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CONSOLIDATED STATEMENTS OF
OPERATIONS (Unaudited) U S WEST COMMUNICATIONS, INC .

Three Three  Six Six
Months Months  Months Months
Ended Ended Ended Ended
June 3 0, June 30, June 30, June 30,
Dollars in millions 1 997 1996 1997 1996
Operating revenues:
Local service $ 1, 151 $ 1,179 $ 2,382 $ 2,324
Interstate access service 678 626 1,365 1,248
Intrastate access service 200 189 400 379
Long-distance network services 240 278 490 568
Other services 219 168 398 329
Total operating revenues 2, 488 2,440 5,035 4,848
Operating expenses:
Employee-related expenses 842 864 1,648 1,677
Other operating expenses 374 373 824 762
Taxes other than income taxes 95 97 200 192
Depreciation and amortization 524 513 1,046 1,024
Total operating expenses 1, 835 1,847 3,718 3,655
Income from operations 653 593 1,317 1,193
Interest expense 93 101 189 204
Gains on sales of rural telephone exchanges 29 49 47 49
Other income (expense) - net (18) 2 (40) (15)

Income before income taxes and cumulative
effect of change in accounting principle 571 543 1,135 1,023

Provision for income taxes 218 208 433 391

Income before cumulative effect of change

in accounting principle 353 335 702 632
Cumulative effect of change in accounting

principle - net of tax - - - 34
NET INCOME $ 353 $ 33 3% 702 $ 666

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS
(Unaudited) U S WEST COMMUNICATIONS, INC.

June 30, December 31,

Dollars in millions 199 7 1996
ASSETS
Current assets:

Cash and cash equivalents $ 9 8 % 92

Accounts and notes receivable - net 1,53 7 1,550

Inventories and supplies 13 1 109

Deferred tax asset 17 7 152

Prepaid and other 6 4 57
Total current assets 2,00 7 1,960
Gross property, plant and equipment 32,58 3 32,451
Less accumulated depreciation 18,95 4 18,522
Property, plant and equipment - net 13,62 9 13,929
Other assets 82 1 743
Total assets $ 16,45 7% 16,632

See Notes to Consolidated Financial Statemen
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CONSOLIDATED BALANCE SHEETS
(Unaudited), continued U S WEST COMMUNICATIONS, INC

June 30, December 31,
Dollars in millions 1997 1996

LIABILITIES AND SHAREOWNER'S EQUITY

Current liabilities:

Short-term debt $ 159 $ 834
Accounts payable 1,036 998
Employee compensation 268 308
Dividends payable 354 307
Advanced billing and customer deposits 278 250
Other 1,026 754
Total current liabilities 3,121 3,451
Long-term debt 5,320 5,375
Postretirement and other postemployment
benefit obligations 2,349 2,347
Deferred income taxes 827 807
Deferred credits and other 569 592

Contingencies (See Note C to the Consolidated
Financial Statements)

Shareowner's equity:
Common shares - one share without par value,

owned by parent 7,888 7,677
Cumulative deficit (3,617) (3,617)
Total shareowner's equity 4,271 4,060
Total liabilities and shareowner's equity $ 16,457 $ 16,632

See Notes to Consolidated Financial Statemen
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CONSOLIDATED STATEMENTS OF
CASH FLOWS (Unaudited) U S WEST COMMUNICATIONS, INC .

Dollars in millions

OPERATING ACTIVITIES
Net income
Adjustments to net income:
Depreciation and amortization
Gains on sales of rural telephone exchanges
Cumulative effect of change in accounting pri
Deferred income taxes and amortization
of investment tax credits
Changes in operating assets and liabilities:
Restructuring payments
Postretirement medical and life costs, net
of cash fundings
Accounts receivable
Inventories, supplies and other current asset
Accounts payable and accrued liabilities
Other adjustments - net

Cash provided by operating activities

INVESTING ACTIVITIES
Expenditures for property, plant and equipment
Proceeds from sales of rural telephone exchanges
Proceeds from (payments on) disposals of propert
plant, and equipment

Cash (used for) investing activities
FINANCING ACTIVITIES
Net (repayments of) proceeds from short-term deb
Repayments of long-term debt
Dividends paid on common stock
Equity infusions from U S WEST Communications Gr
Cash (used for) financing activities
CASH AND CASH EQUIVALENTS
Increase (decrease)

Beginning balance

Ending balance

See Notes to Consolidated Financial Statements.

Six Months Ended  Six Months Ended

June 30, June 30,
1997 1996
$ 702 666
1,046 1,024
(47) (49)
nciple - (34)
(14) (4)
(45) (74)
5 (30)
12 45
s (40) (23)
310 (83)
77 18
2,006 1,456
(831) (1,259)
28 111
Y,
4 )
(799) (1,155)
t (669) 302
(85) (245)
(656) (630)
oup 209 148
(1,201) (425)
6 (124)
92 191
$ 98 67
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U S WEST COMMUNICATIONS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Six Months Ended June 30, 1997 and 1996
(Dollars in millions)

(Unaudited)
A. Summary of Significant Accounting Policies

Basis of Presentation. U S WEST Communications, (the "Company") is incorporated under the lawthef State of Colorado and is an
indirect, wholly owned subsidiary of U S WEST, IiftJ S WEST").

The Consolidated Financial Statements have begrapre by the Company, pursuant to the interim témprules and regulations of the
Securities and Exchange Commission ("SEC"). Ceitdormation and footnote disclosures normally anpanying financial statements
prepared in accordance with generally accepteduasticny principles ("GAAP") have been condensednoitied pursuant to such SEC rules
and regulations. In the opinion of the Company'sagament, the Consolidated Financial Statemeniisdeall adjustments, consisting of
only normal recurring adjustments, necessary tequrefairly the financial information set forth th@n. It is suggested that the Consolidated
Financial Statements be read in conjunction withfthancial statements and notes thereto includedd Company's Form 10-K for the year
ended December 31, 1996.

Financial Instruments. Synthetic instrument accimgnis used for interest rate and foreign curreswgps if the index, maturity, and amount
of the instrument match the terms of the underlylaft. Net interest accrued is recognized ovelifinef the instruments as an adjustment to
interest expense and is a component of cash prig®perating activities. Any gain or loss on thenination of an instrument, which
qualifies for synthetic instrument accounting, wbbk deferred and amortized over the remaininglifdne original instrument.

Hedge accounting is used for forward contracts ijgalify as hedges of future debt issues. To fyufidr hedge accounting, the contracts
must have a high inverse correlation to the exgobeing hedged, and reduce the risk or volatiksoaiated with changes in interest rates.
Qualified contracts are carried at market valud\giins and losses recorded with the related debamortized as yield adjustments. Any
gain or loss on the termination of a contract, Wwigoalifies for hedge accounting, would be defeard accounted for with the related
transaction. The Company does not use derivathantial instruments for trading purpos
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)

(Unaudited)

New Accounting Standards. In 1998, U S WEST wibptdStatement of Financial Accounting Standard§£S") No. 130, "Reportin
Comprehensive Income" and SFAS No. 131, "Disclasaf®mut Segments of an Enterprise and Relatedwiafiovn.” SFAS No. 130 requires
that the components of and the total amount forprefrensive income be displayed in the financidestants. Comprehensive income
includes net income and all changes in equity duaiperiod that arise from nonowner sources, sadbraign currency items and unrealized
gains and losses on certain investments in egadyrities. Among other things, SFAS No. 131 requdetailed operating segment
information of an enterprise on an annual and imeeriod basis. The effects of adopting both SB¥6 130 and 131 are being evaluated.

B. Rural Telephone Exchanges Held for Sale

In conjunction with its rural telephone exchanglesarogram, the Company sold certain rural telaphexchanges for pretax gains of $47.
The carrying value of the remaining rural telepherehanges held for sale approximates $75 at Jun&9®7. The remaining rural telephone
exchanges held for sale are expected to be dismdsedhe latter half of 1997 and first-quartel989 In accordance with SFAS No. 121,
"Accounting for the Impairment of Long-Lived Assetsd for Long-Lived Assets to be Disposed Of," @mwnpany has stopped depreciating
the exchanges held for sale.

C. Contingencies
There are pending regulatory actions in local ragul jurisdictions that call for price decreage$ynds or both.

On May 1, 1996, the Oregon Public Utilities Comnaag"OPUC") approved a stipulation terminatingmedurely the Company's alternative
form of regulation ("AFOR") plan, and it then untterk a review of the Company's earnings. In May7198e OPUC ordered the Compan
reduce its annual revenues by $97, effective May9®7, and to issue a one-time refund, includingrest, of approximately $102 to reflect
the revenue reduction for the period May 1, 1996ugh April 30, 1997. The one-time refund is falelnm rates which became subject to
refund when the Company's AFOR plan was terminatelflay 1, 1996
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions)

(Unaudited)

The Company filed an appeal of the order and afiean immediate stay of the refund with the Ore@artuit Court for the County of
Marion ("Oregon Circuit Court"). On June 26, 198% Oregon Circuit Court granted the Company'sesgfor a stay, pending a full review
of the OPUC's order. The Oregon Circuit Court tsestuled to hear arguments on the appeal in Deceh®9i®ar.

The one-time refund and cumulative amount of reesraollected subject to refund, including interastpf June 30, 1997, totals
approximately $121.

In 1996, the Washington State Utilities and Tramigdimn Commission ("WUTC") acted on the Compari@85 rate request. The Company
had sought to increase revenues by raising raie&ply for basic residential services over a fgear period. Instead of granting the
Company's request, the WUTC ordered $91.5 in ammetalevenue reductions, effective May 1, 1996.

Based on the WUTC ruling, the Company filed a latwsith the King County Superior Court (the "Coyrtr an appeal of the order, a
temporary stay of the ordered rate reduction anaugimorization to implement a revenue increase.dtwrt declined to change the WUTC
order. The Company appealed the Court's decisitimt®Vashington State Supreme Court (the "Statee®ug Court") which, on January 22,
1997, granted a stay of the order, pending thee Sapreme Court's full review of the appeal. Orgleents were heard in June 1997. The
Company is waiting a decision by the State Supr€mgrt.

Effective May 1, 1996, the Company began collectexenues subject to refund. The cumulative amotirgvenues collected subject to
refund as of June 30, 1997, including interesapigroximately $135.

In another proceeding, the Utah Supreme Court rdetha Utah Public Service Commission ("PSC") otdehe PSC for hearing, thereby
establishing two exceptions to the rule againsbeetive ratemaking: 1) unforeseen and extraorglirgents, and 2) misconduct. The PSC's
initial order denied a refund request from intelexttge carriers and other parties related to theREdarm Act of 1986. The potential
exposure, including interest, at June 30, 199@pmoximately $160.

The Company has accrued $113 at June 30, 1997hwdpcesents its estimated liability for state tatpry proceedings. It is possible that the
ultimate liability could exceed the recorded lighiby an amount up to $300. The Company continaeronitor and evaluate the risks
associated with its state regulatory environmend, \&ill adjust estimates as new information becomeslable.
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Item 2. Management's Analysis of the Results of Opations (Dollars in
millions)

Some of the information presented in or in conmectiith this report constitutes "forward-lookinggments" within the meaning of the
Private Securities Litigation Reform Act of 1995though the Company believes that its expectatamashased on reasonable assumptions
within the bounds of its knowledge of its businasd operations, there can be no assurance that aetwlts will not differ materially from i
expectations. Factors that could cause actualtsssutliffer from expectations include: (i) diffetethan anticipated competition from new
entrants into the local exchange and intraLATA moéirkets, (i) changes in demand for the Compamyducts and services, including
optional custom calling features, (iii) differehian anticipated employee levels, capital expeneitusind operating expenses as a result of
unusually rapid, in-region growth, (iv) the gainloss of significant customers, (v) pending reguiaiactions in state jurisdictions, and (vi)
regulatory changes affecting the telecommunicatindsstry, including changes that could have anaichpn the competitive environment in
the local exchange market.

RESULTS OF OPERATIONS - SIX MONTHS ENDED JUNE 30, 97 COMPARED WITH 1996

Following are details of the Company's reportedimetme, normalized to exclude the effects of ¢éem@noperating items.

Six Si X
Months Mo nths
Ended En ded Increase  Increase
June 30, Ju ne 30, (Decrease) (Decrease)
1997 1996 Dollars Percent
Reported net income $ 702 % 666 $ 36 5.4

Adjustments to reported net income:
Gains on sales of rural telephone

exchanges (29) (30) 1 3.3)
Cumulative effect of change in
accounting principle (1)<F1> - (34) 34
Current year effect of change in
accounting principle (1)<F1> - (10) 10
Normalized income $ 673 $ 592 $ 81 13.7
<F1>
(1) Effective January 1, 1996, the Company adopted Statement of Financial
Accounting Standards ("SFAS") No. 121, "Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Dispo sed Of."

During 1997, the Company's normalized income irsed&b81, or 13.7 percent, to $673. Earnings béfiveeest, taxes, depreciation,
amortization and other ("EBITDA") increased $1466 percent, to $2,363. EBITDA excludes gainsales of certain rural telephone
exchanges. The Company believes EBITDA is an ingmbiindicator of the operational performance obitsinesses. EBITDA, however,
should not be considered as an alternative to tipgrar net income as an indicator of the perforogaof the Company's business or as an
alternative to cash flows from operating activitgssa measure of liquidity, in each case determimadcordance with GAAF
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Item 2. Management's Analysis of the Results of Opations (Dollars in
millions), continued

The increases are primarily due to higher demandduvices and continued cost control efforts wiaicbelerated in the latter half of 1996.
These increases were partially offset by an actouadcognize the Company's estimated state regulbabilities. (See "Contingencies") The
Company anticipates net income growth will contitube partially offset by increased costs relategrowth initiatives and interconnection
requirements, and the impacts of access refornpeoe cap regulation. (See "Regulatory Environment"

Effective January 1, 1996, the Company adopted SNASL21, "Accounting for the Impairment of Longved Assets and for Long-Lived
Assets to be Disposed Of," which, among other thingquires that companies no longer record degtieniexpense on assets held for sale.
Adoption of SFAS No. 121 resulted in a 1996 oneetgain of $34 (net of tax of $22), related to thenalative effect of change in accounting
principle.

Operating Revenues

An analysis of operating revenues follows:

Six Six

Months  Months

Ended Ended Increase  Incr ease

June 30, June 30, Price Lower (Decrease) (Dec rease)

1997 1996 Demand Changes Refunds Other Dollars Perc ent

Local service $ 2,382 % 2324 % 19 8 $ (14 $ 17 $(143) % 58 2.5
Interstate access 1,365 1,248 13 8 (20) 3 (14 117 9.4
Intrastate access 400 379 2 5 5 -9 21 5.5
Long-distance network 490 568 (4 7) (5) - (26) (78) (13.7)
Other services 398 329 - - - 69 69 21.0
Total $ 5035 % 4848 $ 31 4 $ (24)$ 20 $(123) $ 187 3.9

Local Services Revenues. Local service revenuesased $58, or 2.5 percent, to $2,382, primarily essult of access line growth and
increased demand for new product and service afferiand existing central office features. Totpbréed access lines increased 616,000, or
4.1 percent, during the past 12 months, of which, @30 was attributable to second lines. Secondtisallations increased 26.7 percent.
Access lines grew 686,000, or 4.6 percent, wheasteljl for sales of approximately 70,000 rural tetee access lines during the past twelve
months.
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Item 2. Management's Analysis of the Results of Opations (Dollars in
millions), continued

Partially offsetting the increase is a $91 acctaakcognize the Company's estimated state regylbatbilities. (See "Contingencies") Also
partially offsetting the increase was a $30 redii@ssion of public telephone revenues to othevs®s revenues. The reclassification was in
conjunction with the Federal Communications Comiaiss ("FCC") payphone orders, which took effectihp5, 1997, as mandated by the
Telecommunications Act of 1996 (the "Telecommuna# Act"). Lower wireless interconnection accessgs, also mandated by the
Telecommunications Act, reduced local service reesrby $27.

Excluding the non-recurring effects of the regutataccrual and the public telephone revenues reifieation, local service revenues
increased 6.8 percent. (See "Contingencies")

Interstate Access Revenues. Higher interstate acegenues resulted from increased demand fortpriiree services, access line growth and
an increase of 6.3 percent in billed interstateeaseninutes of use. The increase was partiallgffg the effects of price reductions and
accruals of $22 for refunds to interexchange cesri€he refunds relate to a one-time $22 exogenosisadjustment ordered by the FCC as a
condition of granting the Company's waiver fromcprcap sharing rules for the first half of 1994 SRegulatory Environment") Trugss of
$18 to the 1996 price cap sharing accruals partidfset the one-time $22 exogenous cost adjustment

The Company anticipates future interstate accesste growth will be negatively impacted by the F&O@cent orders to restructure the
access charge system and its current price cap(daa "Regulatory Environment”)

Intrastate Access Revenues. Intrastate accessuevarcreased largely as a result of an increas8.6fpercent in billed intrastate minutes of
use and increased demand for private line services.

Long-distance Network Service Revenues. Long-déstaretwork service revenues decreased 13.7 pgraararily due to the effects of
competition and the implementation of multiple wdlrrier plans ("MTCPs") in lowa and Nebraska i®@,9and in lowa, Oregon and
Washington in first-quarter 1997. The MTCPs essédlgtallow independent telephone companies to at¢bkhcarriers. During 1997, the
MTCPs reduced long-distance revenues by $29, whahoffset by increased intrastate access reveri&s and decreased other operating
expenses (i.e., access expense) of $23.

Excluding the effects of the MTCPs, long-distaneévork service revenues decreased by 8.6 percedida of long-distance network
service revenues will continue due to the lossxofusivity of 1+ dialing in Minnesota and Arizonetfective in February and April 1996,
respectively, and continued dial-around activitpiher states within the Company's 14 state redibe.Company is responding to
competitive losses through competitive pricingrafaLATA long-distance services and increased promotional effontstain customer:



Form 10-Q - Part |

Item 2. Management's Analysis of the Results of Opations (Dollars in
millions), continued

Other Services Revenues. Other services revenoesased largely due to the second-quarter 1997ek38ssification of public telephone
revenues from local service revenues. Also continiguto the increase was interim compensation regdrom interexchange carriers as a
result of the FCC's payphone orders which tookceffgril 15, 1997. The amount of interim compensatinay change as a result of the
District of Columbia Court of Appeals recent reviemd remand of the FCC's payphone orders. Incréasesce messaging, inside wire
maintenance and billing and collection servicegnexes also contributed to higher other servicesmess.

Future revenues may be affected by pending regylafttions in federal and local regulatory juriditins.

Costs and Expenses

Six Six

Months Months Increase Increase

Ended Ended (Decrease) (Decrease)

June 3 0, June 30, Dollars) Percent

1 997 1996

Employee-related expenses $ 1, 648 $ 1,677 (29) 1.7)
Other operating expenses 824 762 62 8.1
Taxes other than income taxes 200 192 8 4.2
Depreciation and amortization 1, 046 1,024 22 2.1
Interest expense 189 204 (15) (7.4)
Gains on sales of rural telephone exchanges 47 49 2) (4.2)

Other expense 40 15 25 -

Employee-Related Expenses. Employee-related expeleseeased $29, or 1.7 percent, primarily duevet salaries and wages, overtime,
and conference and travel expenses. Salaries agekvaecreased primarily as a result of employegctemhs totaling 3,795 during the last
twelve months. However, this decrease was largifgby the effects of inflation-driven wage inases. The reduction in overtime, and
conference and travel expenses is primarily theltre$ continued cost control efforts which accated in the latter half of 1996. Partially
offsetting the decreases were higher contract labsts and an increase in the postretirement lsraaftrual. The increase in contract labor is
primarily due to additional costs for system depetent work and the launch of new products and sesyiand sales efforts associated with a
first-quarter 1997 promotion of caller identificati

Other Operating Expenses. Other operating expensesased $62, or 8.1 percent. The increase wawomiaantly a result of higher
advertising costs, of which approximately $30 tsiladitable to a advertising promotion of callerntiécation in first-quarter 1997, and a
reserve adjustment associated with billing andectibn activities performed for interexchange @asi Also contributing to the increase was
additional network software purchases, increaseteépsiona
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Item 2. Management's Analysis of the Results of Opations (Dollars in
millions), continued

fees and repair costs associated with floodinganttNDakota. Costs related to the growth initiatiadso contributed to the increase. Partially
offsetting the increases were lower materials anqgbkes as a result of continued cost control ¢éffand reduced access expense (primarily
related to the implementation of the MTCPs in 1886 1997).

Taxes Other Than Income Taxes. Taxes other thamiadaxes increased primarily due to increasec&ndegross receipt taxes. Partially
offsetting were decreased property taxes due torédole tax valuations and mill levies, as compavid 1996.

Depreciation and Amortization. Increased depremiaéind amortization expense was attributable tetfeets of a higher depreciable asset
base partially offset by lower depreciation ratsdertain classes of plant.

Interest Expense. Interest expense decreased pyimiae to lower average debt levels and interatts as compared to 1996. Partially
offsetting the decrease in interest expense wagiedse in the amount of interest capitalized tieguirom a lower average balance of
telecommunications plant under construction.

Gains on Sales of Rural Telephone Exchanges. DU883, the Company sold selected rural telephonbamges in lowa, South Dakota,
Nebraska and Idaho for a pretax gain of $47 anafi@n tax gain of $29. The 1996 gains were a reddales in North and South Dakc

Other Expense. Other expense increased primaréytaladditional interest expense associated wétCiimpany's interstate sharing liabilit
and state regulatory liabilities.

Provision for Income Taxes

Six Six
Months Months
Ended Ended

June 30, June 30, Percent
1997 1996 Change
Provision for income taxes $ 433 $ 391 10.7
Effective tax rate 38.1% 38.2% -

The increase in the provision for income taxesltedyprimarily from higher pretax earnings and loweortization of the investment tax
credit.

Restructuring Charge

During the six-month period ended June 30, 199¥ rélstructuring reserve decreased $45 to a batH#r&#8. Reserve usage is primarily a
result of expenditures for 380 employee separatiomig the first half of 1997 and systems develephtosts. The restructuring plan is
expected to be substantially complete by the erk®8¥. Management continues to evaluate the rentaneiserve balance and employee
separations
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Item 2. Management's Analysis of the Results of Opations (Dollars in
millions), continued

CONTINGENCIES
There are pending regulatory actions in local ragu jurisdictions that call for price decreagesunds or both.

On May 1, 1996, the Oregon Public Utilities Comnaag"OPUC") approved a stipulation terminatingrpegurely the Company's alternative
form of regulation ("AFOR") plan, and it then untterk a review of the Company's earnings. In May7198e OPUC ordered the Compan
reduce its annual revenues by $97, effective May9®y7, and to issue a one-time refund, includingrest, of approximately $102 to reflect
the revenue reduction for the period May 1, 1996ugh April 30, 1997. The one-time refund is faeiim rates which became subject to
refund when the Company's AFOR plan was terminateiflay 1, 1996.

The Company filed an appeal of the order and afiean immediate stay of the refund with the Ore@artuit Court for the County of
Marion ("Oregon Circuit Court"). On June 26, 198% Oregon Circuit Court granted the Company'sestjfor a stay, pending a full review
of the OPUC's order. The Oregon Circuit Court tsestuled to hear arguments on the appeal in Decebh®i9ar.

The one-time refund and cumulative amount of reesreollected subject to refund, including interastpf June 30, 1997, totals
approximately $121.

In 1996, the Washington State Utilities and Tramigdimn Commission ("WUTC") acted on the Compari@85 rate request. The Company
had sought to increase revenues by raising raie@ply for basic residential services over a fgear period. Instead of granting the
Company's request, the WUTC ordered $91.5 in ammtalevenue reductions, effective May 1, 1996.

Based on the WUTC ruling, the Company filed a latwsith the King County Superior Court (the "Coyrttr an appeal of the order, a
temporary stay of the ordered rate reduction anaugimorization to implement a revenue increase.ddwrt declined to change the WUTC
order. The Company appealed the Court's decisitimt®Vashington State Supreme Court (the "Statee®ug Court") which, on January 22,
1997, granted a stay of the order, pending theeS&apreme Court's full review of the appeal. Orguments were heard in June 1997. The
Company is waiting a decision by the State Supr€mert.

Effective May 1, 1996, the Company began collectienues subject to refund. The cumulative amofiravenues collected subject to
refund as of June 30, 1997, including interesapigroximately $13%
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Item 2. Management's Analysis of the Results of Opations (Dollars in
millions), continued

In another proceeding, the Utah Supreme Court rdetha Utah Public Service Commission ("PSC") otdeéhe PSC for hearing, thereby
establishing two exceptions to the rule againsbeetive ratemaking: 1) unforeseen and extraorgliaents, and 2) misconduct. The PSC's
initial order denied a refund request from intetextge carriers and other parties related to theREdarm Act of 1986. The potential
exposure, including interest, at June 30, 199&@pmoximately $160.

The Company has accrued $113 at June 30, 1997hwdycesents its estimated liability for state tatpry proceedings. It is possible that the
ultimate liability could exceed the recorded ligtgiby an amount up to $300. The Company contiaesonitor and evaluate the risks
associated with its state regulatory environmemd, \&ill adjust estimates as new information becomeslable.

REGULATORY ENVIRONMENT
The Telecommunications Act of 1996

The Telecommunications Act of 1996 (the "Telecomitations Act") replaces the Modification of Finaldiyment, the antitrust consent
decree entered into in 1984 in connection withdivestiture by AT&T of its local telephone businessl the formation of U S WEST and the
other Regional Bell Operating Companies ("RBOCEHe Telecommunications Act permits local telephoompanies, long-distance carriers
and cable television companies to enter each ofivezs of business. Among other things, the RB@lishe permitted to provide interLATA
long-distance services by opening their local neltwdo facilities-based competition and satisfyandetailed list of requirements, including
providing interconnection and number portabilitheTTelecommunications Act also reaffirms the cohogpniversal service and directs the
FCC and state regulators to determine universaicgefunding policy. The FCC and state regulatagehbeen given the responsibility to
interpret and oversee implementation of large pogtiof the Telecommunications Act.

On August 8, 1996, the FCC issued an order (theC'Btder") establishing a framework of minimum nagbrules that would enable the
states and the FCC to begin implementing the legadpetition provisions of the Telecommunications.Aamong other things, the FCC
Order established rigid costing and pricing ruldsalr, from U S WEST's perspective, significantlypeae negotiations with new entrants to
the local exchange market, state public utility agission ("PUC") interconnection rulemakings, antinonnection arbitration proceedin
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Item 2. Management's Analysis of the Results of Opations (Dollars in
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On July 18, 1997, the Eighth Circuit Court of Apjge@Eighth Circuit") vacated significant portion§the FCC Order. Most significantly, the
Eighth Circuit ruled that jurisdiction over locatéerconnection prices rests with the states, rFBC. The effect of the Eighth Circuit's
decision is to have interconnection and networkumalied element pricing be resolved through negotiator state PUC arbitration
proceedings. Some of the FCC's unbundling rulesgdisas its "pick and choose" provision, were ataoated by the Eighth Circuit Court.

On May 7, 1997, the FCC announced three decistaatsaill establish rules to implement the UniverSatvice provision of the
Telecommunications Act of 1996 (the "Universal $&\Order"), as well as rules to restructure theeas charge system (the "Access Reform
Order") and the FCC's current price cap plan (Briceé Cap Order").

UNIVERSAL SERVICE

Under the Universal Service Order, all providersntérstate telecommunications services will cdntié to universal service funding, which
will be based on retail telecommunications reventies Universal Service Order deferred definingea explicit mechanism to support high-
cost service in areas served by non-rural telepboonganies such as the Company until January B.19%il the explicit mechanism is put
in place, the existing universal service supportima@isms were left intact, except to the extentifieztiby the FCC's Access Reform and
Price Cap Orders discussed below.

The FCC's Universal Service Order also includese#tablishment of two separate funds to help cdreligble schools and libraries, and
rural health care providers, to the global telecamitations network. These funds are capped at $2l&5 and $400, respectively.

On July 17, 1997, U S WEST filed a petition witle thCC for reconsideration and clarification of aartissues in the Universal Service
Order. Among other things, U S WEST requested D€ Eo reconsider: 1) establishing a national fundrtsure high-cost support is
sufficient, and 2) assessing contributions as eimind-user surcharges. Appeals of the Universali€& Order have been filed by various
other companies
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FEDERAL ACCESS REFORM

The FCC has ordered a substantial restructurinigtefstate access pricing. A significant portiorthed pricing that has been charged using
minutes-of-use pricing will now be charged usingpanbination of minutes-of-use rates, presubscribentexchange carrier charges
("PICCs") and subscriber line charges ("SLCs")hAligh an increase in the SLC to multi-line businessrs occurred on July 1, 1997, the
bulk of the mandated pricing changes will occudanuary 1, 1998. Additional mandated pricing charwgé also occur on January 1, 1998
through 2001. The net effect of these changesheilio decrease minutes-of-use charges by overé@meand increase flat-rate charges (i.e.,
PICCs and SLCs). The Access Reform Order alsommaadi in place the current rules by which incumbecel exchange carriers ("LECs")
may not assess interstate access charges on itimnmsarvice providers and purchasers of unbundédork elements. The FCC will
separately address issues surrounding informagionce providers' usage of the public switched oekwn a related notice of inquiry. The
impacts of access reform will occur over a numbsrears and cannot be evaluated until the FCC vesalll remaining issues. Generally,
however, the Access Reform Order will reduce tivemees the Company derives from interstate ac¢esges. Competition from new
entrant LECs will also affect the Company's accesenues.

U S WEST has appealed the Access Reform OrdeMEST's primary challenge is that the FCC actedwiiuldy by exempting purchasers
of unbundled network elements from payment of Bitde access charges.

PRICE CAP ORDER

The FCC's Price Cap Order requires LECs that djesuto price cap regulation to increase theicgpdap index productivity factor to 6.5
percent. The order eliminates the lower produgtifattor options (i.e., 4.0 percent and 4.7 peictat required sharing of earnings above a
specified level and will require LECs to set thE®97 price cap index assuming that the 6.5 pefeetdr had been in effect at the time of the
1996 tariff filing.

Under the FCC's previous price cap plan, the Compad elected the lowest productivity factor, 4edgent, in its 1996 annual interstate
tariff filing. As a result, the Company remainedct to the sharing requirements for the first b&1997. In May 1997, the Company
requested a waiver of the price cap sharing raethg first half of 1997. On June 26, 1997, theCRfLanted the waiver, resulting in the
Company making a one-time exogenous cost adjustai&d®2. The adjustment is reflected in the 199%0rd-quarter interstate access
revenues results (See "Operating Revenues"). TRa@istment was reflected in lower interstate s&cates over twelve months beginning
July 1, 1997
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As mandated by the Price Cap Order, the price wagxiin the Company's 1997 interstate access féinfj was established assuming that
6.5 percent productivity factor had been in efftdhe time of the 1996 tariff filing. The acceaterreductions have an on-going revenue
impact of approximately $165 which will be refledtiarough lower interstate rates over twelve mobtginning July 1, 1997.

On June 23, 1997, U S WEST petitioned the Tentbu@iCourt of Appeals ("Tenth Circuit") for a reweof the Access Reform Order and
Price Cap Order. Among other things, the petitiequested the Tenth Circuit to review the use abgércent productivity factor and the
retroactive application of the 6.5 percent produtifactor to July 1, 1996 when determining theercap index for the 1997 price cap filing.
Through the federal court multi-district litigatidorum selection process, the Access Reform Ordébe reviewed by the Eighth Circuit.
The Tenth Circuit has now transferred review ofige Cap Order to the District of Columbia CafrAppeals.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

The Company and its subsidiaries are subject tmsland proceedings arising in the ordinary coofdmsiness. While complete assurance
cannot be given as to the outcome of any continigaguitities, in the opinion of the Company, angdncial impact to which the Company and
its subsidiaries are subject is not expected tmaterial in amount to the Company's operating tesulits financial position.

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits

Exhibit No.

12 Statement regarding computation of ear nings to fixed charges ratio of
U S WEST Communications, Inc.

27 Financial Data Schedule

(b) Reports on Form 8-K Filed During the Second i@areof 1997:

No reports on Form-K have been filed for the Company during the seaunatter of 1997
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SIGNATURES

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

August 13, 1997

U S WEST Communications, Inc.
Allan R Spies
Vice President and Chief Financial Oficer



EXHIBIT 12

U S WEST COMMUNICATIONS, Inc.
RATIO OF EARNINGS TO FIXED CHARGES
(Dollars in Millions)

Q uarter Ended
6/3 0/97 6/30/96
Income before income taxes
and cumulative effect of
change in accounting principle $ 571 $ 543
Interest expense (net of amounts
capitalized) 93 101
Interest factor on rentals (1/3) 16 15
Earnings $ 680 $ 659
Interest expense $ 98 $ 116
Interest factor on rentals (1/3) 16 15
Fixed charges $ 114 $ 131
Ratio of earnings to fixed charges 5 96 5.03
Y ear-to-Date
6/3 0/97 6/30/96
Income before income taxes
and cumulative effect of
change in accounting principle $1, 135 $1,023
Interest expense (net of amounts
capitalized) 189 204
Interest factor on rentals (1/3) 31 29
Earnings $1, 355 $1,256
Interest expense $ 201 $ 232
Interest factor on rentals (1/3) 31 29
Fixed charges $ 232 $ 261

Ratio of earnings to fixed charges 5 .84 481




ARTICLE 5
CIK: 0000068622

NAME: U S WEST COMMUNICATIONS, INC

MULTIPLIER: 1,000,000

PERIOD TYPE 3 MOS 6 MOS
FISCAL YEAR END DEC 31 199 DEC 31 199
PERIOD END JUN 30 199 JUN 30 199
CASH 98 98
SECURITIES 0 0
RECEIVABLES 1,531 1,53
ALLOWANCES 0 0
INVENTORY 131 131
CURRENT ASSET¢ 2,007 2,001
PP&E 32,58: 32,58:
DEPRECIATION 18,95¢ 18,95«
TOTAL ASSETS 16,45’ 16,45’
CURRENT LIABILITIES 3,121 3,121
BONDS 5,32( 5,32(
PREFERRED MANDATORY 0 0
PREFERREL 0 0
COMMON 7,88¢ 7,88¢
OTHER SE (3,617 (3,617
TOTAL LIABILITY AND EQUITY 16,45’ 16,45’
SALES 2,48¢ 5,03¢
TOTAL REVENUES 2,48¢ 5,03¢
CGS 0 0
TOTAL COSTS 0 0
OTHER EXPENSE¢ 1,83t 3,71¢
LOSS PROVISION 0 0
INTEREST EXPENSE 93 18¢
INCOME PRETAX 571 1,13t
INCOME TAX 21¢ 43¢
INCOME CONTINUING 35z 70z
DISCONTINUED 0 0
EXTRAORDINARY 0 0
CHANGES 0 0
NET INCOME 352 702
EPS PRIMARY 0 0
EPS DILUTED 0 0
End of Filing
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