business operations and financial condition wowdimilarly affected.

Further, given the size and nature of GGHd our business, QCII and we are subject frora to time to various other lawsuits which,
depending on their outcome, may have a materiaradveffect on our financial position. Thus, we gam no assurances as to the impact
our financial results or financial condition aseault of these matters.

Increased scrutiny of financial disclosure, partitarly in the telecommunications industry in whichevoperate, could reduce invest
confidence and affect our business opportunitiesdsany restatement of our earnings as stated irstfiling could limit our ability to
access the capital markets and could increase #ditign risks.



As a result of our and QCII's accountirguis and the increased scrutiny of financial d&ake, investor confidence in us has suffered
and could suffer further. Congress, the SEC, agogernment authorities and the media are inters@lytinizing a number of financial
reporting issues and practices.

In addition to the SEC investigation dises earlier, QCII has reported that the SEC hasstigated QCII's earnings release for the
fourth quarter and full year 2000 and that thefsibfhe SEC has decided to recommend an actiomsty@Cl| alleging that it should also
have included in the earnings release a statenfié@st@AAP earnings. Although all businesses faoeauntainty with respect to how the U.S.
financial disclosure regime may impact their finahstatements, particular attention has been fettwscently on the telecommunications
industry. Congressional hearings held in 2002ef@mple, related to the telecommunications indystagtice of accounting for indefeasible
rights of use, or IRUs, as well as the appropriessrand consistency of pro forma financial inforaradisclosure. Some of our former and
current officers and directors have testified asthhearings concerning IRUs and other matters.

The existence of this heightened scrutimy these pending investigations could adversebcaffivestor confidence and cause the tre
price for our securities to decline. In additiorg annot assure you that we will not have to furthstate earnings for prior periods as a result
of any formal actions, the SEC's review of QClilim@is or because of our own periodic internal istigations. Any such restatement could
further impact our ability to access the capitatkets and the trading price of our securities.

We operate in a highly regulated industry, and aterefore exposed to restrictions on our mannerdafing business and a variety of
claims relating to such regulation.

Our operations are subject to extensiveri@degulation, including the Communications Ati834, as amended, and Federal
Communications Commission, or FCC, regulationsatieder. We are also subject to the applicable fawisregulations of various states,
including regulation by Public Utility Commissioasd other state agencies. Federal laws and FCatmms apply to interstate
telecommunications (including international telecoumications that originate or terminate in the BdiStates), while state regulatory
authorities have jurisdiction over telecommunicasithat originate and terminate within the samt staenerally, we must obtain and
maintain certificates of authority from regulatdrgdies in most states where we offer intrastateices and must obtain prior regulatory
approval of tariffs for our intrastate servicesrost of these jurisdictions. Our business is suboumerous, and often quite detailed,
requirements under federal, state and local lamessr
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and regulations. Accordingly, we cannot ensure wetre always in compliance with all of these regfuents at any single point in time.

Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtvaries substantially from state to state.
All of our operations are also subject to a var@tgnvironmental, safety, health and other govermial regulations. There can be no
assurance that future regulatory, judicial or llgige activities will not have a material adveestect on our operations, or that domestic or
international regulators or third parties will matse material issues with regard to our compliaaragoncompliance with applicable
regulations.

We monitor our compliance with federaltstand local regulations governing the dischargedisposal of hazardous and
environmentally sensitive materials, including &émission of electromagnetic radiation. Althoughlvedieve that we are in compliance with
such regulations, any such discharge, disposah@ston might expose us to claims or actions tbatdchave a material adverse effect on our
business, financial condition and operating results

Risks Affecting Our Liquidity

QCIlI's high debt levels and the restrictive termbtbeir debt instruments pose risks to our viabiliand may make us more vulnerable to
adverse economic and competitive conditions, ad a®lother adverse developments.

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of September 3B, 2ur consolidated debt was $9.8 billion
which is included in QCII's total consolidated deb$21.3 billion. A significant amount of our a@CII's debt obligations come due over the
next few years. While we currently believe we, thge with QCII, will have the financial resourcesdaaccess to capital markets to meet our
obligations when they come due, we cannot antieipdtat our or QCII's future condition will be. Weynhave unexpected costs and
liabilities and we may have limited access to fitiag.

We will likely need to obtain additionahéincing to meet our debt service and dividend akibgs if our and QCII's operations do not
improve, if revenue and operating cash flow desliage worse than expected, if economic conditiansad improve or if we or QCII become
subject to significant judgments and/or settlemé@ntonnection with the resolution of one or moratters described in Note 7—
Commitments and Contingencies to our condensectdated financial statements in Item 1 of thisaepAlso, we may be impacted by
factors relating to or affecting QCII's liquidity@ capital resources due to perception in the niairk@acts on credit ratings or provisions in
our and QCII's financing agreements that may iestrir flexibility under certain condition



Additionally, the degree to which we, tdgatwith QCII are leveraged may have importanttiimgi consequences on us, including the
following:

. our ability to obtain additional financing in thetfire for working capital, capital expenditureggeneral corporate purposes
may be impaired;

. we may be placed at a competitive disadvantagerapared with our less leveraged competitors, irnwdome who have
significantly reduced their debt through a bankeygiroceeding;

. we may be more vulnerable to the current or futlmenturns in general economic conditions or in ahgur businesses;
. our flexibility in planning for, or reacting to, ahges in our business and the industry in whicloperate may be limited; and
. QClIlI's high debt levels could adversely impact cnadit ratings.
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We may be unable to significantly reduce the sulmstal capital requirements or operating expensescessary to continue to operate our
business, which may in turn affect our operatingsats.

We anticipate that our capital requiremealsating to maintaining and routinely upgrading anetwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatecwitfuture contractual cash obligatio
including future purchase commitments, which maguim affect our operating results. As we will néednaintain the quality of our products
and services in the future, we may be unable théursignificantly reduce such capital requirememteperating expenses, even if revenue is
decreasing. Such nondiscretionary capital outlagg lassen our ability to compete with other proxédeho face less significant spending
requirements.

The cash needs of our affiliated companies consuangignificant amount of the cash we generate.

Our current practice is to distribute to@&sh dividends in an amount equal to our netnmectrom wireline entities, generally during
the same period in which the net income is earé&lexpect to continue this practice for the forabéefuture.

The debt agreements of QCIl and Qwest will allonckao incur significantly more debt, which could exerbate the other risks described
herein.

The terms of QCIlI's and our debt instruragr@rmit both QCII and us to incur additional ingelmess. Such debt may be necessary to
comply with regulatory obligations to maintain Q€Ibr our assets, to satisfy regulatory servicgatibns, to adequately respond to
competition or for financial reasons alone. Incratakborrowings or borrowings at maturities thapose additional financial risks to our
various efforts to improve our financial conditiand results of operations could exacerbate the o$les described herein.

Other Risks Affecting Qwest

If conditions or assumptions differ from the judgmes, assumptions or estimates used in our critieacounting policies, the accuracy !
our financial statements and related disclosuresubbe affected.

The preparation of financial statements ratated disclosures in conformity with GAAP reeusirmanagement to make judgments,
assumptions and estimates that affect the amoeptsted in our consolidated financial statementsaatompanying notes. Our critical
accounting policies, which are described in our2B6rm 10-K, describe the significant accountintigies and methods used in the
preparation of our condensed consolidated finastéements. These accounting policies are corglderitical” because they require
judgments, assumptions and estimates that mayeingtlact our consolidated financial statements@hated disclosures. As a result, if futi
events differ significantly from the judgments, @eptions and estimates in our critical accountialicpes or different assumptions are used
in the future, such events or assumptions coul@ laawaterial impact on our consolidated finandlesnents and related disclosures.

If we fail to extend or renegotiate our collectil@mrgaining contracts with our labor unions as thexkpire from time to time, or if ou
unionized employees were to engage in a striketheowork stoppage, our business and operating fesaould be materially harmed.

We are a party to collective bargainingtcacts with our labor unions, which represent aiicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementh@gsexpire from time to time. If we fail to extkor renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouii unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a significamugiison of operations, which could have a mateaadhlerse effect on our business. We
recently reached agreements with the Communicatidmgkers of America and the Internatiol
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Brotherhood of Electrical Workers on new two-yestydr contracts. Each of these agreements wasthhlifi union members, went into effect
on August 17, 2003 and expires on August 13, 2005.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The information under the caption of "Ridknagement" in "Management's Discussion and AmalysFinancial Condition and Results
of Operations" is incorporated herein by reference.

ITEM 4. CONTROLS AND PROCEDURES

The effectiveness of our or any systemisgldsure controls and procedures is subject ticelimitations, including the exercise of
judgment in designing, implementing and evaluathegcontrols and procedures, the assumptions nsderitifying the likelihood of futur
events and the inability to eliminate misconduanptetely. As a result, there can be no assuraratetir disclosure controls and procedures
will prevent all errors or fraud or ensure thatraliterial information will be made known to apptiepg management in a timely fashion.

As reported more fully in our 2002 Form KOwe learned of certain deficiencies in our indroontrols that existed in 2002 and prior
years. These deficiencies related to each of thefimg:

. the structure and design of certain financial infation and reporting processes;

. the design of policies and execution of processkdad to accounting for operating activities;
. inadequate or ineffective policies for complex sactions and certain other matters; and

. our internal control environment.

As reported in our 2002 Form 10-K, we htaleen many measures to improve the effectiveneesrahternal controls. Though it may
take some time to realize all of the benefits fithi measures we have taken, we believe that emnadtcontrols are improving and that there
is no reason to believe that the financial statémimeluded in this report are not fairly statechihmaterial respects. Nonetheless, we can
no assurance that all internal control deficienbi@ge been entirely corrected. The inherent linuitet of any system of controls preclude the
possibility of preventing all errors and all fratthese inherent limitations include the realitiestjudgments in decision-making can be
faulty, and that breakdowns can occur becausengilsierror or mistake. In addition, controls carclseumvented by the individual acts of
some persons or by collusion of two or more pedpiging to these limitations, error or fraud may wcand not be detected.

We recently evaluated the effectiveneshefdesign and operation of our disclosure contints procedures as of the end of the period
covered by this report. Based on that evaluatianneanagement, including our Chief Executive Offiaed Chief Financial Officer,
concluded that these procedures and controls Wieretige, given the inherent limitations stated aao provide reasonable assurances that
the controls and procedures met their objectiveseft for certain of the measures to improve irgecontrols described in our 2002
Form 10-K, there have been no significant changeimd the quarterly period covered by this reporbur internal controls or in other factors
that could significantly affect internal controls.
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PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information set forth above under N6teCommitments and Contingencies contained in thetéblto Condensed Consolidated
Financial Statements" included in this Quarterlyp®&e on Form 10-Q is hereby incorporated by refegen

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

€)) Exhibits filed for Qwest through the filing of thisorm 10-Q:



Exhibits identified in parentheses below an file with the SEC and are incorporated hebgineference. All other exhibits are provided
as part of this electronic submission.

Exhibit

Number

Description

(3.1)

(3.2)

(3.3)

(4.1)

(4.2)

(4.3)

(4.4)

(10.1)

Restated Articles of Incorporation of Qwest (inamaded by reference to Qwest's Annual Re
on Form 1K for the year ended December 31, 1997, File 1-3040).

Articles of Amendment to the Articles of Incorpdoat of Qwest (incorporated by reference to
Qwest's Quarterly Report on Form-Q for the quarter ended June 30, 20!

Amended and Restated Bylaws of Qwest (incorporaye@ference to Qwest's Annual Report
on Form 1K for the year ended December 31, 2002, File M-3040).

No instrument which defines the rights of holderQuavest's long and intermediate term det
filed herewith pursuant to Regulation S-K, Item @914)(iii)(A). Pursuant to this regulation,
Qwest hereby agrees to furnish a copy of any sustihuiment to the SEC upon requi

Indenture, dated as of April 15, 1990, by and betwlountain States Telephone and Telegraph
Company and The First National Bank of Chicagodiporated by reference to Qwest's Annual
Report on Form 1-K for the year ended December 31, 2002, File I-3040).

First Supplemental Indenture, dated as of April11991, by and between US WEST
Communications, Inc. and The First National BankChfcago (incorporated by reference to
Qwest's Annual Report on Form-K for the year ended December 31, 2002, File I-3040).

Indenture, dated as of October 15, 1999, by andd®mt U S WEST Communications, Inc. and
Bank One Trust Company, NA, as Trustee (incorpdrhtereference to Qwest's Annual Report
on Form 1K for the year ended December 31, 1999, File -3040).

Purchase Agreement, dated as of June 5, 2000, ath@@/EST Communications, Inc. and
Lehman Brothers Inc., Merrill Lynch & Co., Merrlllynch, Pierce, Fenner & Smith
Incorporated, Banc of America Securities LLC, ar®l Morgan Securities Inc., as
Representatives of the Initial Purchasers listedetin (incorporated by reference to Qwest's
Form ¢-4 filed on October 11, 200C
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(10.2)

31.1

31.2

32

Term Loan Agreement, dated as of June 9, 2003ntdyamong Qwest, the Lenders listed
therein, and Merrill Lynch & Co., Merrill Lynch, Bice, Fenner & Smith Incorporated, as sole
book-runner, joint lead arranger and syndicatioenagand Credit Suisse First Boston, acting
through its Cayman Islands branch as joint leagngrer and administrative agent, and Deutsche
Bank Trust Company Americas, as documentation ag@hDeutsche Bank Securities, Inc. as
arranger. (incorporated by reference to Qwest'seBtiReport on Form 8-K, dated June 10,
2003, File No. -15577).

Chief Executive Officer Certification pursuant teciion 302 of the Sarbanes-Oxley Act of
2002.

Chief Financial Officer Certification pursuant te@ion 302 of the Sarbar-Oxley Act of 2002

Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the
Sarbane-Oxley Act of 2002

)
(b)

Previously filed.

Reports on Form 8-K:
We did not file any reports on Form 8-K during th&d quarter of 2003.
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SIGNATURE

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

Qwest Corporatiol

By: /s/ OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Officer
(Duly Authorized Officer and Principal Financial dn
Chief Accounting Officel

January 12, 2004
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QuickLinks-- Click here to rapidly navigate through this domnt

Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. | have reviewed this quarterly report on Form 1@f@west Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the condensed consolidataddial statements, and other financial informaftitcluded in this report, fairly
present in all material respects the financial o results of operations and cash flows ofréngistrant as of, and for, the periods
presented in this report;

4, The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

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

b) evaluated the effectiveness of the registrantdalisre controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C) disclosed in this report any change in the regis¢santernal control over financial reporting tleatcurred during the registrar
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer and | kalisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant's auditors and thdtaamnmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contratiofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) any fraud, whether or not material, that involvesnagement or other employees who have a significémin the registrant's
internal control over financial reporting.

Date: January 12, 2004

/s RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presic

QuickLinks
Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Oren G. Shaffer, certify that:
1. | have reviewed this quarterly report on Form 1@f@west Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the condensed consolidataddial statements, and other financial informaftitcluded in this report, fairly
present in all material respects the financial o results of operations and cash flows ofréngistrant as of, and for, the periods
presented in this report;

4, The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

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

b) evaluated the effectiveness of the registrantdalisre controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C) disclosed in this report any change in the regis¢santernal control over financial reporting tleatcurred during the registrar
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer and | kalisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant's auditors and thdtaamnmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contratiofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) any fraud, whether or not material, that involvesnagement or other employees who have a significémin the registrant's
internal control over financial reporting.

Date: January 12, 2004

/s/ OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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Exhibit 32

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiestHe purposes of section 1350 of chapter 63tlef1B of the United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, in his capacity as an officer of Qwest Qogtion ("Qwest"), that, to his
knowledge, the Quarterly Report of Qwest on ForrQlfor the quarter ended September 30, 2003, Gdipplies with the requirements of
Section 13(a) of the Securities Exchange Act of4183d that the information contained in such refairly presents, in all material respects,
the financial condition and results of operatiorQufest. This written statement is being furnisteethe Securities and Exchange Commission
as an exhibit to such Form IQ-A signed original of this statement has beewigexl to Qwest and will be retained by Qwest andifined tc
the Securities and Exchange Commission or its sfaih request.

Dated: January 12, 20l

By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presic
Dated: January 12, 20(

By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICERERTIFICATION



