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GLOSSARY OF TERMS

Our industry uses many terms and acronymaisrhay not be familiar to you. To assist you iadiag this document, we have provided
below definitions of some of these terms.

. Access Lines.Telephone lines reaching from the customer's &sto a connection with the public switched tetaye
network. When we refer to our access lines we naflaour mass markets, wholesale and business aligessincluding those
used by us and our affiliates.

. Asynchronous Transfer Mode (ATMA broadband, network transport service that ptesia fast, efficient way to move large
guantities of information.

. Bell Operating Company (BOC)As defined in the Telecommunications Act of 199 term includes Qwest Corporation, as
the successor to U S WEST Communications, Inc. UtideTelecommunications Act of 1996, "Bell OpargtCompany" also
would include any successor or assign of Qwest @atn that provides wireline telephone excharaggeise.

. Competitive Local Exchange Carriers (CLECs)elecommunications providers that compete witmysroviding local voice
services in our local service area.

. Customer Premises Equipment (CPE)elecommunications equipment sold to a custoo®rally in connection with our
providing telecommunications services to that cuso

. Dedicated Internet Access (DIA)nternet access ranging from 128 kilobits peogedo 2.4 gigabits per second.

. Digital Subscriber Line (DSL).A technology for providing high speed data comioations over telephone lines.

. Frame Relay. A high speed switching technology, primarily usednterconnect multiple local networks.

. Incumbent Local Exchange Carrier (ILEC)A traditional telecommunications provider, sushQwest Corporation, that, prior

to the Telecommunications Act of 1996, had the @sigk right and responsibility for providing lodalecommunications
services in its local service area.

. Integrated Services Digital Network (ISDNA telecommunications standard that uses digiéaldmission technology to
support voice, video and data communications apiptios over regular telephone lines.

. Interexchange Carriers (IXCs) Telecommunications providers that provide longtatice services to end users by handling
calls that are made from a phone exchange in orieAL#& an exchange in another LATA or between exgleanwithin a
LATA.

. InterLATA long-distance servicesTelecommunications services, including "800" g&¥s, that cross LATA boundaries.

. Internet Dial Access.Provides ISPs and business customers with a @mapsive, reliable and cost-effective dial-up nekwvo
infrastructure.

. Internet Protocol (IP). A protocol for transferring information acrose tinternet in packets of data.

. Internet Service Providers (ISPs)Businesses that provide Internet access to @taibmers.

. IntraLATA long-distance servicesThese services include calls that terminate detsicaller's local calling area but within

their LATA, including wide area telecommunicatisesvice or "800" services for customers with geplieally highly
concentrated demand.




Local Access Transport Area (LAT, A geographical area in which telecommunicatiomvijglers may offer services. The
are 163 LATAs in the United States and 27 in ogalservice area.

Local Calling Area. A geographical area, usually smaller than a LAWAhin which a customer can make telephone calls
without incurring long-distance charges. Multipbe#l calling areas generally make up a LATA.

Private Lines. Direct circuits or channels specifically dedichte the use of an end-user organization for thrpqse of
directly connecting two or more sites.

Public Switched Telephone Network (PSTN)e worldwide voice telephone network that isessible to every person with a
telephone and a dial tone.

Unbundled Network Elements (UNEs) Platform (UNE-B)iscrete elements of our network that are sol@ased to
competitive telecommunications providers and thay tme combined to provide their retail telecommatians services.

Virtual Private Network (VPN).A private network that operates securely withppuhlic network (such as the Internet) by
means of encrypting transmissions.

Voice over Internet Protocol (VolP)An application that provides real-time, two-wayiae capability originating in the
Internet protocol over a broadband connection.

Web Hosting. The providing of space, power and bandwidth itadanters for hosting of customers' Internet eneipt.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN MILLIONS)

(UNAUDITED)

Operating revenu
Operating reveni—affiliates

Total operating revent

Operating expense
Cost of sales (exclusive of depreciation and arnatitin)
Cost of sale—affiliates
Selling, general and administrati
Selling, general and administrat—affiliates
Depreciatior
Amortization of capitalized software and other ng#ble asset
Asset impairment chargs

Total operating expens
Operating incom:
Other expense (income
Interest expen—net
Loss on early retirement of d—net
Other incom—net

Total other expen—net

Income before income taxes, and discontinued apes
Income tax expens

Income from continuing operatiol

Loss from discontinued operations, net of tax biewéfs0, $7, $0, and $34,

respectively

Net income

Three Months Ended June 30,

Six Months Ended June 30,

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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2005 2004 2005 2004

$ 2260 $ 233 $ 453 $ 472
28C 226 562 45¢
2,54 2,561 5,00: 5,18z
524 54¢ 1,057 1,07¢

65 101 11€ 17¢

422 40€ 832 85¢
29¢ 324 59¢ 602
57¢ 584 1,157 1,15¢

85 95 17€ 187

— 19 — 18
1,97¢ 2,07 3,03¢ 4,071
56¢ 487 1,15 1,111
151 147 30C 294

37 — 37 —

(20) (6) (7 ©

16€ 141 33C 28¢
401 346 824 82€
(151) (136) (312) (322)
25C 21C 512 504

— (12) — (53

$ 25C $ 19¢ $ 512 $ 451




QWEST CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(DOLLARS IN MILLIONS)

(UNAUDITED)
June 30, December 31,
2005 2004
ASSETS

Current asset:

Cash and cash equivalel $ 34t $ 34z

Shor-term investment 92 20€

Accounts receivable (less allowance for doubtfoamnts of $69 million and $72 million,

respectively’ 1,051 1,06¢

Accounts receivab—affiliates 162 15€

Prepaid and other ass: 32C 374
Total current asse 1,97( 2,144
Property, plant and equipm—net 14,55¢ 15,26¢
Capitalized software and other intangible a—net 681 79¢
Prepaid pension ass 1,014 1,021
Other asset 33C 35¢

Total asset $ 18,54¢ $ 19,59(

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current borrowing: $ 63 $ 40k
Accounts payabl 357 367
Accounts payab—affiliates 47C 67%
Dividends payab—QSC 67 412
Accrued expenses and other current liabili 683 803
Deferred revenue and advanced billii 48¢ 511
Total current liabilities 2,12¢ 3,17:
Long-term borrowings (net of unamortized debt discodr#i81 and $138, respectivel 7,661 7,25¢
Pos-retirement and other p-employment benefit obligatior 2,85¢ 2,83¢
Deferred income taxe 2,28¢ 2,19¢
Other lon¢-term liabilities 50¢€ 531
Total liabilities 15,44 15,98¢

Commitments and contingencies (Note
Stockholder's equity

Common stoc—one share without par, owned by Q 10,14« 10,15¢(
Accumulated defici (7,036 (6,54¢)
Total stockholder's equi 3,10¢ 3,60¢
Total liabilities and stockholder's equ $ 18,54¢ $ 19,59(

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

(UNAUDITED)

OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net caskigea by operating activitie:
Loss from discontinued operations, net of
Depreciation and amortizatic
Provision for bad debr
Asset impairment chargs
Deferred income taxe
Income tax benefit distributed to Q¢
Loss on early retirement of de
Other noi-cash charg—net

Changes in operating assets and liabilii
Accounts receivabl
Accounts receivab—affiliates
Prepaid and other current ass
Accounts payable and accrued expel
Accounts payab—affiliates
Deferred revenue and advance billit
Other noi-current assets and liabilitir

Cash provided by operating activiti

INVESTING ACTIVITIES
Expenditures for property, plant and equipment @ieax refund of $33 million in 200t
Interest in net proceeds from investments managegSC
Other

Cash used for investing activiti

FINANCING ACTIVITIES
Proceeds from lor-term borrowings
Collection on note receivat—affiliate
Repayments of lor-term borrowings, including current maturiti
Dividends paid to QSt
Equity infusion from QS(
Payment of current borrowin—affiliate by Qwest Wireles
Debt issuance cos
Other

Cash used for financing activiti
CASH AND CASH EQUIVALENTS
Increase (decrease) in cash and cash equiv:
Net cash generated by discontinued operai

Beginning balanc

Ending balanc:

Six Months Ended June 30,

2005 2004
$ 512 $ 451
— 53
1,33¢ 1,34¢
40 3
— 19
122 (98)
— (32
37 —
11 9
(25) 105
(6) 72
16 27
(139) (219)
(20E) (20)
(33) (121)
42 51
1,711 1,64¢
(517) (807)
12€ 13€
13 13
(37 (65¢)
1,15( —
— 26E
(1,092) (17€)
(1,345) (1,410)
— 2,18¢
— (2,185)
(18) —
(25) —
(1,330) (1,321)
3 (334)
— 1
342 655
$ 345 $ 322

The accompanying notes are an integral part oetheadensed consolidated financial statem:






QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2005

(UNAUDITED)

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

Note 1: Basis of Presentation

These condensed consolidated interim fii@statements are unaudited and are preparedor@gance with the instructions for
Form 10-Q. In compliance with those instructiorestain information and footnote disclosures norgnaitiuded in consolidated financial
statements prepared in accordance with generadlgpaed accounting principles in the United StafeSmoerica ("GAAP") have been
condensed or omitted.

In the opinion of management, these statésriaclude all the adjustments necessary to faiysent our condensed consolidated results
of operations, financial position and cash flowsft3dune 30, 2005 and for all periods presenteds&ltondensed consolidated financial
statements should be read in conjunction with tititad consolidated financial statements inclugedur annual report on Form 10-K for the
year ended December 31, 2004 (the "2004 For-K"). The condensed consolidated results of opanatfor the three and six-month periods
ended June 30, 2005 and the condensed consolistatechent of cash flows for the six-month periodeshJune 30, 2005 are not necessarily
indicative of the results or cash flows expectedlfiie full year.

Until May 1, 2004, we provided wirelesswsees through our wholly owned subsidiary, Qwestaliss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest g to an affiliate. As a consequence, we no lohgee wireless operations, and the
results of Qwest Wireless are reported as a loss fliscontinued operations in our condensed cattesielil statements of operations for the
three and six months ended June 30, 2004. See2Neteansfer of Qwest Wireless Operations, for add#l information on the results of
Qwest Wireless.

Approximately 60% of QCII's employees agpresented by collective bargaining agreementstw@&lCommunications Workers of
America ("CWA") and the International Brotherhoddbectrical Workers ("IBEW"). In August 2003, watered into two-year collective
bargaining agreements with the CWA and IBEW andhedthese agreements expires on August 13, 2005.

Use of estimates

Our consolidated financial statements aepgred in accordance with GAAP. These accountiimgiples require us to make certain
estimates, judgments and assumptions. We belietdht estimates, judgments and assumptions magle adtounting for items and matters
such as long-term contracts, customer retenticienpes, allowance for bad debts, depreciation, amatitn, asset valuations, internal labor
capitalization rates, recoverability of assets,ampent assessments, employee benefits, taxesyessand other provisions and contingen
are reasonable, based on information availableeatime they are made. These estimates, judgmedtassumptions can affect the reported
amounts of assets and liabilities as of the dateetonsolidated financial statements, as wathaseported amounts of revenue and expe
during the periods presented. We also assess f@tesses in relation to threatened or pendingdtton and, if a loss is considered probable
and the amount can be reasonably estimated, wgnizeoan expense for the estimated loss. Actualteesould differ from these estimates.
See Note 6—Commitments and Contingencies.




Combined pension and post-retirement benefits

Our employees participate in the QCII pensind other post-employment benefit plans. We teféhe combined pension and post-
retirement benefits costs as net pension expense.

Depreciation

Property, plant and equipment are showrohdéepreciation on our balance sheet. As of JUh€305 and December 31, 2004
accumulated depreciation was $28.5 billion and &illion, respectively.

Stocl-based compensation

Some of our employees participate in QGlk&k option plans. These plans are accountedsiag the intrinsic-value recognition and
measurement principles of Accounting Principlesri@dapinion No. 25, "Accounting for Stock IssuecBmployees.” Under the intrinsic
value method no compensation expense is recogfozexgtions granted to employees when the strikeepof those options equals or exce
the value of the underlying security on the measerg date. Any excess of the stock price on thesoreaent date over the exercise price is
recorded as deferred compensation and amortizedlowaervice period during which the stock opéavard vests using the accelerated
method described in Financial Accounting Stand&uaisrd ("FASB") Interpretation ("FIN") No. 28, "Acoating for Stock Appreciation
Rights and Other Variable Stock Option or AwardrBla QCII allocates to us, through a contributionr, share of the deferred compensation
expense described herein based on options gramtada £mployees.

Had compensation cost for our employeeatsigiation in the QCII stock-based compensaticamplbeen determined under the fair-value
method in accordance with the provisions of StatgroéFinancial Accounting Standards ("SFAS") Na31"Accounting for Stock-Based
Compensation," our net income would have been ahtmthe pro forma amounts indicated below:

Three Months Ended
June 30, Six Months Ended June 30

2005 2004 2005 2004

(Dollars in millions)

Net Income
As reportec $ 25C % 19¢ % 51z $ 451
Remove: Stock-based employee compensation expense
included in net income, net of related tax effe QD 2 Q) QD

Include: Total stock-based employee compensation
expense determined under the fair-vahased method fi
all awards, net of related tax effe (6) (5) (12 (20

Pro forma net incom $ 24 $ 191 % 49¢  $  44C

The pro forma amounts reflected above nwye 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¢ordime the fair value can vary
significantly. See "Recently Issued Accounting Pramcements” below for further discussion of SFAS N28R.

Reclassifications

We utilize the cash management servic&dvadst Services Corporation, our direct parent ("QSQSC concentrates our cash with that
of all other QSC subsidiaries and manages andtsvies cash on our behalf. We previously reportedash and cash equivalents on our
balance sheets the




amount of cash held by QSC on our behalf for cashagement. QSC's cash management portfolio incalds money market funds,
commercial paper, investments in auction rate s#esiand U.S. government agency and corporatesnistdarch 2005, QCII reclassified
investment in auction rate securities from casheash equivalents into short-term investmentssicansolidated balance sheets. Following
QClI's reclassification of these investments, weidksd that our proportionate share of the QSC plotbf invested cash and our agency
relationship with QSC is more appropriately reféecby reclassifying out of cash and cash equivaliend short-term and long-term
investments our proportionate share of the investimeauction rate securities and U.S. governmgahay and corporate notes. Accordingly,
we have reclassified $218 million of cash and aglivalents as of December 31, 2004 into $206 aniltf short-term investments and

$12 million of other non-current assets in our camekd consolidated balance sheets. We have réieldssir interest in the investments
managed by our parent in our condensed consolidéaéeinents of cash flows, decreasing cash usédviesting activities by $135 million
from $794 million to $659 million for the six morgkended June 30, 2004. This reclassification hampact on previously reported total
assets or results of operations or on our debtr@s and it does not affect previously reportesh dbpws from operating or financing
activities.

Certain other prior period balances hawnlreclassified to conform to the current presémat
Recently issued accounting pronounceme

In July 2005, the FASB issued an exposuaét df its proposed interpretation intended taiffahe accounting for uncertain tax
positions. The interpretation's proposed effeatiate for us would be December 31, 2005. Until thal finterpretation is issued, we are uni
to estimate the ultimate impact on our financiatetents. However, if the interpretation is issimeits current form, it could result in a
significant cumulative charge upon adoption.

In May 2005, the FASB, as part of an effortonform to international accounting standaistsjed SFAS No. 154, "Accounting Char
and Error Corrections," which is effective for tleginning on January 1, 2006. SFAS No. 154 reqtivaisall voluntary changes in account
principles are retrospectively applied to priomfitial statements as if that principle had alwaenbused, unless it is impracticable to do so.
When it is impracticable to calculate the effeatsadl prior periods, SFAS No. 154 requires thatribe principle be applied to the earliest
period practicable. The adoption of SFAS No. 154dsanticipated to have a material effect on arfcial position or results of operations.

In April 2005, the Securities and Exchaggammission ("SEC") delayed the effective date cASHo. 123R, "Share-Based Payments."
SFAS No. 123R will now be effective for Qwest agta# interim reporting period beginning Januar2d06. SFAS No. 123R requires that
compensation cost relating to share-based paymargections be recognized in the financial statésregmsed on the fair value of the equity
or liability instruments issued. SFAS No. 123R asve wide range of share-based compensation amargs including share options,
restricted share plans, performance-based awdraie appreciation rights and employee share puegblass. We do not anticipate that the
adoption of SFAS No. 123R will have a material irttpan our financial position or results of operato

In March 2005, the FASB issued FIN 47, "éanting for Conditional Asset Retirement ObligasdnFIN 47 will be effective for Qwest
on December 31, 2005 and requires us to recogaizg setirement obligations that are conditionahduature event, such as the obligation to
safely dispose of asbestos when a building is refedd Uncertainty about the timing or settlementhefobligation is factored into the
measurement of the liability. We are in the proadsguantifying the impact FIN 47 will have on dimancial position and results of
operations.

In December 2004, the FASB issued SFAS188, "Exchanges of Non-Monetary Assets" which fective for us starting July 1, 2005.
In the past, we were required to measure the \aflassets
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exchanged in non-monetary transactions by usinge¢h®ook value of the asset relinquished. Und&kSSRo. 153, we will measure assets
exchanged at fair value, as long as the transabisrcommercial substance and the fair value ofiskets exchanged is determinable within
reasonable limits. A non-monetary exchange has caneial substance if the future cash flows of thiétyare expected to change
significantly as a result of the exchange. The #dapf SFAS No. 153 is not anticipated to haveatarial effect on our financial position or
results of operations.

Cash and cash equivalents, short-term investmentd bong-term investments

As noted above, we utilize the cash managemservices of QSC. QSC concentrates our cashtiwdtiof all other QSC subsidiaries and
manages and invests the cash on our behalf indacoe with its cash investment policy. The poliestricts investments to ensure
preservation of principal and maintenance of ligyidrhe cash balances we report on our balancetshepresent our portion of the QSC
portfolio of invested cash.

We consider cash on hand, deposits in banisnvestments purchased with original maturitieshiree months or less to be cash and
cash equivalents. Although cash and cash equivateiinces are generally unsecured, our balaneesaintained with financial institutions
that QSC and we believe are creditworthy. QSC's dagstment policy limits the concentration of@stments with specific financial
institutions or among certain products and inclugtiteria related to credit worthiness of any marar financial institution.

The QSC portfolio of short-term investmemés historically consisted primarily of auctioteraecurities. Auction rate securities are
highly liquid, variable-rate debt securities. Whihe underlying security has a stated maturityypidally 20 to 30 years, the interest rate is
reset through dutch auctions that are typicallygtesery 7, 28 or 35 days, creating a highly ligsidgrt-term instrument. The securities trade
at par and are callable at par on any interest payuaiate at the option of the issuer. Interesaid gt the end of each auction period. The QSC
portfolio of short-term investments also includeSlgovernment agency notes and corporate notscwitent maturities of less than twelve
months.

The QSC portfolio of long-term investmeotmsists of U.S. government agency notes and catgpontes with current maturities greater
than twelve months, but less than twenty-four menth

Note 2: Transfer of Qwest Wireless Operations

On May 1, 2004, we transferred ownershiQuafest Wireless to an affiliate. The transfer waslmin the form of a dividend to QSC,
and, as a result, no consideration was exchangeelt@this transfer, we no longer have wirelessaims, and the results of Qwest Wireless
operations are presented as discontinued operatidhese financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. Revenuesedldo these services are reflected in our cors@istatements of operations.
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The following table presents the summarizsiliits of operations related to our discontinogerations for the three and six months
ended June 30, 2004:

Three Months Six Months
Ended Ended

June 30, 2004

(Dollars in millions)

Revenue
Wireless operating reven $ 42 % 16€
Qwest revenue from affiliate wireless operati (20 43
Total revenue 32 12¢
Costs and expense
Costs of sale 19 64
Selling, general and administrati 18 88
Depreciation and amortizatic 1 7
Loss from operation (6) (39
Other expens-net (13 (53
Loss before income tax (19 (87)
Income tax benef 7 34
Loss from discontinued operatio $ 12 $ (53

Note 3: Borrowings

As of June 30, 2005 and December 31, 280dborrowings, net of discounts and premiums, isted of the following:

June 30, 2005 December 31, 2004

(Dollars in millions)

Current borrowings

Current portion of lon-term borrowings $ 61 $ 40C
Current portion of capital lease obligatic 2 5
Total current borrowing $ 63 $ 40¢

Long-term borrowings

Long-term notes $ 7,65¢ $ 7,25(
Long-term capital lease obligations and real estatest 5 5
Total lon¢-term borrowings $ 7,661 $ 7,25¢

Borrowing Activity

On June 17, 2005, Qwest Corporation ("Q&5Yed a total of $1,150 million in notes which sisted of $750 million in floating rate
notes due in 2013 with interest at LIBOR plus 3.28%67% for the current payment period) and $40ilaninotes due in 2015 bearing fixed
interest at 7.625% per annum. The notes are uregtgeneral obligations and will rank equally withod QC's other unsecured and
unsubordinated indebtedness. The covenant andltfaus are substantially the same as those agsdaivith QC's other long-term debt.

QC plans to file an exchange offer registrationesteent for a new issue of substantially identicges within 315 calendar days of the date of
issuance of the notes. If the exchange offer negish statement does not become effective withi Glendar days of the issuance of the
notes or the exchange offer is not consummatedmdth days of the registration statement's effectéss date, the rate at which cash interest
accrues will increase by 0.25% per annum. The @gdeenet proceeds from the offering have been bbeiused to fund investments in
telecommunication assets, repay indebtedness @adirited extent, for other general corporateppses.
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Repayment Activit

On June 7, 2005, QC announced cash teffidges ¢or the purchase of up to $250 million of eggate principal amount of QC's 6.625%
notes due September 15, 2005 (the "QC 6.625% Notasl up to $150 million of aggregate principaloamt of QC's 6.125% notes due
November 15, 2005 (the "QC 6.125% Notes"). QC ramkand accepted tenders of approximately $21lomiface amount of QC 6.625
Notes for $216 million, including accrued interes®$4 million, and approximately $129 million faaemount of QC 6.125% Notes f
$131 million, including accrued interest of $1 moifl. Also on June 20 and June 23, 2005 QC pre-guraiaggregate of $750 million face
amount of its $1.25 billion term loan maturing tm& 2007 for $775 million, including accrued inttref $2 million. These transactions
resulted in a loss of $37 million due to call amdgayment premiums that ranged from 0.680% to 3400

Exchange Activity

On May 27, 2005, QC announced registeretiange offers for its 7.875% notes due 2011 (t®412)C Notes") and its 8.875% notes
due 2012 (the "2012 QC Notes") pursuant to thesteggion rights agreements that QC entered intmimection with the issuance of these
outstanding notes. The terms of the registered 2D Notes and 2012 QC Notes issued in the exchefifigies are substantially identical to
the terms of the outstanding 2011 QC Notes and ZBdNotes, respectively, except that the trandstrictions, registration rights and
additional interest provisions relating to the ¢tantsling notes do not apply to the registered n@Q€scompleted the registered exchange ¢
for the 2011 QC Notes and 2012 QC Notes on JURDB5.

Interest Rate Swap Activit

In 2004 we entered into interest rate sagggements with notational amounts totaling $578ani We previously disclosed that these
interest rate swap agreements were designated-aslfize hedges, which effectively converted thaterl fixed-rate debt to floating rate
through the receipt of fixed-rate amounts in exdeafor floating-rate interest payments. While ttrecture of the swaps did not change, we
determined in the quarter ended March 31, 2005tkiese agreements did not meet all the requirenteitis treated as fairalue hedges. As
result of this change, the changes in the faireraliuthe swap agreements were included in othezresgp(income) in our condensed
consolidated results of operations. Had we appliedsame accounting treatment to the swap agresrireB004, the impact would have b
less than $1 million in our 2004 financial stateitsen

In the quarter ended June 30, 2005, weiterted each of these interest rate swap agreeraedtpaid $3 million to terminate the
agreements. The changes in fair value prior toiteation resulted in a net $13 million non-operatgan for the three months ended June 30,
2005 and a net $3 million non-operating loss ferdhx months ended June 30, 2005, respectivelychwdrmnounts are included in other
expense—net in our condensed consolidated redudisevations.

Note 4: Restructuring Charges

The restructuring reserve balances disclisskw are included in our condensed consolidaédaince sheets in accrued expenses and
other current liabilities for the current portiondaother long-term liabilities for the long-termrfion. As of June 30, 2005 and December 31,
2004, the amounts included as current liabilitiesen$29 million and $49 million, respectively, ahd long-term portions were $11 million
and $12 million, respectively.
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An analysis of activity associated with thesting restructuring reserves for the six momhded June 30, 2005 is as follows:

2004 2003 and Prior
Restructuring Restructuring
Plan Plans Totals

(Dollars in millions)

Balance at December 31, 2C $ 37 % 24 $ 61
Provisions — — —
Utilizations (13 3 (16)
Reversal: — (5) (5)

Balance at June 30, 20 $ 24 % 16 $ 40

We, as part of QCII's 2004 and prior restiting plans identified specific employee reduesian various functional areas to balance our
workload with business demands. As of June 30, 280Broximately 1,946 of the 2,090 planned emplogeections associated with QCII's
2004 employee reductions had been completed. Dthimgix months ended June 30, 2005, we utiliz&drfillion of the 2004 restructuring
reserves for severance payments pursuant to esstallseverance policies.

In prior periods, as a part of the 2003 pndr restructuring plans, we permanently abanddtieleased facilities with lease terms up to
five years and planned employee reductions. TheOlpanned employee reductions under QClI's 2088ueturing plan are complete. We
anticipate using the balance of the 2003 reserdepanr reserve balances primarily for on-goingpdatement services and remaining lease
payments provided by the plans.

Note 5: Contributions to QCII Segments and Revenunformation

Our operations are integrated into andoaré of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for QCII makes resource allocation decigand assessments of financial performance fardhsolidated group based on
wireline, wireless and other segmentation. For mimi@mation about QCII's reporting segments, s€#'Q annual report on Form 10-K for
the year ended December 31, 2004. Our businessmdass to the segments reported by QCII, but tlidl @ODM reviews our financial
information only in connection with our quarterlgdhannual reports that we file with the SEC. Consedjy, we do not provide our discrete
financial information to the CODM on a regular lsasi

Due to the May 1, 2004 transfer of our Wss operations to one of our affiliates, we n@karinclude wireless revenue and expenses in
our continuing operations. Wireless revenue aneese are included in our discontinued operatioes.Nbte 2—Transfer of Qwest Wireless
Operations. Following the transfer of the wirelepgrations, essentially all of our operations dbaote to QCII's wireline services segment.
As such, we no longer report our contribution toli3&egments, as this information does not diffiaterially from our consolidated
statements of operations. However, we continuagduige the following enterprise-wide information mvenues from external customers for
each group of similar products and services.

Three Months Ended Six Months Ended
June 30, June 30,

2005 2004 2005 2004

(Dollars in millions)

Voice service: $ 1,722 $ 1,798 $ 3,43( $ 3,64t
Data and Internet servic 53¢ 541 1,09¢ 1,072
Other service 2 2 7 9
Total operating revent $ 226: $ 233 $ 4530 $ 4,727

Voice services revenue includes local veiervices, IntraLATA long-distance voice servicad access services. Local voice services
revenue includes revenue from basic local exchargéces,
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switching services, custom calling features, enbdnmice services, operator services, collocateaamices and CPE. Local voice services
revenue also includes revenue from the provisioofa wholesale basis, network transport, bilsegvices and access to our local network.
IntraLATA long-distance voice services revenueties revenue from IntraLATA long-distance voicevarss within our local service area.
Access services revenue includes fees chargethéo loing-distance providers to connect to our netwo

Data and Internet services revenue incluid¢s services (such as traditional private limgmlesale private lines, frame relay, integrated
services digital network, asynchronous transfer enmad related CPE) and Internet services (suctSas Dternet dial access and related
CPE))

Note 6: Commitments and Contingencies

QCll is involved in several legal proceagtirto which we are not a party that, if resolvediagt QCII, could have a material adverse
effect on our business and financial condition. Wgge included below a discussion of these mattegether with a discussion of those
matters to which we are a party (primarily thossedssed below under the "Regulatory Matters" sulihgaas well as the "Colorado action”
described below). Only those matters to which veeaaparty represent contingencies for which we megerded, or could reasonably
anticipate recording, an accrual.

Throughout this note, when we refer toasslaction as "putative" it is because a clasbéas alleged, but not certified in that matter.
Until and unless a class has been certified by thet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent.

DOJ Investigation and Securities Actions

The Department of Justice ("DOJ") invedigaand the securities actions described belowesrematerial and significant risks to QCII.
The size, scope and nature of the restatementS€tfs@onsolidated financial statements for 200d 20600, which are described in QCIl's
previously issued consolidated financial statemémtthe year ended December 31, 2002 ("QCII's Zb@ancial Statements"), affect the
risks presented by this investigation and thesergtas these matters involve, among other thiQ@]'s prior accounting practices and
related disclosures. Plaintiffs in certain of tleewrities actions have alleged QCII's restatemeiteims in support of their claims. We can ¢
no assurance as to the impacts on our and QGCi#sdial results or financial condition that maymdétely result from all of these matters.
During 2003 and 2004, QCII recorded reserves ifinncial statements totaling $750 million in ceotion with these matters. On
October 21, 2004, QCII entered into a settlemettt thie SEC concluding a formal investigation cono®y QCII's accounting and
disclosures, among other subjects, that began iit 2@02. The $750 million reserve was reduced b2%million in December 2004 as a
result of a payment in that amount in connectioth@Cll's SEC settlement. The remaining reserveusrhiepresents a final payment to be
made in connection with the SEC settlement in theunt of $125 million and the minimum estimated amtof loss QCII believes is
probable with respect to the securities actionstritesd below.
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QCII has recorded its estimate of the minimliability because no estimate of probable laggliese matters is a better estimate thar
other amount. If the recorded reserve that willagmafter QCII has paid the amount owed under th€ Settlement is insufficient to cover
these other matters, QCII will need to record add#l charges to its statement of operations inruperiods. Additionally, QCII is unable at
this time to provide a reasonable estimate of figeuend of the range of loss associated with thesaining matters due to their preliminary
and complex nature, and, as a result, the amouhitt@€ reserved for these matters is its estimbtieeolowest end of the possible range of
loss. The ultimate outcomes of these matters drarstertain and there is a significant possigitihat the amount of loss QCIl may ultimat
incur could be substantially more than the resérkias provided.

At this time, QCII believes that it is patiile that a portion of the recorded reserve fostmuirities actions will be recoverable from a
portion of the insurance proceeds that were platedrust to cover its losses and the lossesdividual insureds following its November 12,
2003 settlement of disputes with certain of itaiagice carriers related to, among other thingsintestigation and securities actions
described below. The insurance proceeds are subjetdims by QCII and other insureds for, amorfieothings, the costs of defending
certain matters and, as a result, such proceedsearg depleted over time. In any event, the teamsconditions of applicable bylaws,
certificates or articles of incorporation, or agnemts or applicable laws may obligate QCII or ugttemnify its or our current and former
directors, officers and employees with respecettain liabilities, and QCIl and we have been advagnlegal fees and costs to many current
and former directors, officers and employees imeation with the DOJ investigation, securities @tsiand certain other matters.

QCII continues to defend against the séiesractions vigorously and is currently unable@tovide any estimate as to the timing of the
resolution of these actions. Any settlement ofugigment in one or more of these actions substintiaéxcess of QCII's recorded reserves
could have a significant impact on QCIl, and QG@hajive no assurance that it will have the res@uasgilable to pay any such judgment.
The magnitude of any settlement or judgment remyftiom these actions could materially and advgrafiect QCII's ability to meet its debt
obligations and its financial condition, potentyalinpacting its credit ratings, its ability to assecapital markets and its compliance with debt
covenants. In addition, the magnitude of any settlesnent or judgment may cause QCII to draw doignicantly on its cash balances,
which might force QCII to obtain additional finangior explore other methods to generate cash. ®ethods could include issuing
additional securities or selling assets. As a wholned subsidiary of QCII, our business operatims financial condition would be
similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by th&LAttorney's Office for the District of Coloradba criminal investigation of QCII's
business. QCII believes the U.S. Attorney's Officevestigating various matters that include tia@sactions related to the various
adjustments and restatements described in QCI02 Ethancial Statements, transactions between @@lIcertain of its vendors and certain
investments in the securities of those vendorsilividuals associated with QCII, and certain pdclosures made by QCII. QCll is
continuing in its efforts to cooperate fully withet U.S. Attorney's Office in its investigation. Hewer, QCIl cannot predict the outcome of
this investigation or the timing of its resolution.

Securities Actions

QCll is a defendant in the securities ardidescribed below. Plaintiffs in these actionsehaariously alleged, among other things, that
QCll violated federal and state securities lawsgiagred in fraud, civil conspiracy and negligent egesentation, and breached fiduciary
duties owed to investors and current and formerleyegs. Other defendants in one or more of thesenadnclude current
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and former directors of QCII, former officers andmoyees of QCII, Arthur Andersen LLP, certain istraent banks and others.

. Consolidated securities action Twelve putative class actions purportedly broughbehalf of purchasers of publicly traded
securities of QCII between May 24, 1999 and Felyrddr 2002 have been consolidated into a conselitisg¢curities action
pending in federal district court in Colorado. Tiret of these actions was filed on July 27, 20RIhintiffs allege, among other
things, that defendants issued false and mislediingcial results and made false statements a@@@iits business and
investments, including making materially false etaénts in certain QCII registration statements. flest recent complaint in
this matter seeks unspecified compensatory danaygesther relief. However, counsel for plaintifesshindicated that the
putative class will seek damages in the tens 66b# of dollars. Further, a natlass action brought by Stichting Pensioenfc
ABP ("SPA") (described below under "SPA action"} ladso been consolidated with the consolidatedrgesuaction.

. ERISA actions. Seven putative class actions purportedly brooghtehalf of all participants and beneficiarieshaf Qwest
Savings and Investment Plan and predecessor glatig Plan, from March 7, 1999 until January 130£have been
consolidated into a consolidated action in feddistrict court in Colorado. These suits also purpoiseek relief on behalf of
the Plan. The first of these actions was filed iarbh 2002. Plaintiffs assert breach of fiduciaryyduaims against QCII and
others under the Employee Retirement Income SgcAicit of 1974, as amended, alleging, among othieg#) various
improprieties in managing holdings of QCII stocKklie Plan. Plaintiffs seek damages, equitable acththtory relief, along
with attorneys' fees and costs and restitutionoA-alass action alleging similar claims was filadhe federal district court in
Montana in June 2003 and was later transferredderfil district court in Colorado.

. Colorado action. A putative class action purportedly brought ohdiof purchasers of QCII's stock between June080
and June 27, 2002 and owners of U S WEST stockioa 28, 2000 is pending in Colorado in the Dist@ourt for the County
of Boulder. We are also a defendant in this acfidns action was filed on June 27, 2002. Plaintffege, among other things,
that the defendants issued false and misleadibgnséamts and engaged in improper accounting praciticerder to accomplish
the U S WEST/Qwest merger, to make QCII appearessful and to inflate the value of QCII's stoclaiftiffs seek
unspecified monetary damages, disgorgement ofilllggins and other relief.

. New Jersey action. An action by the State of New Jersey (Treasumpdbenent, Division of Investment), or New Jerssy, i
pending in the New Jersey Superior Court, Mercarm®a This action was filed on November 27, 2008wNlersey alleges,
among other things, that defendants caused Q@& o trade at artificially inflated prices by playing improper accountir
practices and by issuing false statements abouk€tlisiness, revenues and profits, and contemdsttimcurred hundreds of
millions of dollars in losses. Among other requdgtglief, New Jersey seeks from the defendantstlyoand severally,
compensatory, consequential, incidental and pundamages.

. CalSTRS action. An action by the California State Teachers' Ratient System, or CalSTRS, is pending in the Superio
Court of the State of California in and for the @tuof San Francisco. This action was filed on Deler 10, 2002. CalSTRS
alleges, among other things, that defendants edgagescheme to falsely inflate QCII's revenue dacrease its expenses so
that QCII would appear more successful than itabtwas during the period in which CalSTRS purethQCII securities, al
asserts that defendants' actions caused it taresecess of $150 million invested in QCII's equatyd debt securities. Plaintif
seek compensatory, special and punitive damag&gutsn, pre-judgment interest and costs.
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. SURSI action. An action by the State Universities Retiremergt&m of Illinois, or SURSI, is pending in the CiitcGourt of
Cook County, lllinois. This action was filed on dany 10, 2003. SURSI alleges, among other thirgg,defendants engaged
in a scheme to falsely inflate QCII's revenues dectease its expenses by improper conduct relatedrtsactions with variot
customers and suppliers and claims that its Idseesinvestments in QCII securities are in exces$1@.5 million. SURSI
seeks, among other things compensatory and puniireages, costs, equitable relief, including annigjion to freeze or
prevent disposition of the defendants' assetsdagbrgement.

. SPA action. An action by SPA is pending in federal distriotict in Colorado. This action was filed on Februgy2004. SPA
alleges, among other things, that defendants aeatalse perception of QCII's revenues and gremispects and that its
losses from investments in QCII securities arexitess of $100 million. SPA seeks, among other thingmpensatory and
punitive damages, rescission or rescissionary damaye-judgment interest, attorneys' fees and.cost

. SHC action. An action by Shriners Hospital for Children, d1G, is pending in federal district court in Colooad his action
was filed on March 22, 2004. SHC alleges, amongrathings, that defendants issued false and mislgdithancial reports
about QCII. SHC alleges compensatory damages abajppately $17 million. SHC seeks compensatory puitive damage
interest, costs and attorneys' fees.

. TRSL action. An action by the Teachers' Retirement Systemonfisiana, or TRSL, is pending in federal distriotict in
Colorado. This action was filed on or about Maréh 2004. TRSL alleges, among other things, thatrlidnts issued false and
misleading financial reports about QCII. TRSL alegompensatory damages of approximately $23 mili&RSL seeks
compensatory and punitive damages, interest, enst&ttorneys' fees.

. NYC Funds action. An action by a number of New York City pensiomaatirement funds, or NYC Funds, is pending in
federal district court in Colorado. This action vided on September 22, 2004. NYC Funds allege,ragrasher things, that
defendants created a false perception of QCllI'smees and growth prospects and that their lossesifivestments in QCII
securities are in excess of $300 million. NYC Fusesk, among other things, compensatory and pardgwnages, rescission
or rescissionary damages, pre-judgment interdstnalys' fees and costs.

KPNQwest Litigation

A putative class action is pending in teddral district court for the Southern DistrictNdw York against QCII, certain of its former
executives who were also on the supervisory boakPdNQwest (in which QCIl was a major shareholdard others. This lawsuit was
initially filed on October 4, 2002. The current colaint alleges, on behalf of certain purchasensPNQwest securities, that, among other
things, defendants engaged in a fraudulent schexh@eceptive course of business in order to inHR&lQwest's revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamages and/or rescission as appropriate agairestdsgits, as well as an award of
plaintiffs’ attorneys' fees and costs.

On October 31, 2002, Richard and Marcian@yao-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendaléges, among other things, that the defendaolated state and federal securities |i
and breached their fiduciary duty in connectiorhvifitvestments by plaintiffs in securities of KPNQweQCll is a defendant in this lawsuit
along with Qwest B.V. (a subsidiary of QCII), Jokéyacchio, QCII's former Chairman and Chief Examifficer, and John McMaster, the
former President and Chief Executive
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Officer of KPNQwest. Plaintiffs claim to have lagbproximately $10 million in their investments ifPKQwest.

On June 25, 2004, J.C. van Apeldoorn afid Eeijer, in their capacities as trustees in thedb bankruptcy proceeding for KPNQwest,
filed a complaint in the federal district court thie District of New Jersey alleging violationstioé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenutattitis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, QClI's former Chieh&incial Officer, and John McMaster. Plaintiffs gbe among other things, tF
defendants' actions were a cause of the bankrapticiPNQwest and the bankruptcy deficit of KPNQwwsis in excess of $3 billion.
Plaintiffs seek compensatory and punitive damaagsvell as an award of plaintiffs’ attorneys' fard costs.

On June 17, 2005, Appaloosa InvestmentteidiPartnership I, Palomino Fund Ltd., and Appadddanagement L.P. filed a complaint
in the federal district court for the Southern Dettof New York against QCII, Joseph Nacchio, JéfeMaster and Koninklijke KPN N.V.
("KPN"). The complaint alleges that defendantsatietl federal securities laws in connection withghechase by plaintiffs of certain
KPNQwest debt securities. Plaintiffs seek compaengatamages, as well as an award of plaintifferattys' fees and costs.

Various former lenders to KPNQwest or tlagisignees, including Citibank, N.A., Deutsche BafkLondon and others have notified
QCII of their intent to file legal claims in conrt@m with the origination of a credit facility arsilibsequent borrowings made by KPNQwest of
approximately €300 million under that facility. Theave indicated that QCIl would be a defendarthis threatened lawsuit along with
Joseph Nacchio, John McMaster, Drake Tempest, Qfolimer General Counsel, KPN and other former eggas of QCII, KPN or
KPNQwest.

The four KPNQwest litigation matters debed above are in preliminary phases and QCII veifedd against the four filed cases
vigorously and will likewise defend against thetfimatter if it is filed. QCII has not yet condudtdiscovery on plaintiffs' possible
recoverable damages and other relevant issues, Qitlsis unable at this time to estimate reasonahiange of loss that it would incur if the
plaintiffs in one or more of these matters werprevail. Any settlement or judgment in certainlud$e matters could be significant, and QCII
can give no assurance that it will have the resssiavailable to pay any such judgment. In the eskan adverse outcome in certain of these
matters, QCII's financial condition and its abilibymeet its debt obligations could be materiafig adversely affected. As a wholly owned
subsidiary of QCII, our business operations andrfiaial condition would be similarly affected.

Regulatory Matters

As described below, formal proceedings igjais have been initiated with the public utiittsommissions in several states alleging,
among other things, that we, in contravention defal and state law, failed to file interconnectammeements with the state commissions and
that we therefore allegedly discriminated agaistous CLECs. The complainants seek fines, pesadtiel/or carrier credits.

. Minnesota. On February 14, 2002, the Minnesota Departme@uaohmerce filed a formal complaint against us ki
Minnesota Public Utilities Commission. On NovembeR002, the Minnesota Commission issued a writteler finding
against us. The Minnesota Commission's final, emitiecision was issued on May 21, 2003 and woujdire a penalty
payment to the state of approximately $26 milliod @ayments of carrier credits of approximately #iiion. Of the
$18 million, about $3 million has been releasedHgycarriers in bankruptcy proceedings. The Minte&ommission, the
carriers and Qwest each appealed portions of tbisida to the federal district court in Minnesadad the district court upheld
the penalty and vacated the
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carrier credits. The Minnesota Commission, theieegrand Qwest each have appealed to the EightluiCZourt of Appeals.

. Colorado. On April 15, 2004, Qwest and the Office of Consur@ounsel for Colorado entered into a settlenseriiject to
Colorado Commission approval, that would requiree®wo pay $7.5 million in contributions to staééetommunications
programs and that offers CLECs credits that cootial pproximately $9 million. Of the $9 millionbaut $2 million has been
released by the carriers in bankruptcy proceediflgs.administrative law judge recommended rejeatittie settlement and
the initiation of a show cause docket against QwiEst administrative law judge's recommendationecaefore the
Commission on motions for reconsideration, and pnl&5, 2005 the Commission issued an order gatiat it will not open
a show cause proceeding at this time but rathéiopén a new proceeding to consider the propostdreent. Hearings on the
proposed settlement are scheduled for Septembér. 200

. New Mexico. In December 2004, Qwest, the New Mexico Sta#,Ntew Mexico Attorney General and party-CLECs eader
into and filed for approval a settlement that worddolve all claims for penalties and credits footal payment of $3.5 millior
On June 30, 2005, the Commission approved thesedtit.

. Oregon. On June 17, 2005, the Oregon Commission appra\stighulation between Qwest and the Oregon Stathi®
payment of a penalty of approximately $1 million.

Also, some telecommunications providersehiiled private actions based on facts similahtmse underlying these administrative
proceedings. These private actions, together wiyhsamilar, future actions, could result in addiéd damages and awards that could be
significant.

On July 15, 2004, the New Mexico state faiguy commission opened a proceeding to investigdtether we are in compliance with or
are likely to meet a commitment that we made in12@Ginvest in communications infrastructure in Nig\@xico through March of 2006
pursuant to an Alternative Form of Regulation pl&kFOR"). The AFOR says, in part, that "Qwest cortmd devote a substantial budget to
infrastructure investment, with the goal of achigyvthe purposes of this Plan. Specifically, Qwelitmake capital expenditures of not less
than $788 million over the term of this Plan. Tleigel of investment is necessary to meet the comerits made in this Plan to increase
Qwest's investment and improve its service qualitfyew Mexico." Multiple parties filed commentstimat proceeding and variously argued
that we should be subject to a range of requiresnectuding an escrow account for capital spendiggy investment obligations, and
customer credits or price reductions.

On April 14, 2005, the Commission issusdFinal Order in connection with this investigatitmthis Final Order, the Commission ruled
that the evidence in the record indicates Qwedtnaetl be in compliance with the investment committna the conclusion of the AFOR in
March, 2006, and if the current trend in Qwestfsitahexpenditures continues, there will be a shdrof $200 million or more by the end of
the AFOR. The Commission also concluded that QWvastan unconditional commitment to invest $788iomlbver the life of the AFOR.
Finally, the Commission ruled that if Qwest faibsdatisfy this investment commitment, any shortfalist be credited or refunded to Qwest's
New Mexico customers. The Commission also openaeshéorcement and implementation docket to reviewe&is investments and consi
the structure and size of any refunds or creditsetissued to customers. On May 12 and 13, 200%i|edeappeals in federal district court a
in the New Mexico State Supreme Court, respectjwdallenging the lawfulness of the CommissionteaFOrder. On May 31, 2005, the
Commission issued an order, in response to a Qepstt filed on May 20, 2005, designating a heagrgminer to conduct proceedings
addressing whether customer credits and refundddibe imposed on Qwest based on Qwest's investiesis as of June 30, 2005, and
prior to the expiration of the AFOR in March 2006.
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Qwest has vigorously argued, and will comgi to argue, among other things, that the undeylgurpose of the investment commitment
set forth in the AFOR has been met in that Qwestrhet all service quality and service deploymettigations under the AFOR; that, in light
of this, it should not be held to a specific amoofiinvestment; and that the Commission has fdibeidclude all eligible investments in the
calculation of how much Qwest has actually inveshéelvertheless, Qwest believes it is unlikely tlmrinission will reverse its determinati
that Qwest has an unconditional obligation to in%¥88 million over the term of the AFOR. In additj Qwest has argued, and will continue
to argue, that customer credits or refunds arengreimissible and illegal form of relief for the Conssion to order in the event there is an
investment shortfall.

Qwest believes there is a substantialihikeld that the ultimate outcome of this matter wakult in it having to make expenditures or
payments beyond those it would otherwise makeamtirmal course of business. These expenditurgayonents could take the form of one
or more of the following: penalties, capital invaent, basic service rate reductions and custonfigmae or credits. At this time, however,
Qwest is not able to reasonably estimate the amafuthese expenditures or payments and, accordihgly not reserved any amount for such
potential liability. Any final resolution of this atter could be material.

To the extent appropriate, we have providsgrves for the above matters. We have othetategy actions pending in local regulatory
jurisdictions, which call for price decreases, refsi or both. These actions are generally routiikirgeidental to our busines

Other Matters

In January 2001, an amended class actiompleont was filed in Denver District Court on befhafl a class of U S WEST stockholders of
record as of June 30, 2000, the day of the U S WEST merger, alleging that QCII had a duty to gaguarterly dividend that had been
declared by the U S WEST Board of Directors on yriZ000. The complaint named as defendants Qdlindividuals who served on the
U S WEST Board of Directors in June 2000, and Jo®¢gcchio. Plaintiffs claimed that the defendantisrapted to avoid paying the divide
by changing the record date from June 30, 200@lt01D, 2000, a claim QCII denied. Plaintiffs sougamages of approximately
$273 million plus interest, a constructive trusbofClI's assets in the amount of the dividendis;@nd attorneys' fees on behalf of the ¢
which was certified by the court in January 2006.J0ne 24, 2005, the court preliminarily approvéib@ million settlement, almost half of
which will be funded by the defendants' insuretse Settlement is still subject to final court ap@io and will be reviewed at a hearing on
August 30, 2005 to determine whether it is faistjueasonable and adequate as to the class. @€#dtrued an amount for the portion of the
settlement that will be funded by it.

Several putative class actions relatindhinstallation of fiber optic cable in certaights-of-way were filed against QCII on behalf of
landowners on various dates and in various conr@aiifornia, Colorado, Georgia, lllinois, Indiarnéansas, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT&or the most part, the complaints challengd'Q@ght to install its fiber optic cable
in railroad rights-of-way. Complaints in Coloradtiinois and Texas also challenge QCII's rightnistall fiber optic cable in utility and
pipeline rights-of-way. The complaints allege ttrat railroads, utilities and pipeline companies @alimited property right-of-way that did
not include the right to permit QCII to install QGlfiber optic cable in the right-of-way withouie Plaintiffs' consent. Most actions
(California, Colorado, Georgia, Kansas, Louisiavigssissippi, Missouri, North Carolina, Oregon, So@arolina, Tennessee and Texas)
purport to be brought on behalf of state-wide aasa the named plaintiffs’ respective states. Béwaetions purport to be brought on behalf
of multi-state classes. The lllinois state couttaacpurports to be on behalf of landowners imbis, lowa, Kentucky, Michigan, Minnesota,
Nebraska, Ohio and Wisconsin. A newly filed lllisdederal court action purports to be on behalaoflowners in Arkansas, Californ
Florida, lllinois, Indiana,
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Missouri, Nevada, New Mexico, Montana and Oregdre Thdiana action purports to be on behalf of #onat class of landowners adjacent
to railroad rights-of-way over which QCII's netwgrksses. The complaints seek damages on theotiespéss and unjust enrichment, as
well as punitive damages.

On January 20, 2004, QCII filed a complainthe District Court for the City and County oéBver against KMC Telecom LLC and
several of its related parent or subsidiary comgm(gollectively, "KMC") Subsequently, QCII filesh@amended complaint to name additional
defendants, including General Electric Capital @oation ("GECC"), one of KMC's lenders, and GECIEdia complaint in intervention.

QCIl is seeking a declaration that a series of@agents with KMC and its lenders are not effectigeduse conditions precedent were not
satisfied and to recoup other damages and attdrfe®gsand costs. These agreements would obligatet@pay a net incremental amount of
approximately $105 million if determined to be effee. GECC and KMC have asserted counterclaimsléataratory judgment and
anticipatory breach of contract. GECC and KMC saeleclaration that the relevant agreements arffdotend claim monetary damages for
anticipatory breach of the agreements and thairradys' fees and costs. QCII has not reserved oyt for this matter.

The Internal Revenue Service, or IRS, pseploa tax adjustment for tax years 1994 througl®.188e principal issue involves QCIlI's
allocation of costs between lomgrm contracts with customers for the installatidrconduit or fiber optic cable and additional caitar fiber
optic cable retained by QCII. The IRS disputes @CGlllocation of the costs between it and thirdipar Similar claims have been asserted
against QCII with respect to the 1997 to 1998 dned1998 to 2001 audit periods. The 1994-1996 cisiaurrently being litigated in the Tax
Court and QCII does not believe the IRS will becassful, although the ultimate outcome is uncert&i@CII were to lose this issue for the
tax years 1994 through 1998, QCII estimates it @dwlve to pay $57 million plus interest pursuartatosharing agreements with the
Anschutz Company relating to those time periods.

In 2004, QCII recorded income tax experfsgl®&8 million related to a change in the expetieihg of deductions related to its tax
strategy, referred to as the Contested Liabilitgéleration Strategy ("CLAS"), which it implement®d2000. CLAS is a strategy that sets
aside assets to provide for the satisfaction cfréag liabilities associated with litigation inaxtefficient manner. CLAS accelerated
deductions for contested liabilities by placingeassor potential litigation liabilities out of thmontrol of the company and into trusts managed
by a third party trustee. In July 2004, QCII wasrfally notified by the IRS that it was contestihg ICLAS tax strategy. Also in July 2004, in
connection with the preparation of its financialtsments for the fiscal quarter ended June 30,,200#as a result of a series of notices on
CLAS strategies issued by the IRS and the recéilgipal advice with respect thereto, QCII adjustediccounting for CLAS as required by
SFAS No. 109 "Accounting for Income Taxes." Therg®in expected timing of deductions caused arease in QCII's liability for
uncertain tax positions and a corresponding iner@agts net operating loss carry-forwards ("NOL&gcause QCII is not currently
forecasting future taxable income sufficient tdimathe benefits of this increase in its NOLseitorded an increase in its valuation allowance
on deferred tax assets as required by SFAS No.Addtionally, in September 2004 the IRS proposgeaalty of $37 million on this
strategy. QCII believes that the imposition of agley is not appropriate as it acted in good faitimplementing this tax strategy in reliance
on two contemporaneous tax opinions and adequdigtjosed this transaction to the IRS in its ihigiad subsequent tax returns. QCII inte
to vigorously defend its position on this and otteer matters.

QCII has other tax related matters pendigginst it. QCII believes it has adequately prodifte these matters.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 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 undierdaption constitute forward-looking statemente SSpecial Note Regarding Forward-
Looking Statements" at the end of this Item 2 fditional factors relating to such statements asagefor a discussion of certain risk factors
applicable to our business, financial condition eeglilts of operations.

Business Overview and Presentati

We provide local telecommunications andteHl services, IntraLATA long-distance services @aid services within our local service
area, which consists of the 14-state region ofdkr& Colorado, Idaho, lowa, Minnesota, Montana,rlglta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyomnhg.operations are included in the consolidateztatpons of our ultimate parent,
QCII, and generally account for the majority of @€tonsolidated revenue. Our telecommunicationsgyects and services are provided
through our traditional telephone network locatéthin our local service area. In addition to ouemgtions, QCIl maintains a wireless
business (comprised of the wireless operationsavesterred to an affiliate in May 2004) and a nagidiber optic network. Through its fiber
optic network, QCII provides the following wirelingroducts and services that we do not provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access; and

. Professional services.

For certain other products and servicepreide and for a variety of internal communicaidanctions, we utilize QCII's fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network, QCII provides matally some data and Internet access
services, including private line, ATM and Framed&ehhich are similar to what we provide within docal service area.

Our analysis presented below is organingutdvide the information we believe will be ingttive for understanding the relevant trends
going forward. However, this discussion should deedrin conjunction with our condensed consolidéiteahcial statements in Item 1 of Part |
of this report, including the footnotes theretort@im prior year revenue and expense amounts heae teclassified to conform to the current
year presentation

Our operations are integrated into andparé of the segments of the QCII consolidated grdine chief operating decision maker, or
CODM, for us is the same as that for the consaddigroup. The CODM makes resource allocation detisand assessments of financial
performance for the consolidated group based oeliwé, wireless and other segmentation. For mdaermation about QCII's reporting
segments, see QCII's annual report on Form 10-khfyear ended December 31, 2004. Our businesstmgdrs to the segments reported by
QCII, but the QCII CODM reviews our financial infoation only in connection with our quarterly andhaal reports. See further discussion
in Note 5—Contributions to QCIlI Segments and Reeelmfiormation to our condensed consolidated firgrstatements in Iltem 1 of Part | of
this report.
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Business Trend:
Our results continue to be impacted by mlmer of factors influencing the telecommunicatiordustry as follows:

. Industry competition is based primarily on pricipgckaging of services and features, quality ofiserand increasingly on
meeting customer care needs. We expect this teeadrtinue. Our on-going response to industry cditipe has included
initiatives to retain and win-back customers byimgl out new or expanded services such as DSL, Imghdf expanded feature-
rich products and improving the quality of our @mser service.

. The consolidation trend in the telecommunicatiomiistry, as exemplified by the current proposedgers;, could have
significant impact on customer choice and may impac efforts to win customers and strengthen asitfpn as a national
provider of communications services. Our revenugsexpenses may also be impacted as partners toeitgers integrate and
consolidate their operations.

. We expect technology substitution such as wiredesstitution for wireline telephones, cable telaphsubstitution for wirelin
telephony and cable modem substitution for diangalem lines and DSL to continue to cause additianedss line losses.

. Employees represented by labor unions represaghidicant portion of our work force and of the umgtry. We are currently in
negotiations with the Communications Workers of Aigee ("CWA") and the International Brotherhood dé&rical Workers
("IBEW") regarding agreements that expire on AudL&t2005. The impact of these negotiations coaleera material impact
on our future financial results and financial piasitirom changes to our wage and benefit strudnakeiding, but not limited tc
wage rates, health care costs, pensions and fivstwrent benefit obligations.

. Our results continue to be impacted by regulatesponses to the competitive landscape for bothocat and long-distance
services. For instance, recent FCC decisions, dimefpits Triennial Review Remand Order, may faatit some carriers
converting existing special access transport sesvic lower priced UNE transport. Such conversamsgd have a significant
impact on our future financial results.

. We expect business users of telecommunicationcas¥o increasingly want to receive all of theiwvas from one provider.
Results of Operation
Overview

We generate revenue from the provisionadte services, data and Internet services, othreices and services to our affiliates. Certain
prior period revenue and expense amounts haverbekssified to conform to the current period pnéston. Depending on the product or
service purchased, a customer may pay an up-feentaf monthly fee, a usage charge or a combinafitrese. The following is a description
of the sources of our revenue:

. Voice services.Voice services revenue includes local voice sewilntraLATA long-distance voice services anceasc
services. Local voice services revenue includesme# from basic local exchange services, switch@mgices, custom calling
features, enhanced voice services, operator sepdodiocation services and related equipment. Leaige services revenue
also includes revenue from the provision of netwoaksport, billing services and access to ourllnetwork on a wholesale
basis. IntraLATA long-distance voice services rax@includes revenue from IntraLATA long-distance/gees within our
local service area. Access services revenue inslfeds charged to other long-distance providec®mmect to our network.
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. Data and Internet service Data and Internet services revenue includessataces (such as traditional private lin
wholesale private lines, frame relay, ISDN and ATavid Internet services (such as DSL, Internetatiaéss and related

equipment).

. Other services. Other services revenue is predominantly deriverdhfthe sublease of some of our unused real exdatds,
such as space in our office buildings, warehousdso¢her properties.

. Affiliate services. Affiliate revenue is derived from telecommunicats and other services provided to our affiliatetities.
We generally provide the same telecommunicationdymts and services to our affiliated entities asdw in the marketplace.
These services include both retail and wholesaldymts and services. In addition, we provide Hillicollection, joint
marketing, lease of space, and other non-telecoruations services to affiliates.

In order to better serve the similar negfdsur small business and consumer customers, we ¢@nbined these customers into a new
channel, which we refer to as "mass markets," ave heclassified our small business customerslifpesgods presented. The following table
summarizes our results of operations for the threksix-months ended June 30, 2005 and 2004:

Operating revenue
Operating expenst

Operating incom:
Other expens—net

Income before income taxes and
discontinued operatior
Income tax expens

Income from continuing operatiol
Loss from discontinued operations, net of
of $0, $7, $0 and $34, respectivi

Net income

Three Months Ended

Six Months Ended

June 30, June 30,
Increase/ Increase/
2005 2004 (Decrease) % Change 2005 2004 (Decrease) % Change
(Dollars in millions) (Dollars in millions)

$ 254z $ 256/ $ (22 1% $ 509 $ 518 $ (89) (2)%
1,97: 2,077 (104) (5)% 3,93¢ 4,071 (132) (3)%
56¢ 487 82 17% 1,15¢ 1,111 43 4%
16€ 141 27 19% 33C 28t 45 16%

401 34€ 55 16% 824 82€ 2 nm
(151) (13€) (15) 11)% (312 (322 10 3%
25C 21C 40 19% 51z 504 8 2%

— (12) 12 nm — (53) 53 nm
$ 25C $ 98¢ % 52 26% $ 51z % 451 % 61 14%

I ] I ]

nm—percentages greater than 200% and comparistwedre positive and negative values or to zero wadwe considered not meaningful.

Operating Revenues

The following table compares operating reses including detail of customer channels forttinee and six months ended June 30, 2005

and 2004:

Voice service:

Data and Internet servic
Affiliate services

Other service

Total operating revenut

Three Months
Ended June 30,

Six Months
Ended June 30,

Increase/ Increase/
2005 2004 (Decrease) % Change 2005 2004 (Decrease) % Change
(Dollars in millions) (Dollars in millions)
$ 172z $ 179 % (73) 4%$ 343 $ 3648 $ (21%) (6)%
53¢ 541 3 (1)% 1,09: 1,07¢ 20 2%
28C 22¢ 54 24% 562 458 10€ 24%
2 2 — — 7 9 2 (22)%
$ 254: $ 256/ $ (22 (1)% 509: $ 518 $ (89) (2)%
I S I I

nm—percentages greater than 200% and comparistwedre positive and negative values or to zero wadwe considered not meaningful.
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Voice Service:

The decrease in voice services revenuthéothree and six months ended June 30, 2005 waandy due to access line losses in our
business and mass markets channels from compgiiasures and technology substitution partialgetfoy Universal Service Fund, or
USF, rate increases. The decrease in our wholehaleel is primarily due to the sale of our payghbusiness in August 2004 partially of
by a favorable settlement of $23 million from atomser billing dispute during the quarter ended J8@e2005. The following table shows ¢
access lines by channel as of June 30, 2005 antl 200

Access Lines *

As of June 30,

Increase/ %
2005 2004 (Decrease) Change
(in thousands)
Business 2,48¢ 2,65t (16€) (6)%
Mass Market: 10,79( 11,28: (493 (4)%
Wholesale 1,807 1,901 (94) (5)%
Total 15,08¢ 15,83¢ (759 (5)%

* We may modify the channel classification of oures=clines from time to time in our efforts to betpproximate the related revenue
channels and better reflect how we manage our bssin

Data and Internet Service

The decrease in data and Internet serficabe three months ended June 30, 2005 was phnatare to the termination of our wholesale
modem services product, a decrease in Frame Relayue and select ISDN customers migrating to their platform in the quarter ended
June 30, 2005 partially offset by the below mergbsubscriber growth.

The increase in data and Internet servieesnue for the six months ended June 30, 2005vimsrily due to subscriber growth of our
DSL product as a result of our expanded servicéability and increased penetration of DSL in ousisa markets channel partially offset by
the termination of our wholesale modem serviceslypecbin April 2005.

Affiliate Services

The increase in affiliate services revefanghe three and six months ended June 30, 2085wmarily caused by increases in switched
access, private line and billing and collectionviarss provided to our long-distance affiliate angtg3t Communications Corporation. The
increase in these services was offset by a reduttiservice revenues from external customers aaslagsociated with growth in the
affiliate's long-distance business.
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Operating Expenses

The following table provides further detagarding our operating expenses for the threesenithonths ended June 30, 2005 and 2004.

Three Months Ended Six Months Ended
June 30, June 30,
Increase/ % Increase/ %
2005 2004 (Decrease) Change 2005 2004 (Decrease) Change
(Dollars in millions) (Dollars in millions)
Operating expense
Cost of sales
Affiliate costs $ 65 $ 101 % (36) (36)% $ 11€ % 17¢ % (52 B1)%
Network expense 57 51 6 12% 104 90 14 16%
Employer«related cost 334 382 (48) (13)% 69E 764 (69) (9)%
Other no-employee related cos 133 11& 18 16% 25¢€ 224 34 15%
Total cost of sale 58¢ 64¢ (60) (9)% 1,17¢ 1,24¢ (73 (6)%
Selling, general and administrati\
Affiliate costs 29€ 324 (26) (8)% 59€ 602 (5) (1)%
Property and other tax 10C 92 8 9% 187 15¢ 28 18%
Bad debt 17 (34) 51 nm 40 3 37 nm
Restructuring and severance related
costs ?3) 54 (57) nm 2 56 (54) (96)%
Employerrelated cost 143 13€ 7 5% 284 29¢ (14) (5)%
Other no-employee related cos 16€ 158 8 5% 32C 33¢ (19 (6)%
Total selling, general and
administrative 721 73C 9) 1)% 1,431 1,45¢ 27) 2)%
Depreciatior 57¢ 584 (6) 21)% 1,157 1,15¢ 2 —
Amortization of capitalized software and
other intangible asse 85 95 (10) (11)% 17¢€ 187 (11) (6)%
Asset impairment chargi — 19 19 nm — 19 (19 nm
Total operating expens: $ 197 $ 2077 $ (104) 5% $ 3,93¢ 4,071 % (132 (3)%
I I I S

nm—percentages greater than 200% and comparistwedre positive and negative values or to zero wadwe considered not meaningful.
Cost of Sales

Cost of sales includes network costs, &slaand wages, benefits, materials and supplieg,dh@rges, contracted engineering services
and computer systems support. Cost of sales asxarpage of revenue, excluding affiliate, has remairelatively flat and cost of sales for
three and six months ended June 30, 2005 has dedrdae to the following:

. Decreased employee-related costs, such as saladesages, benefits and overtime primarily duentpleyee reductions from
our restructuring plans and continued focus onaiomg our employee-related costs and productiwifgrovements.

. Decreased affiliate costs due to overall cost ridns at our affiliates and a shift in focus ofdrmhation technology projects to
other affiliates.

These decreases were partially offset by:

. Increased other non-employee related costs dudatwoaable bankruptcy settlement of $16 milliortlie first quarter of 2004
as well as a 2% increase in the USF rate duringithmonths ended June 30, 2005.
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Selling, General and Administrative Expens

Selling, general and administrative, or SG&xpenses include taxes other than income tdseasdebt charges, salaries and wages not
directly attributable to the provision of produotsservices, benefits, sales commissions, reradaministrative space, advertising, professi
service fees and computer systems support.

SG&A expenses decreased in the three anda@nths ended June 30, 2005 primarily due toahewving:

. Decreased restructuring and severance related @®sis complete our restructuring plans.
. Decreased other non-employee related costs inxhtmeanths ended June 30, 2005 primarily due toEhmillion legal accrual

in the quarter ended June 30, 2004 offset in tlaetguby increased marketing related costs.

. Decreased employeelated costs, such as salaries and wages, bemaditsvertime for the six months ended June 305 210
to employee reductions from our restructuring eff@nd the sale of our payphone operations. Thgmnees increased in the
quarter ended June 30, 2005 compared to the quartiexd June 30, 2004 primarily due to a decreasegpitalized labor as a
result of reduced software development.

. Decreased affiliate expenses which include senfaresorporate administration, information techrlpsales, advertising and
technical support. Affiliate expenses decreasedhfeithree and six months ended June 30, 2005 piyraa a result of a
decrease in labor and expenses associated wittmafion technology projects and a one time reatrirgg charge incurred in
2004 offset by expenses allocated for outsourckarimation technology services.

These decreases were patrtially offset by:

. Increased bad debt expense primarily due to fal®sditlements during the second quarter of 20tding $45 million from
customers emerging from bankruptcy partially oftsgimproved collection practices.

. Increased property and other taxes primarily due doe-time expense reduction from a successfplgpty tax settlement of
$28 million for the first quarter of 2004.

Combined Pension and Post-Retirement Benefits

Our employees participate in the QCII pensind other post-employment benefit plans. We teféhe combined pension and post-
retirement benefit costs as net pension expenseredults include net pension expenses allocated ty QCII of $55 million and
$50 million for the three months ended June 30528 2004, respectively, and $110 million and $t@lbon for the six months ended
June 30, 2005 and 2004, respectively. The net pemsipense is a function of the amount of pensimhpest-retirement benefits earned,
interest on projected benefit obligations, amotioraof costs and credits from prior benefit changad the expected return on the assets helc
in the various plans. The increase in net pensiperse for the three and six month periods ended 30, 2005 as compared to the three and
six month period ended June 30, 2004 is primauily th decreased expected return on investmertte ibenefit trusts, completion of
amortization of the transition asset in 2004, amdization of actuarial losses caused by the ilelajuity markets and lower discount rates
partially offset by reductions in expense due tado®unt reduction, plan design changes, and ttasiona of the Medicare Part D subsidy in
the first quarter of 2005 versus the delayed reitimgnduring 2004. The net pension expense is atkat to cost of sales and SG&A.
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Total Other Expense—Net

Other expense—net generally includes istezgpense, net of capitalized interest, and dtiteme—net, which includes interest incor
Components of other expense—net were as follows:

Three Months Six Months
Ended June 30, Ended June 30,
Increase/ % Increase/ %
2005 2004 (Decrease) Change 2005 2004 (Decrease) Change
(Dollars in millions) (Dollars in millions)
Interest expen—net $ 151 $ 147  $ 4 3% $ 30C $ 294 % 6 2%
Loss on early retirement of d—net 37 — 37 nm 37 — 37 nm
Other incom—net (20) (6) (14) nm @) 9) 2 22%
Total other expen—net $ 16€ $ 141  $ 27 19% $ 33C $ 28 % 45 16%
— I EE— — I EE—

nm—percentages greater than 200% and comparistwedre positive and negative values or to zero wadwe considered not meaningful.

Other expense—net.Other expense—net increased for the three rs@mted June 30, 2005 due to a loss of $37 mélsoa result of
cash tender offers and the issuance of new dehitria 2005 partially offset by a $13 million gairedao the change in fair value of the swap
agreements that we terminated in the quarter edaled 30, 2005. For more information on these ticitses, please see Note 3—Borrowings
to our condensed consolidated financial statemiaritem 1 of Part | of this report.

Income Taxes

The effective income tax rate is the primvidor income taxes as a percentage of pre-taonirec Our effective income tax rate for the
three months ended June 30, 2005 decreased to 38.¢@mpared to 39.3% for the three months endweel 3@, 2004. The rate also decre:
to 37.9% for the six months ended June 30, 20@®apared to 39.0% for the six months ended Jun2@M4. The decrease was primarily
due to the non-taxable income associated withubsidy under the Medicare Prescription Drug, Impraent, and Modernization Act of
2003.

Liquidity and Capital Resource

We are a wholly owned subsidiary of Qwestvi&es Corporation, or QSC, which is wholly owrnsdQCII. As such, factors relating to
or affecting QCII's liquidity and capital resouraasild have material impacts on us, including clearig the market's perception of us,
impacts on our credit ratings and access to capisakets.

QCIl and its consolidated subsidiaries twdl borrowings of $17.5 billion at June 30, 2@0%l $17.3 billion at December 31, 2004.
Some of the borrowings of QCIll and QSC are sechyeliens on our stock. As a result, ownership afstock could transfer if either QCII or
QSC were to default on its debt obligations.

QCII has cash management arrangements eeteertain of its subsidiaries that include linésredit, inter-company obligations, capital
contributions and dividends. As part of these gasahagement arrangements, affiliates provide lifieseaalit to certain other affiliates.
Amounts outstanding under these lines of creditiatat-company obligations vary from time to tinmedaare classified as short-term
borrowings.

Near-Term View

We had $345 million in cash and cash edeinta and $92 million of short-term investmentsikabde at June 30, 2005. For the quarter
ended June 30, 2005, our primary source of fundsosah
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provided by operating activities. During 2005, w@ect to use our available excess cash primaripatodividends to our parent, to make
additional investment to our network or pay dowbtdweaturities. For the six months ended June 305 2@ declared dividends of $1 billion
to our parent.

Our working capital deficit as of June 2005 improved $870 million since December 31, 2004s reduction of our working capital
deficit was attributable to our debt borrowing nEtepayment activity in the second quarter of 2@bfich reduced the current portion of our
long-term borrowings as further discussed in NeteBdrrowings to our condensed consolidated finarat@lements in Item 1 of Part 1 of t
report as well as reduced dividends payable arilihggfshort-term liabilities paid in the quarterded June 30, 2005.

We continue to pursue our strategy to inaprour neaterm liquidity and our capital structure in orderéduce financial risk. During t
quarter ended June 30, 2005, we have taken tlmiol) measures to improve our near-term finanaisitpon:

. On June 17, 2005, QC issued a total of $1.15 hilibnew debt consisting of $750 million in floajinate notes due in 2013
with interest at LIBOR plus 3.25% (6.67% for tharemt payment period) and $400 million notes du2da5 with an interest
rate of 7.625% per annum.

. On June 7, 2005, QC announced cash tender offetsdgurchase of up to $250 million of aggregategipal amount of QC'
6.625% notes due September 15, 2005 (the "QC 6.62&%s") and up to $150 million of aggregate ppatiamount of QC's
6.125% notes due November 15, 2005 (the "QC 6.186%s"). QC received and accepted tenders of appetzly
$211 million face amount of QC 6.625% Notes for &2dillion, including accrued interest of $4 millioand approximately
$129 million face amount of QC 6.125% Notes for B1dllion, including accrued interest of $1 million

. On June 20 and June 23, 2005, QC pre-paid an aaggrefy$750 million face amount of its $1.25 bifliterm loan maturing in
June 2007 for $775 million, including accrued iprof $2 million. This and the above transacti@ssilted in a loss of
$37 million.

. On May 27, 2005, QC announced registered exchaffigies dor its 7.875% notes due 2011 (the "2011 QifeN") and its
8.875% notes due 2012 (the "2012 QC Notes") putdoahe registration rights agreements that Q@rewttinto in connection
with the issuance of these outstanding notes. @@ptaied the registered exchange offers for the ZDTInotes and 2012 QC
notes on July 5, 2005.

The current working capital deficit is panly due to accounts payable owed to our affiaded dividends that we declare to QSC. The
timing of cash payments for declared dividends 80Qs at our discretion in consultation with QSGe ¥dntinue to produce significant cash
from operating activities, and we believe that cash on hand together with our cash flows from af@ns should be sufficient to meet our
cash needs through the next twelve months. Howéwee, or QCIlI become subject to significant judgrte settlements or tax payments,
such as the potential CLAS obligation, as furthscussed in Note 6—Commitments and Contingenciesitaondensed consolidated
financial statements in Item 1 of Part | of thipag, we or QCII could be required to make sigmifitpayments that we or QCII do not have
the resources to make. The magnitude of any sedtiesvor judgments resulting from these actionsccmaterially and adversely affect QC
ability to meet its debt obligations and its finexicondition, potentially impacting its credit irsgs, its ability to access capital markets and its
compliance with debt covenants. In addition, th@nitaide of any settlement or judgment may causd @Qiraw down significantly on its
cash balances, which might force it to obtain addél financing or explore other methods to gereecatsh. Such methods could include
issuing additional securities or selling assets.

To the extent that QCII's EBITDA (as defina QCII's debt covenants) is reduced by cashmelgs or settlements, its debt to
consolidated EBITDA ratios under certain debt agresets will
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be adversely affected, which could reduce QClfsidlity and flexibility due to potential restrictis on drawing on its line of credit and
potential restrictions on incurring additional debtder certain provisions of its debt agreemenssa Avholly owned subsidiary of QCII, our
business operations and financial condition coeldimilarly affected, potentially impacting our diteratings and access to capital market
addition, a three-year revolving credit facilityta@slished by QSC in 2004 (the "2004 QSC Credit liEgt)i contains various limitations,
including a restriction on using any proceeds fthmfacility to pay settlements or judgments relgtio investigation and securities actions
discussed in Note 6—Commitments and Contingenoiesit condensed consolidated financial statemaeritemn 1 of Part | of this report.

Long-Term View

We have historically operated with a wogkapital deficit as a result of the issues disedshove and due to our practice of declaring
regular cash dividends. We expect this trend tdicoa. As discussed below, we continue to genesatbstantial cash from operations. We
believe that cash provided by operations, combwigtd our current cash position and continued actesapital markets to refinance our
current portion of debt, should allow us to meat@ash requirements, for the foreseeable future.

In addition to our periodic need to obtfirancing in order to meet our debt obligationdreey come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of assets) if cash provided by our
and QCII's operations does not improve, if reveswug cash provided by operations decline, if econaronditions weaken, if competitive
pressures increase or if we or QCIl become sulgesignificant judgments, settlements or tax payimes further discussed in Note 6—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of Part this report. In the event of an adve
outcome in one or more of these matters, we or Q@lild be required to make significant paymentswedo not have the resources to
make. The magnitude of any settlements or judgnrestdting from these actions could materially adgersely affect QCII's ability to meet
its debt obligations and its financial conditiootgntially impacting its credit ratings, its abjliio access capital markets and its compliance
with debt covenants. In addition, the magnitudarf settlements or judgments may cause QCII to diamn significantly on its cash
balances, which might force it to obtain additiofiahncing or explore other methods to generath.casch methods could include issuing
additional securities or selling assets. As a whallned subsidiary of QCII, our business operatemg financial condition could be simila
affected, potentially impacting our credit ratiraysd access to the capital markets.

The 2004 QSC Credit Facility makes avadabl QSC $750 million of additional credit subjextertain restrictions as described below,
and is currently undrawn. This facility has a crpagment default provision, and this facility aredtain other debt issues of QCII and its o
subsidiaries also have cross acceleration prowasifhen present, such provisions could have a vindegact on liquidity than might
otherwise arise from a default or acceleration sihgle debt instrument. These provisions genepatbyide that a cross default under these
debt instruments could occur if:

. QCII fails to pay any indebtedness when due inggregate principal amount greater than $100 million

. any indebtedness is accelerated in an aggregatggal amount greater than $100 million ($25 millio the case of one of the
debt instruments); or

. judicial proceedings are commenced to foreclosargnof QCII's assets that secure indebtedness dggregate principal
amount greater than $100 million.
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Upon such a cross default, the creditos wiaterial amount of QCII's debt may elect to aecthat a default has occurred under their
debt instruments and to accelerate the principaiuats due such creditors. Cross acceleration pomdsare similar to cross default
provisions, but permit a default in a second destrument to be declared only if in addition toediadilt occurring under the first debt
instrument, the indebtedness due under the fitstidstrument is actually accelerated. As a whollsned subsidiary of QCII, our business
operations and financial condition could be affdcfgotentially impacting our credit ratings andesxto the capital markets. In addition, the
2004 QSC Credit Facility contains various limitaso including a restriction on using any proceedmfthe facility to pay settlements or
judgments relating to the investigation and semsriactions discussed in Not—Commitments and Contingencies to our condensed
consolidated financial statements in Iltem 1 of Paftthis report.

Historical View

For the Six Months Ended June 30,

2005 2004

(Dollars in millions)

Cash Flows:
Provided by operating activitie $ 1,711 $ 1,64¢
Used for investing activitie (378 (659)
Used for financing activitie (1,330 (1,32
Net increase (decrease) in cash and cash equis $ 3 % (339

| |
Operating Activities

Our cash provided by operating activitiesreéased in the six months ended June 30, 2005arechipo the same period of 2004 primarily
due to increased net income after adjusting forcesh items offset by $239 million of net chargesiir operating assets and liabilities.

Our employees participate in the QCII penspost-retirement and other post-employment ligplaihs. QCII does not anticipate a
requirement to make any significant contributioritte QCII retirement plans in 2005.

Investing Activities

We used significantly less cash for ouresting activities during the six months ended BMhe?005 as compared to the six months
ended June 30, 2004 primarily due to decreasedat@pipenditures due to decreased DSL deploymehtaaver local network infrastructure
spending due, in part, to our reuse programs asaséiom a $33 million sales and use tax refurmgtireed in the second quarter of 2005,
however, we expect that our 2005 capital expengstwill approximate 2004 levels.

Financing Activities

Cash used for financing activities increaskghtly for the six months ended June 30, 208 ared to the same period in 2004. The
increase in cash used for financing activities p@marily attributable to collections on a notee®@ble in the quarter ended June 30, 2004
from affiliate partially offset by lower dividengsaid in the quarter ended June 30, 2005. Our agistebt covenants do not limit the amount
of dividends we can pay to our parent. At June2B05, we were in compliance with all provisionsovenants of our borrowings.
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Credit ratings

The table below summarizes our long-terint datings at June 30, 2005 and December 31, 2004:

S&P BB-
Fitch BB
Moody's Ba3

Debt ratings by the various rating agenoéfiect each agency's opinion of the ability af thsuers to repay debt obligations as they ¢
due. In general, lower ratings result in higherbaing costs and/or impaired ability to borrow. écsrity rating is not a recommendation to
buy, sell, or hold securities and may be subjecetision or withdrawal at any time by the assigniating organization.

Given our current credit ratings, as naibdve, our ability to raise additional capital undeceptable terms and conditions may be
negatively impacted.

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 interestexgpe. We may employ derivative financial instrura¢atmanage our interest rate risk
exposure.

We had approximately $1.25 billion of flvaf-rate debt as of June 30, 2005 and Decembet084 which was exposed to changes in
interest rates. This exposure is linked to LIBORhypothetical increase of 100 basis points in LIB®&uld increase annual pre-tax interest
expense by $13 million in 2005. As of June 30, 2808 December 31, 2004, we had approximately $@ibomand $400 million,
respectively, of long-term fixed rate debt obligas maturing in the following 12 months. We areasqu to changes in interest rates at any
time that we choose to refinance this debt. A higetital 100 or 200 basis point increase in theré@sterates on this debt would not have a
material effect on our earnings.

As of June 30, 2005, our proportionate sledrQCII's investments was $315 million of caskested in money market instruments and
$73 million invested in auction rate securities.idigrest rates change, so will the interest incderéved from these instruments. Assuming
that the investment balance was to remain consdanpothetical increase of 100 basis points ineganarket rates would increase annual
interest income by $4 million. As of June 30, 2006, share of QCII's investment in fixed rate sherin investments was $19 million;
however the income from these investments is najestito interest rate volatility due to their fikeate structure.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q contains or incorporategdfgrence forward-looking statements about oumfiiel condition, results of operations and
business. 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 ared 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 ("SEC"). Youftahmany of these statements by looking for wadsh as "believes," "expects,"
"anticipates," "estimates," or similar expressiased in this report or incorporated by referenciiis report.

These forward-looking statements are sutlbgenumerous 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 oralvByd-looking statements that we or
persons acting on our behalf may issue. We do md¢rtake any obligation to review or confirm antdysxpectations 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, #istiag regulatory environment, industry conditipngarket 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

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 our afféia facilities-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 November 2003 decision ofaderl Communications Commission
("FCC") allowing for number portability from wirele to wireless phones.

Due to these and other factors, we beltrapetitive telecommunications providers are n@érhindered by historical barriers to en
As a result, we are seeking to distinguish oursefi@n our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bijj improved customer support and other ongoingsomrea. However, these initiatives are
new and unproven. We may not have sufficient resesuto distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgqezsally products for which we act as a reselleerkif we are successful, these initiatives
may not be sufficient to offset our continuing la$saccess lines. Please see "Management's Disoussd Analysis of Financial Condition
and Results of Operations" in Iltem 2 of Part Ie§ report for more information regarding trend®etiing our access lines.

We have also begun to experience and expehber increased competitive pressure from teteoanications providers either
consolidating with other providers or reorganizthgir capital structure to more effectively compagminst us. As a result of these increased
competitive pressures, we have been and may centinbie forced to respond with lower profit margioduct offerings and pricing schemes
in an effort to retain and attract customers. Thsssures could adversely affect our operatingitseand financial performance.

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 expetieg significant technological changes, and oulitglib execute our business plans and
compete depends upon our ability to develop newymts and accelerate the deployment of advancedariices, such as broadband data
and video services. The development and deployofemdw products could require substantial expenelitd financial and other resources in
excess of contemplated levels. If we are not ablietzelop new products to keep pace with technoédgidvances, or if such products are not
widely accepted by customers, our ability to corapmtuld be adversely affected and our market stwarlel decline. Any inability to keep up
with changes in technology and markets could als@isely affect the trading price of our securiaesl our ability to service our debt.

If we are not able to stem the loss of our accases or grow other areas of our business to compaagor these losses, our revenue v
continue to decline.

Our revenue decline over the past few ysdeggely attributable to our continued loss ofess lines, which is a result of increased
competition and technology substitution (such agless and cable substitution for wireline telephoiVe are seeking to improve our
competitive position through product bundling arlder sales and marketing initiatives. However, vaymot be successful in these
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efforts. If we are not successful and our revera@ides materially without corresponding cost reituns, this will cause a material
deterioration to our results of operations andrfgial condition and adversely affect our abilitysrvice debt and pay other obligations.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the major lawsuits pendimgist QCIl and us or the investigation of QCII'susiness currently being conducte
by the U.S. Attorney's Office could have a materalverse impact on our financial condition and ofaing results, on the trading price of
our debt securities and on our ability to accese ttapital markets.

The Department of Justice investigation tiredsecurities actions described in Note 6—Comamiti;mand Contingencies to our
condensed consolidated financial statements in ItehPart | of this report present material amghgicant risks to QCIl and us. In many of
the securities actions, the plaintiffs seek tensififons of dollars in damages or more, and in po&tive class action lawsuit, lead counsel
for the plaintiffs has indicated that plaintiffslinseek damages in the tens of billions of dolldise outcomes in any cases which have been ol
may be brought by the U.S. Attorney's Office or 8#C against former officers or employees of QCdlyrhave a negative impact on the
outcome of certain of these legal actions.

Further, the size, scope and nature ofédhatements of QCII's consolidated financial sta&tets for 2001 and 2000, which are described
in its Annual Report on Form 10-K/A for the fisgedar ended December 31, 2002 ("QCII's 2002 ForrK/E0), affect the risks presented by
these investigations and actions, as these matieytve, among other things, QCII's prior accougtpractices and related disclosures.
Plaintiffs in certain of the securities actions éalleged QCII's restatement of items in suppotheir claims. We can give no assurance as to
the impacts on QCII's or our financial resultsioahcial condition that may ultimately result frath of these matters. During 2003 and 2004,
QCIl recorded reserves in its financial stateméotising $750 million in connection with the inviggttions and securities actions. The
$750 million reserve was reduced by $125 milliodecember 2004 as a result of a payment in thatiatrio connection with a settlement in
October 2004 of the SEC's investigation of QClleTamaining reserve amount represents a final patode made in connection with the
SEC settlement in the amount of $125 million arelritinimum estimated amount of loss QCII believgsr@bable with respect to the
securities actions. However, the ultimate outconfdhese matters are still uncertain and theresigificant possibility that the amount of
loss QCII ultimately incurs could be substantiatigre than the reserve QCII has provided. If themged reserve that will remain after QCII
has paid the amount owed under the SEC settlemamlifficient to cover these matters, QCII wiledeto record additional charges to its
statement of operations in future periods.

An adverse outcome with respect to the Bifarney's Office investigation could have a miteaind significant adverse impact upon
QCIl and us. Additionally, QCII continues to defeaghinst the securities actions vigorously andiisemtly unable to provide any estimate as
to the timing of the resolution of these actionayAettlement of or judgment in one or more of ¢ghastions substantially in excess of QCIlI's
recorded reserves could have a significant impac@@ll and us, and we can give no assurance thiit@@e will have the resources
available to pay any such judgment. The magnitddmg settlement or judgment resulting from thest#goas could materially and adversely
affect QClI's and our ability to meet our debt ghtions and our financial condition, potentiallypatting our credit ratings, our ability to
access capital markets and our compliance with c@l#nants. In addition, the magnitude of any eettint or judgment may cause QCIl o
to draw down significantly on our cash balancesctvimight force us to obtain additional financingexplore other methods to generate ¢
Such methods could include issuing additional seesror selling assets.
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Further, given the size and nature of augiiess, QCIl and we are subject from time to tiomearious other lawsuits which, depending
on their outcome, may have a material adverseteffeQClI's and our financial position. Thus, Q&hd we can give no assurances as to the
impacts on our financial results or financial cdimh as a result of these matters.

Continued scrutiny of QCII's financial disclosuresould reduce investor confidence and cause the ingdprice for our debt securities to
decline.

As a result of QCII's past accounting issailed the increased scrutiny of financial disclespimvestor confidence in QCII has suffered
and could suffer further. As discussed earlier, Utf®. Attorney's Office is currently conductingiamestigation of, without limitation,
transactions related to the various adjustmentgestdtements described in QCII's 2002 Form 10-&#4 transactions between QCII and
certain of its vendors and certain investments@ngecurities of those vendors by individuals assed with QCII, and certain prior
disclosures made by QCII. Although, as describeny@pQCII has entered into a settlement with th€ $&ncerning the SEC's investigation
of QCII, in March 2005, the SEC filed suit agai@sEIl's former Chief Executive Officer, Joseph Naoglwo of its former Chief Financial
Officers, Robert Woodruff and Robin Szeliga, angeotformer officers and employees. In February 2@0&iminal indictment was returned
against Marc Weisberg, a former QCII executivdenheral district court in Colorado. The indictmaiieges that Mr. Weisberg violated
federal laws by seeking and obtaining investmepbaoipinities for himself and others in vendors tidtor sought to do business with QCII.
In June 2005, Ms. Szeliga reached an agreemenminicigle with the SEC staff to settle the actiogsiast her alleging civil fraud and other
claims and in July 2005, she pleaded guilty toimiol charge of insider trading. Other former QGfficers or employees have entered into
settlements with the SEC involving civil fraud amither claims in which they neither admitted noriddrthe allegations against them. Civil
and criminal trials in the matters discussed is ffaragraph could take place in the future. Evidehat is introduced at such trials and in
other matters may result in further scrutiny by gosmental authorities and others.

The existence of this heightened scrutimyld adversely affect investor confidence and calusdrading price for our debt securities to
decline.

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

Our operations are subject to extensiver@degulation, including the Communications Ati834, as amended, and FCC regulations
thereunder. We are also subject to the applicals bnd regulations of various states, includinilieion by PUCs and other state agencies.
Federal laws and FCC regulations generally apphegalated interstate telecommunications (includimgrnational telecommunications that
originate or terminate in the United States), whtkte regulatory authorities generally have juctioh over regulated telecommunications
services that are intrastate in nature. The logalpetition aspects of the Telecommunications Act36 are subject to FCC rulemaking, but
the state regulatory authorities play a signifiaah¢ in implementing those FCC rules. Generallg,must obtain and maintain certificates of
authority from regulatory bodies in most states nehee offer regulated services and must obtairr peigulatory approval of rates, terms and
conditions for our intrastate services, where negiiOur businesses are subject to numerous, #enl gfite detailed, requirements under
federal, state and local laws, rules and regulatidwcordingly, we cannot ensure that we are alvimg®mpliance with all these requireme
at any single point in time. The agencies respdasdy the enforcement of these laws, rules andlegpns may initiate inquiries or actions
based on their own perceptions of our conductaset on customer complaints.

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
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future regulatory, judicial or legislative actiés will not have a material adverse effect on qarations, or that regulators or third parties
not raise material issues with regard to our coamgié or noncompliance 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. Althoughbedieve that we are in compliance with
such regulations, any such discharge, disposah@son 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, the restrictive terms ¢ idebt instruments and the substantial litigatipending against it pose risks to our
viability and may make us more vulnerable to adweeronomic and competitive conditions, as well #seo adverse developments.

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of June 30, 2005;ansolidated debt was $7.7 billion, which
is included in QCII's total consolidated debt o $lLbillion as of such date. A considerable amatfirmur and QCII's debt obligations comes
due over the next few years. While we currentlyewe we will have the financial resources to meetabligations when they come due, we
cannot anticipate what our or QCII's future comditwill be. We may have unexpected costs and iisiland we may have limited access to
financing.

In addition to our periodic need to obthirancing in order to meet our debt obligationgresy come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of assets) if cash provided by our
and QCII's operations does not improve, if reveswug cash provided by operations decline, if econaronditions weaken, if competitive
pressures increase or if we or QCII become subjesignificant judgments and/or settlements adarrtiscussed in Note 6—Commitments
and Contingencies to our condensed consolidataddial statements in Item 1 of Part | of this répord in "Liquidity and Capital Resourct
above. We can give no assurance that such addifioaacing will be available on terms that are gmable. Also, we may be impacted by
factors relating to or affecting QCII's liquiditya capital resources due to perception in the nbairk@acts on credit ratings, or provisions in
our and QCII's financing agreements that may i&strir flexibility under certain conditions. The@DQSC Credit Facility has a cross
payment default provision, and the 2004 QSC Cieaiiility and certain other debt issues of QCII @aather subsidiaries have cross
acceleration provisions. When present, such pranwsscould have a wider impact on liquidity than migtherwise arise from a default or
acceleration of a single debt instrument. As a Whmlvned subsidiary of QCII and QSC, any such evendd adversely affect our ability to
conduct business or access the capital marketsauid adversely impact our credit ratings.

In addition, the 2004 QSC Credit Faciligntains various limitations, including a restriction using any proceeds from the facility to
pay settlements or judgments relating to the ingatbn and securities actions discussed in Not€€émmitments and Contingencies to our
condensed consolidated financial statements in IterhPart | of this report.

Our high debt levels could adversely impgagt credit ratings. Additionally, the degree toigthwe, together with QCII, are leveraged
may have other important limiting consequenceduding the following:

. placing us at a competitive disadvantage as cordpaith our less leveraged competitors, includinmmeavho have
significantly reduced their debt through a bankeygiroceeding;

. making us more vulnerable to the current or futlbenturns in general economic conditions or in ahgur businesses;
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. limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhinh we operate; ar

. impairing our ability to obtain additional finangjrin the future for working capital, capital expéodes or general corporate
purposes.

We may be unable to significantly reduce the sulmgtal capital requirements or operating expensescegsary to continue to operate our
business, which may in turn affect our operatingsats.

We anticipate that our capital requiremealsating to maintaining and routinely upgrading onetwork will continue to be significant in
the coming years. We may be unable to further Baamitly reduce our capital requirements or opapgxpenses even if revenue is
decreasing. We also may be unable to significaetiyice the operating expenses associated withuturefcontractual cash obligations,
including future purchase commitments, which matuim affect our operating results. Such non-disamnary capital outlays and operating
expenses may lessen our ability to compete witargthoviders who face less significant spendingiiregnents. While we believe that our
current level of capital expenditures will meettbour maintenance and our core growth requirengityy forward, this may not be the case
if circumstances underlying our expectations change

Declines in the value of QCII's pension plan assetsuld require it to provide significant amounts @&inding for its pension plan

While QCII does not expect to be requirediiake material cash contributions to its defineddiit pension plan in the near term based
upon current actuarial analyses and forecastgnafisant decline in the value of pension plan &sgethe future or unfavorable changes in
laws or regulations that govern pension plan fugdiould materially change the timing and amountegfiired pension funding. As a result,
QCIl may be required to fund its benefit plans vwatish from operations, perhaps by a material amésnof December 31, 2004, QCII's pl
assets exceed its accumulated benefit obligatidb4izp million. Recognition of an additional minimumbility caused by changes in plan
assets or measurement of the accumulated benégiattbn could have a material impact on its coitibd balance sheet. As an example, if
its accumulated benefit obligation exceeded plaetasn the future, the impact would be to elimgrigg prepaid pension asset, which was
$1.192 hillion as of December 31, 2004, and reeopénsion liability for the amount that its accuatetl benefit obligation exceeds plan
assets with a corresponding charge to other corepede loss in stockholder's deficit. Alternative®ClIl could make a voluntary
contribution to the plan so that the plan asseteed the accumulated benefit obligation.

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

We have declared and paid dividends tod@ect parent, QSC, based on the earnings of oualingé operations. In July 2004, we
modified our dividend practice to balance our ficiahneeds, cash position and credit profile witbste of our parent. As a result, going
forward, we may declare and pay dividends in exoéssir earnings to the extent permitted by appledaw, which may consume a
significant amount of the cash we generate. Out dedenants do not limit the amount of dividendsoaa pay to our parent.

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

The terms of QCII's and our debt instruragrgrmit both QCII and us to incur additional ingelmess. Such debt may be necessary to
comply with regulatory obligations to maintain Q€lbr our assets, to satisfy regulatory servicggabbns, to adequately respond to
competition or for financial reasons alone. Incrataéborrowings or borrowings at maturity on terat impose
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additional financial risks to our various effortsitnprove our financial condition and results obogtions could exacerbate the other risks
described herein.

Other Risks Relating to Qwest

If conditions or assumptions differ from the judgmeés, assumptions or estimates used in our critiegounting policies, the accuracy
our financial statements and related disclosuresutabbe affected.

The preparation of financial statements ratated disclosures in conformity with accountprnciples generally accepted in the United
States, or GAAP, requires management to make judtgnassumptions and estimates that affect the mimoeported in our consolidated
financial statements and accompanying notes. QGtizatraccounting policies, which are describedim Annual Report on Form 10-K for the
year ended December 31, 2004, or our 2004 FoK-K, describe those significant accounting poli@esl methods used in the preparation of
our consolidated financial statements that areidensd "“critical" because they require judgmergspanptions and estimates that materially
impact our consolidated financial statements atateé disclosures. As a result, if future eventiedsignificantly from the judgments,
assumptions and estimates in our critical accogmilicies or different assumptions are used irftgre, such events or assumptions could
have a material impact on our consolidated findret@ements and related disclosures.

Taxing authorities may determine we owe additionakes relating to various matters, which could adsely affect our financial results.

As a significant taxpayer, QCII is subjecfrequent and regular audits from the IRS, ad asfrom state and local tax authorities. Tt
audits could subject us to risks due to adverséipos that may be taken by these tax authoritdsase see Note 6—Commitments and
Contingencies—Other Matters to our condensed catatet financial statements in Item 1 of Part thia$ report for examples of legal
proceedings involving some of these adverse paositibor example, in the fourth quarter of 2004, IQ€teived notices of proposed
adjustments on several significant issues for 88812001 audit cycle. Additionally, the IRS indiedtin January 2005, that it is reviewing
QClI's tax treatment of the sale of its DEX diregtpublishing business in the 2002-2003 audit cycle

Because prior to 1999 QCII was a membeffifated groups filing consolidated U.S. fedeirdome tax returns, QCII could be
severally liable for tax examinations and adjusttaemt directly applicable to current members ef @west affiliated group. Tax sharing
agreements have been executed between QCII anidyseaffiliates, and QCII believes the liabilitigsany, arising from adjustments to tax
liability would be borne by the affiliated group mber determined to have a deficiency under thedemna conditions of such agreements
applicable tax law. QCII has not provided in itsafincial statements for any liability of former Affied members or for claims they have
asserted or may assert against QCII.

While QCII believes its tax reserves adeglygrovide for the associated tax contingencigden current accounting literature, QCII's
audits and examinations may result in tax lialfitthat differ materially from those it has recardeits consolidated financial statements.
Also, the ultimate outcomes of all of these mattgesuncertain, and QCII can give no assurance @whéther an adverse result from one or
more of them will have a material effect on itsaficial results, including potentially offsettingignificant portion of its existing net operat
losses, which could affect our financial conditaomd operating results to the extent the matteextifs.
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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 aisicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvberable to successfully extend or
renegotiate our collective bargaining agreementh@gsexpire from time to time. If we fail to extéor 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 significamugison of operations, which could have a mataidlerse effect on our business. In
August 2003, we reached agreements with the Conuations Workers of America, or CWA, and the Int¢iorzal Brotherhood of Electrical
Workers, or IBEW, on twgrear labor contracts. Each of these agreementsatiéisd by union members and expires on Augus085. The
impact of the 2005 and future negotiations, inalgdthanges in wages and benefit levels, includognot limited to, the cost of providing
active and post-retirement healthcare, could havat@rial impact on our financial results.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information under the caption "Risk Mgament" in "Management's Discussion and Analyisisrancial Condition and Results of
Operations" in Item 2 of Part | of this reportigdrporated herein by reference.

ITEM 4. CONTROLS AND PROCEDURES

The effectiveness of our or any systemisgldsure controls and procedures is subject tiicelimitations, including the exercise of
judgment in designing, implementing and evaluathegcontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events, and the inability to eliminate miscondumrnpletely. As a result, there can be no assurdrateotir disclosure controls and procedures
will detect all errors or fraud. By their natureirar any system of disclosure controls and promsioan provide only reasonable assurance
regarding management's control objectives.

Under the supervision and with the parttign of our management, including our Chief ExaeuOfficer and Chief Financial Officer,
we evaluated the design and operation of our disiceocontrols and procedures (as defined in Rilaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the "Exchange Act") adwie 30, 2005. On the basis of this review, ouragament, including our Chief
Executive Officer and Chief Financial Officer, ctuded that our disclosure controls and proceduresi@signed, and are effective, to give
reasonable assurance that the information reqtireé disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§ipd in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted undier Exchange Act is accumulated and communicatedritonanagement, including our Chief
Executive Officer and Chief Financial Officer, imanner that allows timely decisions regarding megldisclosure.

There were no changes in our internal abuatver financial reporting that occurred in the@ed quarter of 2005 that materially affected,
or are reasonably likely to materially affect, aternal control over financial reporting.
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PART II—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 6—Comnatits and Contingencies to our condensed consdiidiatzncial statements in Item 1 of
Part | of this report is hereby incorporated byrefce.

ITEM 6. EXHIBITS

Exhibits filed for Qwest through the filirg this Form 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)

(3.9

4.7

(4.2

4.9)

(4.9

(4.5

(4.6)

4.7)

Restated Articles of Incorporation of Qwest (immrated by reference to Qwest's Annual ReportamFLO-K for the year
ended December 31, 1997, File N-3040.)

Articles of Amendment to the Articles of Incorpacat of Qwest (incorporated by reference to Qwe3tiarterly Report on
Form 1(-Q for the quarter ended June 30, 2000, File -3040.)

Amended and Restated Bylaws of Qwest (incorporaye@ference to Qwest's Annual Report on Form 18-f the year
ended December 31, 2002, File N-3040.)

Indenture, dated as of April 15, 1990, by and betwglountain States Telephone and Telegraph Comgraahyl he First
National Bank of Chicago (incorporated by referetcc®west's Annual Report on Form-K/A for the year ended
December 31, 2002, File Na-3040.)

First Supplemental Indenture, dated as of April119891, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referetic®west's Annual Report on Form-K/A for the year ended
December 31, 2002, File Na-3040.)

Indenture, dated as of October 15, 1999, by anddert U S WEST Communications, Inc. and Bank Onstf@e@mpany,
NL.A. (incorporated by reference to Qwest's Annugpdt on Form 1-K for the year ended December 31, 1999, File No. 1
3040.)

Officer's Certificate of Qwest, dated March 12, 2@cluding forms of 8/ 8% notes due March 15, 2012) (incorporated
by reference to Qwest's Forr-4, File No. 33-115119.)

First Supplemental Indenture, dated as of Augus2@04, by and between Qwest and U.S. Bank N.A&ofmorated by
reference to Qwest Communications Internationaldr@uarterly Report on Form 1D4or the quarter ended September
2004, File No. -15577.)

Second Supplemental Indenture, dated as of Nove®ex004, by and between Qwest and U.S. Bank (ih&orporated
by reference to Qwest's Current Report on Fc-K filed November 23, 2004, File No. C-03040.)

Third Supplemental Indenture, dated as of Jun@QG@5, by and between Qwest Corporation and U.S Beational
Association (incorporated by reference to Qwestig&ht Report on Form-K filed on June 23, 2005, File No. (-03040).
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(10.1)

(10.9)

Registration Rights Agreement, dated August 194209 and among Qwest Corporation and the initimtpasers listed
therein (incorporated by reference to Qwest Compaiitns International Inc.'s Quarterly Report omnrd.0-Q for the
quarter ended September 30, 2004, File I-15577.)

Registration Rights Agreement, dated November 2842by and among Qwest and the initial purchdsstesl therein
(incorporated by reference to Qwest's Current RegpoForm K filed November 18, 2004, File No. C-03040.)



(10.9) Registration Rights Agreement, dated June 17528Mong Qwest Corporation and the initial purcrebsted therein
(incorporated by reference to Qwest's Current RegpoForm K filed on June 23, 2005, File No. (-03040).

12  Calculation of Ratio of Earnings to Fixed Char¢
31.1  Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
31.z  Chief Financial Officer Certification pursuant tecion 302 of the Sarbar-Oxley Act of 2002

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

( ) Previously filed.

In accordance with Item 601(b)(4)(iii)(A) of Regtitsn S-K, copies of certain instruments defining tights of holders of certain of our long-
term debt are not filed herewith. Pursuant to tegulation, we hereby agree to furnish a copy gfsarch instrument to the SEC upon request.
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SIGNATURE

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

QWEST CORPORATION

By:
/s/ JOHN W. RICHARDSON

John W. Richardson
Senior Vice President and Controller
(Duly Authorized Officer and Chief Accounting Cdfic

August 2, 2005
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Exhibit 12
QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(DOLLARS IN MILLIONS)
Six Months Years Ended December 31,
Ended June 3C
2005 2004 2003 2002 2001 2000
Income from continuing operations before incomesax

discontinued operations and cumulative effect ainge
in accounting principle effer $ 824 $ 1,74z2$% 1,75¢$% 243E3$ 283:3% 2,208
Add: estimated fixed charg: 32¢ 647 643 634 58¢ 58¢
Add: estimated amortization of capitalized inte 6 10 13 14 15 12
Less: interest capitalize 3 9 (13) (24) (44) (49
Total earnings available for fixed charg 1,15¢ 2,39( 2,401 3,05¢ 3,392 2,75¢
Estimate of interest factor on rent 25 54 57 69 79 81

Interest expense, including amortization of premgum
discounts and debt issuance ct 30C 584 573 541 465 45¢
Interest capitalize 3 9 13 24 44 49
Total fixed charge $ 32¢ $ 647 $ 642 $ 634 $ 58¢ $ 58¢
I I N N I ———
Ratio of earnings to fixed charg 3.t 3.7 3.7 4.8 5.8 4.7

Until May 1, 2004, Qwest Corporation praxidwireless services through its wholly owned gdibsy, Qwest Wireless LLC ("Qwest
Wireless"). On May 1, 2004, we transferred owngrstiiQwest Wireless to an affiliate. As a conse@eemwe no longer have wireless
operations, and the results of operations anditla@d¢ial position of Qwest Wireless have been s=ifeed in our consolidated financial
statements to be included in discontinued operstidmounts shown in this schedule have also begsem to conform to the current
presentation of our consolidated financial statemen




QuickLinks

QWEST CORPORATION CALCULATION OF RATIO OF EARNINGEO FIXED CHARGES (DOLLARS IN MILLIONS)



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 financial statement$osimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure 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 consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) Evaluated the effectiveness of the registrantsl@lisire controls and procedures and presentedsimaport 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 regisanternal control over financial reporting tleacurred during the
registrant's most recent fiscal quarter (the regis's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknes#gethe 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 involveamagement or other employees who have a significémin the registrant's
internal control over financial reporting.

Date: August 2, 2005

/sl RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presid
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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 financial statement$osimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure 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 consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) Evaluated the effectiveness of the registrantsl@lisire controls and procedures and presentedsimaport 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 regisanternal control over financial reporting tleacurred during the
registrant's most recent fiscal quarter (the regis's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknes#gethe 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 involveamagement or other employees who have a significémin the registrant's
internal control over financial reporting.

Date: August 2, 2005

/s/ OREN G. SHAFFEF

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 June 30, 2005, fully caesplvith 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 beewigexrl to Qwest and will be retained by Qwest andifined tc
the Securities and Exchange Commission or its sfaih request.

Dated: August 2, 2005 By: /sl RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presid

Dated: August 2, 2005 By: /s/ OREN G. SHAFFER

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



