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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2006

or

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

For the transition period from to

Commission File No. 001-03040

QWEST CORPORATION

(Exact name of registrant as specified in its chaetr)

Colorado 84-027380C
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

1801 California Street, Denver, Colorado 80202

(Address of principal executive offices) (Zip Code)

(303) 992-1400

(Registrant’s telephone number, including area code

N/A

(Former name, former address and former fiscal yearif changed since last report)

THE REGISTRANT, A WHOLLY OWNED SUBSIDIARY OF QWESTOMMUNICATIONS INTERNATIONAL INC., MEETS
THE CONDITIONS SET FORTH IN GENERAL INSTRUCTIONS Hy(a) AND (b) OF FORM 1@ AND IS THEREFORE FILING THI¢
FORM WITH REDUCED DISCLOSURE FORMAT.

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye&l No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check One):

Large accelerated fileil] Accelerated filer (I Non-accelerated filer X]
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). Yes[O No

On July 31, 2006, one share of Qwest Corporationngon stock was outstanding.




Table of Contents

Item

Glossary of Term

Financial Statemen

Condensed Consolidated Statements of OperationseeTdnd six months ended June 30, 2006 and 2006dited)

Condensed Consolidated Balance St—June 30, 2006 and December 31, 2005 (unauc
Condensed Consolidated Statements of Cash Flowsw@iths ended June 30, 2006 and 2005 (unaudited)

QWEST CORPORATION
FORM 10-Q
TABLE OF CONTENTS

PART I—FINANCIAL INFORMATION

Notes to Condensed Consolidated Financial Statenfenaudited

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior

Quantitative and Qualitative Disclosures About MzrRisk

Controls and Procedur

Legal Proceeding
Risk Factor
Exhibits
Signature Pag

PART Il —OTHER INFORMATION

Page

w

21
32
32

34
34
40
42



Table of Contents

GLOSSARY OF TERMS

Our industry uses many terms and acronyms thatrmotipe familiar to you. To assist you in readinig tiocument, we have provided
below definitions of some of these terms.

» Access Line<Telephone lines reaching from the customer’s presiie a connection with the public switched teleghoetwork.
When we refer to our access lines we mean all @gsmmarkets, wholesale and business access hiokgling those used by us
our affiliates.

» Asynchronous Transfer Mode (ATMA broadband, network transport service utilizingedswitches that provides a fast, efficient
way to move large quantities of informatic

« Competitive Local Exchange Carriers (CLECBg¢lecommunications providers that compete withnysroviding local voice
services in our local service ar

« Data Integration.Voice and data telecommunications customer preneigagpment (CPE) and associated professional sexyvic
including network management, the installation avantenance of data equipment and the buildingafnietary fiber-optic
broadband networks, for our governmental and bssicastomer:

* Frame RelayA high speed data switching technology primarilgdiso interconnect multiple local networks.

* Incumbent Local Exchange Carrier (ILECA traditional telecommunications provider, suchagest Corporation, that, prior to the
Telecommunications Act of 1996, had the exclusightrand responsibility for providing local telecomanications services in its
local service arei

» Integrated Services Digital Network (ISDIA telecommunications standard that uses digitalsireission technology to support
voice, video and data communications applicatiores cegular telephone line

» Interexchange Carriers (IXCsTelecommunications providers that provide longatise services to engsers by handling calls th
extend beyond a custon’s local exchange service ar

* InterLATA lonc-distance service§.elecommunications services, including “800” seegicthat cross LATA boundaries.

» Internet Dial AccessProvides ISPs and business customers with a compsete, reliable and cost-effective dial-up network
infrastructure

* Internet Protocol (IP) Those protocols that facilitate transferring infation in packets of data and that enable each pacike
transmission to “tell” the data switches it encaustwhere it is headed and enables the computeraeinend to confirm that
message has been accurately transmitted and rdc

» Internet Service Providers (ISPBusinesses that provide Internet access to ratsibmers.

* IntraLATA lon¢-distance service§.hese services include calls that terminate outsidaller’s local calling area but within their
LATA, including wide area telecommunications seevar “800” services for customers with geograpMychighly concentrated
demand

» Local Access Transport Area (LAT.A geographical area associated with the provisidelecommunications services by local
exchange and long distance carriers. There ar& AB2s in the United States, of which 27 are in ddrstate local service are

» Local Calling AreaA geographical area, usually smaller than a LATA&him which a customer can make telephone callbauit
incurring lon¢-distance charges. Multiple local calling areas galhemake up a LATA

* Private LinesDirect circuits or channels specifically dedicatedhe use of an end-user organization for the gaef directly
connecting two or more site
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* Public Switched Telephone Network (PSTThe worldwide voice telephone network that is asiteés to every person with a
telephone equipped with dial tor

e Unbundled Network Elements (UNEB)screte elements of our network that are soldaséd to competitive telecommunications
providers and that may be combined to provide ttedail telecommunications servici

» Virtual Private Network (VPN)A private network that operates securely withirullie network (such as the Internet) by means of
encrypting transmission

» Voice over Internet Protocol (VolPAn application that provides real-time, two-way a@icapability originating in the Internet
protocol over a broadband connecti

* Web HostingThe providing of space, power and bandwidth in dataters for hosting of customers’ Internet equiphaes well as
related service:

» Wide Area Network (WANA communications network that covers a wide gedgi@aprea, such as a state or country. A WAN
typically extends a local area network outsidelthidding, over telephone common carrier lines i lio other local area networks
in remote locations, such as branch offices -home workers and telecommute
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(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
Capitalized software amortizatic

Total operating expens

Other expense (incon—net:
Interest expen—net
Loss on early retirement of d—net
Other incom—net

Total other expense (incon—net

Income before income tax
Income tax expens

Net income

Three Months Ended

Six Months Ended

June 30, June 30,
2006 2005 2006 2005
(Dollars in millions)

$ 2,221 $ 2,262 $ 4,462 $4,53(
23¢ 28C 47¢€ 562
2,46( 2,542 4,93¢ 5,09:
52t 524 1,04: 1,057
49 65 10¢ 11€
457 445 88¢ 87¢
267 27€ 53¢ 55¢E
52% 57¢ 1,04¢ 1,157
69 85 14C 17¢€
1,89( 1,97: 3,76¢ 3,93¢
15€ 151 30¢ 30C
- 37 - 37
(©) (20) (4) ()
15Z 16€& 30¢% 33C
417 401 86¢ 824
(154) (151) (321) (312)
$ 262 $ 25C $ 547 $ 512

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

ASSETS
Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable (less allowance of $60 and &&thectively’
Accounts receivab—affiliates
Deferred income taxe
Prepaid expenses and other current a:

Total current asse

Property, plant and equipm—net
Capitalized softwar—net

Prepaid pension ass

Other asset

Total asset

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities:

Current borrowing:

Accounts payabl

Accounts payab—affiliates

Dividends payab—QSC

Accrued expenses and other current liabili

Deferred revenue and advance billi

Total current liabilities

Long-term borrowings (net of unamortized debt discodr#1l®7 and $129, respectivel
Pos-retirement and other p-employment benefit obligatior

Deferred revenu

Deferred income taxe

Other lon¢-term liabilities

Total liabilities

Commitments and contingencies (Note

Stockholde’s equity:
Common stoc—one share without par value, owned by C
Accumulated defici

Total stockholde's equity

Total liabilities and stockhold’s equity

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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June 30,
2006

December 31

2005

(Dollars in millions)

$ 10z $  16C
8 8
977 1,01¢
11¢ 127
91 98
25¢ 21¢
1,551 1,63(
13,52¢ 14,03"
50E 594
98¢ 1,01%
27¢€ 297
$16,85( $ 17,57
$ 59C $ 1
42€ 454
541 60¢
23( 12€
61¢ 68E
474 492
2,87¢ 2,367
7,07¢ 7,66¢
2,831 2,851
18€ 192
1,68¢ 1,881
27¢ 27¢
14,93¢ 15,23¢
10,18¢ 10,15"
(8,272) (7,821)
1,91€ 2,33¢
$16,85( $ 17,57:
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QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to cash praVicle operating activities
Depreciation and amortizatic
Provision for bad det—net
Deferred income taxe
Loss on early retirement of de
Other nor-cash charge—net

Changes in operating assets and liabilii
Accounts receivabl
Accounts receivab—affiliates
Prepaid expenses and other current a:
Accounts payable and accrued expet
Accounts payab—affiliates
Deferred revenue and advance billit
Other noi-current assets and liabiliti

Cash provided by operating activiti

INVESTING ACTIVITIES
Expenditures for property and equipment and intalegassets (net of tax refund of $33 million
in 2005)
Interest in net proceeds from investments manage&gSC
Proceeds from sale of property and equipn
Other

Cash used for investing activiti

FINANCING ACTIVITIES
Proceeds from lor-term borrowings
Repayments of lor-term borrowings, including current maturiti
Dividends paid to QSt
Debt issuance cos
Early debt retirement cos

Cash used for financing activiti
CASH AND CASH EQUIVALENTS
(Decrease) increase in cash and cash equivz

Beginning balanc

Ending balanc:

Six Months Ended

June 30,

2006

2005

(Dollars in millions)

$ 547
1,18¢

35

(199)

(624)

27
@

(59€)

(896

(89€)
(58)
16C

$ 10z

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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(29)

16
(139)
(205

(33)

1,711

(517)
12€

13
(379
1,15(
(1,092)
(1,345)
(18)
(29

(1,330
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2006
(UNAUDITED)

Unless the context requires otherwise, referencdkis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, and referenoe$xClII” refer to our ultimate
parent company, Qwest Communications Internatibmal and its consolidated subsidiarit

Note 1: Basis of Presentation

These condensed consolidated interim financia¢stahts are unaudited and are prepared in accordathicthe instructions for
Form 10-Q. In compliance with those instructiorestain information and footnote disclosures norgnaitiuded in consolidated financial
statements prepared in accordance with accountingiples generally accepted in the United StafeSnoerica (“GAAP”) have been
condensed or omitted.

In the opinion of management, these statementadecll the adjustments necessary to fairly presentondensed consolidated results
of operations, financial position and cash flowsf3dune 30, 2006 and for all periods presenteds&ltondensed consolidated financial
statements should be read in conjunction with tititad consolidated financial statements and thesihereto included in our annual report
on Form 10-K for the year ended December 31, 2685“@005 Form 10-K”). The condensed consolidat=iiits of operations for the three
and six month periods ended June 30, 2006 andbitdeased consolidated statement of cash flow$héosik month period ended
June 30, 2006 are not necessarily indicative ofékalts or cash flows expected for the full yeaofothe results we would have incurred had
we operated as a stand-alone entity during thegepresented.

Use of estimates

Our condensed consolidated financial statementprepared in accordance with GAAP. These accoumtimgiples require us to make
certain estimates, judgments and assumptions. llaybehat the estimates, judgments and assumpti@ae when accounting for items and
matters such as, but not limited to, long-term raois, customer retention patterns, allowance &ordebts, depreciation, amortization, asset
valuations, internal labor capitalization rategoreerability of assets, impairment assessmentslogmeg benefits, taxes, reserves and other
provisions and contingencies are reasonable, basedormation available at the time they are madese estimates, judgments and
assumptions can affect the reported amounts ofsasged liabilities as of the date of the conderm®tbolidated financial statements, as well
as the reported amounts of revenue and expensieg dlue periods presented. We also assess potkssals in relation to threatened or
pending legal matters and, if a loss is consideretiable and the amount can be reasonably estimageecognize an expense for the
estimated loss. Actual results could differ froragh estimates. See Note 4—Commitments and Contiiegen

Reclassifications

Certain prior period balances have been reclagdsificonform to the current presentation, includingclassification of $22 and $43
million in expenses between selling, general amdiaigtration—affiliate and selling, general and awlistration for the three and six months
ended June 30, 2005, respectively.

Allocations from affiliates

We purchase services from our affiliates, such aketing and advertising, information technologyduct and technical services as
well as general support services, and our affgiatearge us for these services

8
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2006
(UNAUDITED)

based on market price or fully distributed cost{@). Most services are priced by applying an FD&modology. FDC rates are determined
using salary rates, including factors for taxespleyee benefits, facilities and overhead costssélservices are charged to us based on direc
assignment whenever possible. If costs cannotrieettli assigned, they are allocated among alliatis, including QC, based upon cost u:
measures, or if no cost usage measure is availadsed on a general allocator. From time to tin@l| @djusts the basis for allocating the
costs of a shared service among affiliates. Sueh@és in allocation methodologies are generallgdiprospectively.

Depreciation and amortization

Property, plant and equipment are shown net ofeégtion on our condensed consolidated balancessh® of June 30, 2006 and
December 31, 2005, accumulated depreciation wa®$8ion and $29.3 billion, respectively.

Capitalized software is shown net of amortizatioroor condensed consolidated balance sheets. Adatedwamortization was
$1,008 million and $861 million as of June 30, 2@d6 December 31, 2005, respectively.

Recently adopted accounting pronouncements

In May 2005, the Financial Accounting Standardsrdq&-ASB”), as part of an effort to conform to émhational accounting standards,
issued Statement of Financial Accounting Stand@®ISAS”) No. 154, “Accounting Changes and Error f@ations” (“SFAS No. 154"),
which was effective for us beginning on Januargd06. SFAS No. 154 requires that all voluntary dfenin accounting principles be
retrospectively applied to prior financial statersess if that principle had always been used, gritds impracticable to do so. When it is
impracticable to calculate the effects on all pperiods, SFAS No. 154 requires that the new puiedde applied to the earliest period
practicable. The adoption of SFAS No. 154 has adtdmaterial effect on our financial position esults of operations.

Stock-based compensatioiffective January 1, 2006, we adopted SFAS N8(R}, “Share-Based Payment” (“SFAS No. 123(R)"),
which revises SFAS No. 123, “Accounting for Stockse@d Compensation.” Prior to 2006, we accountedv@rds of QCII stock granted to
our employees under the intrinsic-value recognitiod measurement principles of Accounting Prinsifdeard Opinion No. 25, “Accounting
for Stock Issued to Employees” (“APB No. 25Fowever, SFAS No. 123(R) requires that compensatigrense be measured using estirr
of the fair value of all stock-based awards andiappo new awards and to awards modified, repsetiaor cancelled after
December 31, 2005, as well as to the unvestedgmoofi awards outstanding as of January 1, 2006.

We are applying the “modified prospective methaal’fiecognizing the expense over the remaining ngsieriod for awards that were
outstanding but unvested at January 1, 2006. Whéemodified prospective method, we have not adgliie financial statements for periods
ending prior to December 31, 2005. Compensatiohansing from stock-based awards granted to oypleyees is recognized as expense
using the straight-line method over the vestingqekand is included in the cost of sales and sgligeneral and administrative expense in our
condensed consolidated statements of operatiomstotél compensation cost for awards of QCII stp@anted to our employees was less 1
$1 million for the three and six months ended JB®e2006. Because we purchase a significant anafwsgrvices from our parent, the direct
stock-based compensation costs
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2006
(UNAUDITED)

recorded by us for stock-based awards grantedrteroployees are not necessarily indicative of thecwe would have incurred had we
operated as a stand-alone entity during the pepogisented.

The following table illustrates the effect on netéme for the three and six months ended June(®® &s if compensation costs arising
from stock-based awards of QCII stock granted toemuployees had been determined based on thedfaie at the grant dates:

Three Months Endec Six Months Endec
June 30, 2005 June 30, 2005

(Dollars in millions)
Net income;

As reportec $ 25C $ 512
Deduct: Total stock-based employee

compensation expense determined

under the fair-value-based method fc

all awards, net of related tax effe (6) (12
Deduct: Stock based employee

compensation expense included in net

income, net of related tax effec Q) Q)
Pro forma net incom $ 243 $ 49¢

Our direct parent also adopted SFAS No. 123(R)amudry 1, 2006, and as a result of its increasst$ cib increased its billings to us
during the three and six months ended June 30, Bp@pproximately $4 and $7 million, respectivaifiese costs are not directly assigned,
but are billed to us based on a general allocatdrase included in the selling, general and adrtrative—affiliates expense line in our
condensed consolidated statements of operationst 2une 30, 2006, QCII had a total $62 milliortaitl unrecognized compensation cost
related to unvested stock-based awards, whichlit@dognize over the remaining weighted averagsting terms of 2.8 years, and because
our direct parent will continue to record such ktbased compensation, it will continue to bill a portof such costs to us. However, base
the many factors that affect the allocation, th@ant that is ultimately billed to us as a resulstfck-based compensation recorded at our
direct parent may fluctuate.

Recently issued accounting pronouncements

In July 2006, the FASB issued FASB Interpretatian B8 (“FIN No. 48"), “Accounting for Uncertaintyilncome Taxes,” which will
be effective for us beginning on January 1, 200i& Validity of any tax position is a matter of taw, and generally there is no controversy
about recognizing the benefit of a tax positiomicompany’s financial statements when the degreerfidence is high that the tax position
will be sustained upon examination by a taxing arity. However, in some cases, the law is subjeefried interpretation, and whether a tax
position will ultimately be sustained may be unagrt For us, FIN No. 48 establishes a differentpss to measure the impact of uncertainty
associated with the income tax provision than veecairrently using. Under FIN No. 48, the impacanfuncertain income tax position on the
income tax provision must be recognized at theslsirgmount that is more likely than not to be snsthupon audit by the relevant taxing
authority. An uncertain income tax position willtrime recognized if it has less than a 50% likelthobbeing sustained. FIN No. 48 also
requires additional disclosures about unrecogniardenefits associated with uncertain income tsitipns and a reconciliation of the
change in the unrecognized benefit. We currently

10
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2006
(UNAUDITED)

recognize an uncertain income tax position reléettie timing of recognition if we are more likdlyan not to prevail. For uncertain income
tax positions not related to timing of recognitiare recognize the position if it is probable tha&t will prevail. We are currently evaluating
impact of FIN No. 48 on our financial statementse Btandard establishes a lower threshold for rézmgy the benefit of some uncertain tax
positions than we have historically used. Thereftire adoption could have a significant impact anfmancial statements by causing us to
record in our consolidated financial statementstamfthl income tax increases or decreases fromrtaiogax positions.

Note 2: Borrowings

As of June 30, 2006 and December 31, 2005, ountvmgs, net of discounts and premiums, consistatiefollowing:

June 30 December 31

2006 2005

. (Dollars in millions)
Current borrowings

Current portion of lon-term borrowings $ 58¢ $ —
Current portion of capital lease obligatic 1 1
Total current borrowing $ 59C $ 1

Long-term borrowings

Long-term notes $7,071 $ 7,66(
Long-term capital lease obligatiol 8 4
Total lon¢-term borrowings $7,07¢ $ 7,664

Note 3: Contribution to QCIl Segments

Our operations are integrated into and are pati@segments of the QCII consolidated group. Thef dperating decision maker
(“CODM") for us is the same as that for the condaled group. The CODM makes resource allocatiorsides and assessments of financial
performance for the consolidated group based oaliwé services, wireless services and other segatient Our business contributes to the
segments reported by QCII, but the QCII CODM rewewr financial information only in connection witkir quarterly and annual reports
that we file with the Securities and Exchange Cossinon. Consequently, we do not provide our disdietacial information to the CODM
on a regular basis.

Set forth below is information for the three anximionths ended June 30, 2006 and 2005 about rewvimived from external customers
for our products and services:

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
(Dollars in millions)

Voice service: $ 1,58t $ 1,72¢ $3,20¢ $3,43(
Data and Internet servic 631 537 1,24¢ 1,09:
Other service 5 2 10 7
Total operating revent $ 2,221 $ 2,262 $4,46: $4,53(
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2006
(UNAUDITED)

Voice servicesvoice services revenue includes local voice, In&@A long-distance voice and access services. Legigle services
revenue includes basic local exchange, switchinlgaeced voice, operator and collocation servicescastom calling features. Local voice
services revenue also includes the provisioningedivork transport, billing services and accessutdacal network on a wholesale basis.
IntraLATA long- distance voice services revenududes IntraLATA long-distance services within oocédl service area. Access services
revenue includes fees charged to other data amcbt@imunications providers to connect their custeraad their networks to our network.

Data and Internet serviceBata and Internet services revenue includes datéces (such as traditional private lines, wholegaivate
lines, and WAN), and Internet services (such absjgeed Internet and ISDN).

Other servicesOther services revenue is predominantly derivenhftioe sublease of our real estate, such as space office buildings
warehouses and other properties.

Affiliate services revenue is derived from telecoumitations and other services provided to ouriaféld entities. In addition to voice
services, data and Internet services and otheicssywve provide to our affiliates sales and mamnkeservices relating to our affiliates’
products and services and other miscellaneouscesnincluding billing and collection services.

While revenue from affiliates provided approximgtidn percent of our total operating revenue, waatchave any single customer that
provides more than ten percent of our total reveterazed from external customers.

Note 4: Commitments and Contingencies

QCll is involved in several legal proceedings tdakhwe are not a party that, if resolved againstiQgould have a material adverse
effect on our business and financial condition. Wege included below a discussion of these mattegether with a discussion of those
matters to which we are a party (primarily the matiscussed below under the “Regulatory Mattebh&ading, as well as one of the
“Remaining Securities Actions” described below) lyOthose matters to which we are a party representingencies for which we have
recorded, or could reasonably anticipate recordingaccrual if appropriate to do so.

Throughout this note, when we refer to a clas®ads “putative” it is because a class has beegedl, but not certified in that matter.
Until and unless a class has been certified by thet, it has not been established that the nanadtiffs represent the class of plaintiffs they
purport to represent.

Settlement of Consolidated Securities Action

Twelve putative class actions purportedly broughbehalf of purchasers of QGdlpublicly traded securities between May 24, 198¢
February 14, 2002 have been consolidated into sadiolated securities action pending in federakidistourt in Colorado. The first of these
actions was filed on July 27, 2001. Plaintiffs gleamong other things, that defendants issuee &ild misleading financial results and made
false statements about QCII's business and invegsnimcluding making materially false statementsertain of QCII’s registration
statements. The most recent complaint in this matteks unspecified compensatory damages andretredr However, counsel for plaintiffs
indicated that the putative class would seek dasage

12
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2006
(UNAUDITED)

the tens of billions of dollars. The SPA actionatdsed below has been consolidated with the codatdd securities action for certain
purposes.

On November 23, 2005, QCII, certain other deferglaanid the putative class representatives entetecnd filed with the federal
district court in Colorado a Stipulation of Part@dttlement that, if implemented, will settle tlwmsolidated securities action against QCII and
certain other defendants. On January 5, 2006 githerél district court in Colorado issued an ordefiminarily approving the proposed
settlement and certifying a settlement class oralbelfi purchasers of QCII's publicly traded sedestbetween May 24, 1999 and July 28,
2002. The hearing to consider final approval offih@posed settlement was held on May 19, 2006ttendhatter remains pending before the
court.

Under the proposed settlement agreement, QCII woayda total of $400 million in cash—$100 milliohwhich was deposited in an
escrow account 30 days after preliminary appro¥éh® proposed settlement by the federal distctrcin Colorado, $100 million of which
would be so deposited 30 days after final appro¥éthe settlement by the court, and $200 millionwbich would be so deposited on
January 15, 2007, plus interest at 3.75% per armuthe $200 million between the date of final appidy the court and the date of
payment.

If approved, the proposed settlement agreememieitdnsolidated securities action will settle agldase the individual claims of the
class representatives and the claims of the dieysrepresent against QCII and all defendants éxlameph Nacchio, QCII's former chief
executive officer, and Robert Woodruff, QCII's faemchief financial officer. (The non-class actiawinght by SPA that is consolidated for
certain purposes with the consolidated securitiéismis not part of the settlement.) As part & groposed settlement, QCII has received
$10 million from Arthur Andersen LLP. If the setthent is approved, Arthur Andersen will also beask by the class representatives and
the class they represent. If the settlement ispptoved, QCII will repay the $10 million to ArthAndersen. No parties admit any
wrongdoing as part of the proposed settlement.

The proposed settlement agreement is subject twrdo@r of conditions and future contingencies. Amotiers, it (i) requires final cot
approval; (ii) provides QCII with the right to teimate the settlement if QCII does not receive adégprotections for claims relating to
substantive liabilities of non-settling defendarts (iii) is subject to review on appeal everh# district court were finally to approve it.

A number of parties, including large pension furigs/e requested exclusion from the proposed sedtienf the consolidated securities
action. As noted below under “Remaining Securifieions—Opt-Outs with Previously-Filed Lawsuitsé\&n parties that had filed
individual suits against QCII prior to the proposattlement of the consolidated securities actaretrequested exclusion from the proposed
settlement, and as noted below under “Remainingi8ixs Actions—Opt-Outs with Recently-Filed Laws,i other parties that have
requested exclusion from the proposed settlemkeat iindividual suits against QCII after QCII entgiato the proposed settlement. QCII will
vigorously defend against such claims regardlesshetther the proposed settlement of the consolidsgeurities action is consummated.

Settlement of Consolidated ERISA Action

Seven putative class actions purportedly broughirast) QCII on behalf of all participants and beciefies of the Qwest Savings and
Investment Plan and predecessor plans, or the fetaem ,March 7, 1999 until January 12, 2004 haventmmsolidated into a consolidated
action in federal district court in Colorado. Otlaefendants in this action include current and fardirectors of QCII, former officers and
employees of QCII
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and Deutsche Bank Trust Company Americas, or DhatBank (formerly doing business as Bankers Trash@ny). These suits also
purport to seek relief on behalf of the Plan. Tihgt bf these actions was filed in March 2002. Rtiffs assert breach of fiduciary duty claims
against QCII and others under the Employee Retinéimeome Security Act of 1974, as amended, alggamong other things, various
improprieties in managing holdings of QCII stocKklie Plan. Plaintiffs seek damages, equitable aathchtory relief, along with attorneys’
fees and costs and restitution. Counsel for plsntidicated that the putative class would sedliobs of dollars of damages.

On April 26, 2006, QCII, the other defendants, #relputative class representatives entered intgpal&ion of Settlement that, if
implemented, will settle the consolidated ERISA@ttUnder the proposed settlement agreement, @Quld pay a total of $33 million in
cash to the Plan no later than 90 days after pidig approval of the proposed settlement by tllerfal district court in Colorado. Deutsche
Bank would pay a total of $4.5 million in cash be tPlan to settle the claims against it. No pagusit any wrongdoing as part of the
proposed settlement. If the proposed settlemeappsoved by the court, QCII will receive certaisunance proceeds as a contribution by
individual defendants to this settlement, which wifset $10 million of QCII's $33 million paymenin addition to the $33 million cash
settlement, QCII has also agreed to pay, subjextiin contingencies, the amount (if any) by Wtiwe Plan’s recovery from the settlement
of the consolidated securities action is less 82thmillion. If approved by the district court, theoposed settlement will settle and release
claims of the class against QCII and all other dé&mts in the consolidated ERISA action. On July2Z®6, the federal district court in
Colorado issued an order (1) preliminarily apprgvine proposed settlement, (2) setting a hearin@&ober 27, 2006 to consider final
approval of the proposed settlement, and (3) gartfa settlement class on behalf of participantarid beneficiaries of the Plan who owned,
bought, sold or held shares or units of the Qwhatr& Fund, U S WEST Shares Fund or QCIl commark sitatheir Plan accounts from
March 7, 1999 until January 12, 2004. The propasttiement is subject to review on appeal if thetridit court were finally to approve it.

DOJ Investigation and Remaining Securities Actions

The Department of Justice, or DOJ, investigatiot #we securities actions described below presetdriahand significant risks to QC
The size, scope and nature of the restatement€tfsonsolidated financial statements for 2008l 2000, which are described in QCIlI's
previously issued consolidated financial statemétthe year ended December 31, 2002, or QClIG22inancial Statements, affect the
risks presented by this investigation and thesergtas these matters involve, among other thiQ@d]’s prior accounting practices and
related disclosures. Plaintiffs in certain of teewities actions have alleged QCII's restateméitems in support of their claims. We can
give no assurance as to the impacts on our or @@iancial results or financial condition that matimately result from all of these matters.

QCIl has a reserve recorded in its financial stat@sfor the minimum estimated amount of loss @€lieves is probable with respect
to the remaining securities actions described balswvell as any additional actions that may be ginbby parties that, as described below
under “Additional Opt-Out Parties,” have more ratenpted out of the proposed settlement of thesotidated securities action. QCII has
recorded its estimate of the minimum liability fbese matters because no estimate of probabléolod®ese matters is a better estimate than
any other amount. If the recorded reserve is ingefft to cover these matters, QCII will need toarel additional charges to its consolidated
statement of operations in future periods. The athQCII has reserved for these matters is its edérof the lowest end of the possible range
of loss. The ultimate outcomes of these matterst@ta@incertain and the amount of loss QCII maynuhtely incur could be substantially m
than the reserve it has provided.
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QCII continues to defend against the remaining sées actions described below vigorously and igextly unable to provide any
estimate as to the timing of the resolution of ¢hastions. Any settlement of or judgment in onenore of these actions (or any additional
actions that may be brought by parties that, asribesl below under “Additional Opt-Out Parties,vieamore recently opted out of the
proposed settlement of the consolidated secudtiéien) substantially in excess of QGlFecorded reserves could have a significant impa
QCIl, and QCII can give no assurance that it walvé the resources available to pay any such judgriba magnitude of any settlement or
judgment resulting from these actions could mallgraand adversely affect QCs financial condition and ability to meet its defitligations,
potentially impacting its credit ratings, its ahjlio access capital markets and its complianck débt covenants. In addition, the magnitude
of any such settlement or judgment may cause @taw down significantly on its cash balances,avimight force QCII to obtain
additional financing or explore other methods taggate cash. Such methods could include issuintgji@uil securities or selling assets. As a
wholly owned subsidiary of QCII, our business ofierss and financial condition would be similarlyfexdted.

The terms and conditions of applicable bylaws,ifteates or articles of incorporation, agreementagplicable law may obligate QCII
to indemnify its current and former directors, offis and employees with respect to certain lisgslitand QCIl has been advancing legal fees
and costs to many current and former directorscef§ and employees in connection with the DOJstigation, securities actions and certain
other matters.

DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. Atty’s Office for the District of Colorado of a irinal investigation of QCII's
business. QCII believes the U.S. Attorney’s Offiaes investigated various matters that include #&etiens related to the various adjustments
and restatements described in QCII's 2002 FinarBtilements, transactions between QCII and ceavfdia vendors and certain investments
in the securities of those vendors by individualsoziated with QCII, and certain prior disclosuresle by QCII. QCII is continuing in its
efforts to cooperate fully with the U.S. AttorneyOffice in its investigation. However, QCII canmoedict the outcome of this investigatior
the timing of its resolution.

Remaining Securities Actions

QCll is a defendant in the securities actions desdrbelow. Plaintiffs in these actions have retgpegxclusion from the proposed
settlement of the consolidated securities actitainBffs have variously alleged, among other thlintpat QCIl and the other defendants
violated federal and state securities laws, engagédud, civil conspiracy and negligent misre@mstion, and breached fiduciary duties
owed to investors by issuing false and misleadingnicial reports and statements, falsely inflatiegenue and decreasing expenses, creating
false perceptions of revenue and growth prospext®aemploying improper accounting practices. @tefendants in one or more of these
actions include current and former directors of Q&@rmer officers and employees of QCII, Arthurdersen LLP, certain investment banks
and others. Plaintiffs variously seek, among othi&rgs, compensatory and punitive damages, rastituéquitable and declaratory relief, pre-
judgment interest, costs and attorr’ fees.

Opt-Outs with Previously-Filed Lawsuits. Together, the parties to these lawsuits conteridthiey have incurred losses resulting from
their investments in QCII's securities in exces$@d0 million; they have also asserted claims forifive damages and interest, in addition to
claims to recover their alleged losses.
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Plaintiff(s) Date Filed Court

State of New Jersey (Treasury Department, Division November 27, 200 New Jersey Superior Court, Mer¢

Investment County

California State Teachers’ Retirement System December 10, 2002 Superior Court, State of California,
County of San Francisc

State Universities Retirement System of Illinois January 10, 2003 Circuit Court of Cook County,
lllinois

Stichting Pensioenfonds ABP (SP February 9, 200 Federal District Court in Colorac

A number of New York City pension and retiremenida September 22, 20( Federal District Court in Colorac

Shriners Hospital for Childre March 22, 200 Federal District Court in Colorac

Teacher Retirement System of Louisial March 30, 200 Federal District Court in Colorac

Opt-Outs with Recently-Filed Lawsuits. Together, the parties to these lawsuits contericthieg have incurred losses resulting from
their investments in QCII's securities in exces$462 million; they have also asserted claims forifive damages and interest, in addition to
claims to recover their alleged losses.

Plaintiff(s) Date Filed Court

New York State Common Retirement FL April 18, 2006 United States District Court for the Southern Déstr
of New York

San Francisco Employees Retirement System April 18, 2006 United States District Court for the Northern Dittr
of California

Fire and Police Pension Association of Color April 18, 2006 Federal District Court in Colorac

Commonwealth of Pennsylvania Public School May 1, 2006 United States District Court for the Eastern Dedtaf

Employee’ Retirement Syster Pennsylvani:

Merrill Lynch Investment Master Basic Value Trustrid, June 21, 2006 United States District Court for the Southern Déstr

et al. of New York

Additional Opt-Out Parties. Since QCIl announced the proposed settlement afdhsolidated securities action, a number of aoiokit
persons, including large pension funds, have ragqdde be excluded from the class. Some of thediaikl opt-out parties have recently
filed actions against QCII, which are includedhe summary that appears above under “Opt-OutsRétently-Filed Lawsuits.” QCII
expects that other parties who have opted ouffiglactions against QCII as well if QCII is unaliteresolve those matters amicably. The
claims of those persons who requested to be extlirde the class will not be released as a resulimproposed settlement of the
consolidated securities action, even in the eveattthe settlement is approved. In the aggregadgpersons who have requested exclusion
from the class, excluding those listed above uf@pt-Outs with Previously-Filed Lawsuits” and “Oftuts with Recently-Filed Lawsuits,”
contend that they have incurred losses resultimig fiheir investments in QCII's securities of appneately $1.34 billion, which does not
include any claims for punitive damages or interBsie in part to the recent timing of the decisibyghese persons to request exclusion from
the proposed settlement of the consolidated sésigttion and to the fact that many of the persdrs requested exclusion have not filed
lawsuits, it is difficult to evaluate the claimsatithey have asserted or may assert. QCII willnagsly defend against any such claims
regardless of whether the proposed settlementeotdhsolidated securities action is consummated.
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Other. A putative class action purportedly brought on lietigpurchasers of QCI$ stock between June 28, 2000 and June 27, 20C
owners of U S WEST, Inc. stock on June 28, 20Gigling in Colorado in the District Court for theuty of Boulder. We are also a
defendant in this action. This action was filedJome 27, 2002. Plaintiffs allege, among other thirtigat QCII and other defendants issued
false and misleading statements and engaged iropapaccounting practices in order to accomplighdts WEST/Qwest merger, to make
QCII appear successful and to inflate the valu®®Gfl’s stock. Plaintiffs seek unspecified monetdamages, disgorgement of illegal gains
and other relief.

KPNQwest Litigation/Investigation

A putative class action is pending in the fedeistritt court for the Southern District of New Yoalgainst QCII, certain of its former
executives who were also on the supervisory boakPdNQwest, N.V. (of which QCIl was a major sharkles), and others. This lawsuit was
initially filed on October 4, 2002. The current colaint alleges, on behalf of certain purchasersPRQwest securities, that, among other
things, defendants engaged in a fraudulent schechéeceptive course of business in order to in#R&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 Februgyr006, QCII, certain other defendants and thatju# class representative in this action
executed an agreement to settle the case againka@certain other defendants. Under the settteragreement, QCII will pay $5.5 millic
in cash to the settlement fund no later than 3& dajowing preliminary court approval, and no latiean 30 days following final approval by
the court, QCII will issue shares of its stockhe settlement fund then valued at $5.5 milliondditeonal consideration for the settlement.
The settlement agreement would settle the individiaams of the putative class representative &edctaims of the class he purports to
represent against QCII and all defendants exceptriktijke KPN N.V. a/k/a Royal KPN N.V., Willem Ag¢mans, Eelco Blok, Joop
Drechsel, Martin Pieters, and Rhett Williams. Th#lement agreement, which has been filed withdib&ict court, is subject to a number of
conditions and future contingencies. Among othiel$), requires both preliminary and final courtpapval; (ii) provides QCII with the right to
terminate the settlement if class members repriegentore than a specified amount of alleged seesribsses elect to opt out of the
settlement; (iii) provides QCII with the right tertninate the settlement if it does not receive adgprotections for claims relating to
substantive liabilities of non-settling defendamtsd (iv) is subject to review on appeal evenéf district court were finally to approve it. Any
lawsuits that may be brought by parties optingajuhe settlement will be vigorously defended redgss of whether the settlement described
herein is consummated. No parties admit any wromggdas part of the proposed settlement.

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendaiges, among other things, that the defendaotsted 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. (one of QCII's subsidiarie3)seph Nacchio and John McMaster, the former éresand Chief Executive Officer of
KPNQwest. Plaintiffs claim to have lost approximgat®10 million in their investments in KPNQwest. & buperior court granted defendants’
motion for partial summary judgment with respecatsubstantial portion of plaintiffs’ claims. Pl&ffs have appealed that order to the
Arizona Court of Appeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Maijetheir capacities as trustees in the Dutchkhgrtcy proceeding for KPNQwest,
filed a complaint in the federal district court e District of New
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Jersey alleging violations of the Racketeer Infeethand Corrupt Organizations Act, and breachdefdiary duty and mismanagement under
Dutch law. QCIl is a defendant in this lawsuit ajomith Joseph Nacchio, Robert S. Woodruff and JdiMaster. Plaintiffs allege, among
other things, that defendants’ actions were a cafifee bankruptcy of KPNQwest and they seek damégethe bankruptcy deficit of
KPNQwest of approximately $2.4 billion. Plaintifisso seek treble damages as well as an awardiofifid attorneys’ fees and costs.

On June 17, 2005, Appaloosa Investment Limitedrieeship |, Palomino Fund Ltd., and Appaloosa Manag# L.P. filed a complaint
in the federal district court for the Southern Bettof New York against QCII, Joseph Nacchio, JéfheMaster and Koninklijke KPN N.V., |
KPN. The complaint alleges that defendants violf¢eléral securities laws in connection with theghaise by plaintiffs of certain KPNQwest
debt securities. Plaintiffs seek compensatory dasaas well as an award of plaintiffs’ attorney®d and costs.

Various former lenders to KPNQwest or their assignncluding Citibank, N.A., Deutsche Bank AG Londand others, have notified
QCII of their intent to file legal claims in conrt@m with the origination of a credit facility arsiibsequent 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, @@itimer General Counsel, KPN and other former eyggs of QCII, KPN or
KPNQwest.

On August 23, 2005, the Dutch Shareholders AsdoonigYereniging van Effectenbezitters, or VEB) fila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPNQWVEB seeks an inquiry into the
policies and course of business at KPNQwest treabeged to have caused the bankruptcy of KPNQimdgday 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCII and KPN),
and KPNQwest’s outside auditors and accountants.

Other than the putative class action in which Q@ entered into a proposed settlement (and fahwhhas recorded a reserve of
$11 million in connection with the proposed setitet), QCII will continue to defend against the pegd<PNQwest litigation matters
vigorously and will likewise defend against anyiria asserted by KPNQwest’s former lenders if litigra is filed.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatampmission opened a proceeding to investigate whethevere in compliance with
or were likely to meet a commitment that we mad20@1 to invest $788 million in communications agtructure in New Mexico through
March 2006 pursuant to an Alternative Form of Ratjah plan, or AFOR. Multiple parties filed commeim that proceeding and variously
argued that we should be subject to a range ofn@gents including an escrow account for capitahsfing, new investment obligations, and
customer credits or price reductions.

On April 14, 2005, the Commission issued its Fidadler in connection with this investigation. Then@uission concluded in this Final
Order that we had an unconditional commitment @&t $788 million over the life of the AFOR. Ther@mission also ruled that if we failed
to satisfy this investment commitment, any shartfaist be credited or refunded to our New Mexicstomers. The Commission also opened
an enforcement and implementation docket to redieninvestments and consider the structure andofiaay
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refunds or credits to be issued to customers. Oy Maand 13, 2005, we filed appeals in federatidistourt and in the New Mexico State
Supreme Court, respectively, challenging the lamdas of the Commission’s Final Order. On Februdr2P06, the federal district court
granted the defendants’ motion to dismiss and oe 29, 2006, the New Mexico Supreme Court issigedginion affirming the
Commission’s Final Order. The opinion concluded tha Commission had the authority to add to th©RRhe incentive requiring Qwest to
issue credits or refunds in the amount of the §lbldetween the investment commitment and the arhmvested during the term of the
AFOR.

On July 26, 2006, we entered into a settlement thighNew Mexico General Services Department andNthe Mexico Attorney
General that would resolve the disputes describege This settlement must be approved by the Casiar, and we anticipate that the
Commission will hold a public hearing prior to ddicig whether to grant such approval. Under thdesatint, we would contribute $15
million, for which we have established a liabilitg, the Students and Teachers Reaching Optimal Glea¥s Project, a program established
and operated under the auspices of the New MexamaBment of Education. In addition, we would irhiasour New Mexico network a total
of $250 million over 42 months in specific categsrof telecommunications infrastructure projectst @bligation to make these expenditures
and investments will arise only upon approval & slettlement by the Commission. In the unlikelyrékat we do not achieve the required
investment level over the 42 month period, we wdaddequired to refund any deficiency to our Newxide customers.

Other Matters

Several putative class actions relating to theallaton of fiber optic cable in certain rights-afay were filed against QCII on behalf of
landowners on various dates and in various conr@Gaiifornia, Colorado, Georgia, lllinois, Indiar€éansas, Mississippi, Missouri, Oregon,
South Carolina, Tennessee and Texas. For the radstipe complaints challenge QCII's right to iflisita fiber optic cable in railroad rights-
of-way. Complaints in Colorado, lllinois and Texatso challenge QCII’s right to install fiber optiable in utility and pipeline rights-of-way.
The complaints allege that the railroads, utilitesl pipeline companies own the right-of-way agasement that did not include the right to
permit QCII to install its fiber optic cable in thight-of-way without the plaintiffs’ consent. Moattions (California, Colorado, Georgia,
Kansas, Mississippi, Missouri, Oregon, South CamliTennessee and Texas) purport to be broughtlelftof state-wide classes in the
named plaintiffs’ respective states. Several astjpurport to be brought on behalf of mugtate classes. The lllinois state court action quis
to be on behalf of landowners in lllinois, lowa,iecky, Michigan, Minnesota, Nebraska, Ohio andaafissin. The lllinois federal court
action purports to be on behalf of landowners ikalisas, California, Florida, lllinois, Indiana, Mdiiri, Nevada, New Mexico, Montana and
Oregon. The Indiana action purports to be on besfadfnational class of landowners adjacent togad rights-of-way over which QCII’s
network passes. The complaints seek damages onetheb trespass and unjust enrichment, as wgllagive damages.

The Internal Revenue Service (“IRS”) proposed aadjstment for tax years 1994 through 1996. Tiecjral issue involves the
allocation of costs between logrm contracts with customers for the installatiérconduit or fiber optic cable and additional caitar fiber
optic cable retained by QCII. The IRS disputesalh@cation of the costs between QCII and thirdipartSimilar claims have been asserted
against QCII with respect to the 1997 to 1998 dned1998 to 2001 audit periods. On March 13, 2086,Tiax Court issued a decision, which
was favorable to QCII. The IRS may appeal the dacit the 10th Circuit Court of Appeals. The tfiat the 1997-1998 tax years has been
scheduled for April 2007. If QCII ultimately were lose this issue
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for the tax years 1994 through 1998, QCII estim#temuld have to pay approximately $57 milliontax plus approximately $47 million in
interest pursuant to tax sharing agreements wéhAthschutz Company relating to those time periods.

QCII has tax related matters pending against itageof which are before the Appeals Office of tR&. In addition, tax sharing
agreements have been executed between QCII anidyseaffiliates, and QCII believes the liabilitiesany, arising from adjustments to
previously filed returns would be borne by theleffed group member determined to have a deficiemder the terms and conditions of such
agreements and applicable tax law. QCII has rezeglin its financial statements certain amountscteét under one of these agreements;
however, generally, QCII has not provided for ligigis of former affiliated members or for claintely have asserted or may assert against
QCII. QCII believes it has adequately providedtfase tax-related matters. If the recorded resdordhese tax-related matters are
insufficient, QCIl may need to record additionalamts in future periods.

On May 12, 2006, QCII agreed to acquire OnFiber @amications, Inc., a privately-held Austin, Texasé&d provider of custom-built
and managed network solutions, for a purchase pfi§&07 million, subject to certain purchase padgustments. QCII expects this
acquisition will require it to make a cash paymiarthe third quarter of 2006.

Note 5: Dividends

During the three and six months ended June 30,,208@eclared dividends to our parent of $0 an@ $illion, respectively.
Subsequent to our June 30, 2006 balance sheeirddtdy 2006 we declared a dividend of $400 millio our parent.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Unless the context requires otherwise, referencakis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, and referenoe$xClII” refer to our ultimate
parent company, Qwest Communications Internatibmal and its consolidated subsidiarit

us,

Certain statements set forth below under this oaptonstitute forward-looking statements. See “#pddote Regarding Forward-
Looking Statements” at the end of this Item 2 fadditional factors relating to such statements, se®l“Risk Factors” in Item 1A of Part Il of
this report for a discussion of certain risk fastapplicable to our business, financial conditind eesults of operations.

Business Overview and Presentati

We provide local telecommunications and relatedlises, IntraLATA long-distance services and dataises within our local service
area, which consists of the 14-state region ofdxri Colorado, Idaho, lowa, Minnesota, Montana,rilglta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyoniing.operations are included in the consolidateztatpons of our ultimate parent,
QCII, and generally account for the majority of @€tonsolidated revenue. Our telecommunicatiomslpcts and services are provided
through our telephone network located within owalcservice area. In addition to our operations|I@@intains a wireless business and a
national fiber optic network. Through its fiber mphetwork, QCII provides the following wireline gufucts and services that we do not
provide:

* InterLATA long-distance services;
» Dedicated Internet access;

» Virtual private network;

e Web hosting; and

» Data Integration.

For certain other products and services we prowdd,for a variety of internal communications fuoes, 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 organized to peothié information we believe will be instructive fimderstanding the relevant trends
going forward. However, this discussion should deedrin conjunction with our condensed consolidéitethcial statements in Item 1 of Part |
of this report, including the notes thereto.

Our operations are integrated into and are pati@segments of the QCII consolidated group. Thef dperating 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 services, wireless services and other segitient For more information about
QCII's reporting segments, see QCII's Annual Reporform 10-K for the year ended December 31, 20@5.business contributes to the
segments reported by QCII, but the QCII CODM rewewr financial information only in connection witkir quarterly and annual reports
that we file with the Securities and Exchange Cossion, or SEC. Consequently, we do not providedisarete financial information to the
CODM on a regular basis. See further discussidwaite 3—Contribution to QCIlI Segments to our con@ehsonsolidated financial
statements in Item 1 of Part | of this report. @erprior year revenue, expense and access linertsibave been reclassified to conform to
the current year presentations.
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Business Trend:
Our financial results continue to be impacted byesal significant trends, which are described below

» Access line losseOur revenue has been, and we expect it to contmbe, adversely affected by access line lossescdised
competition, including product substitution, coniés to be the primary reason for our access lissek For example, consumers
increasingly substituting other telephony servioegraditional telecommunications services, whigs increased the number and
type of competitors within our industry and decezghsur market share. Product bundling, as descrifie fully below, has been
one of our responses to our declining revenue daedess line losse

« Data and Internet growttData and Internet revenue and subscribers contingeow as customers continue to migrate Internet
service to higher speed connections. We have exghogr availability of these services and contitumcrease the available
connection speeds in order to meet customer demvdadaxpect this trend will continue into the futuvée also expect to face
continuing competition for these subscriby

* Product bundlingWe believe consumers increasingly value the comvexa of receiving multiple services from a singlevjer.
As such, we increased our marketing and advertispegding levels in 2005 and 2006 focusing on pebdundling and packaging.
Product bundles and packages represent combinatigoreducts and services—such as local voice,-istance, high-speed
Internet, video and wireless—and features and eesvi-such as three-way calling and call forwardimglated to an access line.
do so, we rely on joint marketing relationshipshweur affiliates, which allow us to bundle our sees with wireless, long distance,
video and other services. As a result of theseioffe, our sales of bundled products have incre:

» Operational efficienciedNe have continued to evaluate our operating strecind focus, and we continue to right-size our
workforce in response to changes in the telecomaations industry. Through targeted restructuriranplin prior years, focused
improvements in operational efficiency, processrimepments through automation and normal employteidat, we have reduced
our workforce and employ-related costs while achieving operational gc

While these trends are important to understandimbesvaluating our financial results, the other $emtions, events and trends discussed
in “Risk Factors” in Item 1A of Part Il of this rept may also materially impact our business openatiand financial results.

Results of Operation
Overview

We generate revenue from the provision of voiceises, data and Internet services and other sexvasewell as from the provision of
services to our affiliates.

» Voice servicesVoice services revenue includes local voice alb&TA long-distance voice and access services. Lomiae
services revenue includes basic local exchangéghswg, enhanced voice, operator and collocatioviees and custom calling
features. Local voice services revenue also inglide provisioning of network transport, billing\aees and access to our local
network on a wholesale basis. IntraLATA long-disianoice services revenue includes IntraLATA loigathce services within
our local service area. Access services revenuedes fees charged to other data and telecommiomsgtroviders to connect the
customers and their networks to our netw:

« Data and Internet service. Data and Internet services revenue includesgataces (such as traditional private lines, whalkes
private lines and WAN) and Internet services (saslnigl-speed Internet and ISDN

22



Table of Contents

» Other servicesOther services revenue is predominantly derivemhftioe sublease of some of our real estate, suspaa® in our
office buildings, warehouses and other proper

» Affiliate servicesAffiliate services revenue is derived from telecoomitations and other services provided to ouriafét entities.
In addition to voice services, data and Internetises and other services, we provide to our atfs sales and marketing services
relating to our affiliate’ products and services and other miscellaneouscesiincluding billing and collection servici

Depending on the products or services purchasedastamer may pay an up-front or monthly fee, a esdmg@irge or a combination of
these.

The following table summarizes our results of opiere for the three and six months ended June @T% 2nd 2005:

Three Months Ended Six Months Ended
June 30, June 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change
(Dollars in millions) (Dollars in millions)

Operating revenu $ 2,46( $ 2,54z $ (82 (3%  $4,93¢ $5,09¢ $ (155 (3)%
Operating expenst 1,89( 1,97: (83 (4)% 3,76¢ 3,93¢ (174 (4)%
Other expen—net 15z 16¢€ (15) (9)% 30t 33C (25) (8)%
Income before income tax 417 401 16 4% 86¢ 824 44 5%
Income tax expens (1549 (157) 3 (2% (327 (312 9) (3)%
Net income $ 268 $ 25C $ 13 5% $ 547 $ 512 $ 35 7%

Operating Revenue
The following table compares operating revenudherthree and six months ended June 30, 2006 a1l 20

Three Months Ended Six Months Ended
June 30, June 30,
Increase/ % Increase/ %
(Decrease Change 2006 2005 (Decrease Change
2006 2005
(Dollars in millions) (Dollars in millions)
Voice service: $ 158 $1,72¢ $ (139 (8% $3,20¢ $343C $ (229 (M%
Data and Internet servic 631 537 94 18% 1,24¢ 1,09: 153 14%
Affiliate services 23¢ 28C (42) (15)% 47¢€ 563 (87) (15)%
Other service 5 2 3 15(% 10 7 3 43%
Total operating revent $246C $254: $ (82 (3% $4,93¢ $509° $ (155 (3)%

Voice Services

The decrease in voice services revenue for the thmd six months ended June 30, 2006 was pringuéyto continued mass markets
and business access line losses from competitegspres, including wireless and cable substitufcess services revenue also declined
primarily due to a $23 million favorable settlemefia customer billing dispute in the three morghded June 30, 2005. Additionally, for the
three and six months ended June 30, 2006, regulatabs rates decreased due to legislative aatioeriain states and wholesale volumes
decreased. We also recognized a one-time benefieithree months ended June 30, 2005 due to falearagulatory rulings. In addition, we
are seeing a decline in local services revenuéegtt® our bundle discounts as more customersadkantage of bundled offerings. We
continue to see declines in wholesale access lagedemand for UNEs decreases.
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The following table shows our access lines by cehas of June 30, 2006 and 2005:

Access Lines

As of June 30,
Increase/ Percentagt
2006 2005 (Decrease Change
(in thousands)
Mass market 9,75¢ 10,23t (47¢) (5)%
Business 2,90( 3,04« (144 (5)%
Wholesale 1,62¢ 1,80¢ (189 (10)%
Total 14,28 15,08; (804) (5)%

Data and Internet Services

The increase in data and Internet services revimube three and six months ended June 30, 20@6wsnarily due to the transfer of a
new Internet service to us from an affiliate ané t80% increase in high-speed Internet subscridmeos June 30, 2006 compared to
June 30, 2005 in our mass markets channel. Thistgrio high-speed Internet subscribers resultecggly from customers migrating from

dial-up connections and expanded service avaitgbili

Affiliate Services

The decrease in affiliate services revenue wasgsiiyncaused by a price reduction for billing aradlection services and a loss of
services provided to affiliates, primarily from aaffiliate’s transition to a third-party wirelessopider. The decreases were partially offset by

increased Private Line and other services primarilupport of our affiliates’ data and Internesimesses.
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Operating Expenses
The following table provides further detail regagliour operating expenses for the three and siximanded June 30, 2006 and 2005:

Three Months Ended Six Months Ended
June 30, June 30,
Increase/ Increase/
(Decrease % 2006 2005 (Decrease %
2006 2005 Change Change
(Dollars in millions) (Dollars in millions)
Operating expense
Cost of sales
Employecrelated cost $ 33 $ 33 % 4 1% $ 68t $ 69€ $ (11) 2%
Network expense 47 57 (10 (18)% 88 104 (16) (15)%
Other nor-employer related cost 13¢ 132 7 5% 27C 257 13 5%
Affiliate costs 49 65 (16) (25)% 10¢ 11¢ 9) (8)%
Total cost of sale 574 58¢ (15) 3% 1,152 1,17t (23 (2)%
Selling, general and administrati\
Employet-related cost 151 15¢ (7 (4% 29C 31¢ (29 (9)%
Bad debi 15 17 2 (12)% 35 40 (5) (13)%
Restructuring, realignment and
severance related co! 1 3 4 nm 5 2 3 15C(%
Property and other tax 83 10C a7 A7N% 161 187 (26) (14)%
Other nor-employer related cost 207 172 34 20% 39t 32¢ 66 20%
Affiliate costs 267 27¢€ 9) (3)% 53¢ 55E (16) (3)%
Total selling, general and
administrative 724 721 3 0% 1,42t 1,431 (6) (0)%
Depreciatior 522 57¢ (55) (10% 1,04¢ 1,157 (109 (9)%
Capitalized software amortizatic 69 85 (16) (19)% 14C 17¢€ (36) (20)%
Total operating expens $189C $ 1977 $ (83 @)% $3,768 $3,93¢ $ (179 (4)%

nm—percentages greater than 200% and comparisomspiositive to negative values or to zero valueshat considered meaningful

Cost of Sales

Cost of sales includes employee-related costs (@scalaries, wages and benefits directly attridate products or services), network
expenses and other non-employee related costs §sudal estate; Universal Service Fund, or US&rgas; call termination fees; materials
and supplies; contracted engineering services angbater system support), which are incurred byrumaour behalf by our affiliates. Cost
sales as a percentage of revenue remained fl&82&a2 revenue for the three and six months ended 30, 2006 and 2005.

Network expenses decreased primarily due to arfrexit the wholesale modem services market duriegjtharter ended June 30, 2005,
partially offset by higher contract labor cost2006. Increases in other non-employee-related cestdting from utility rate increases and
USF adjustments further offset the decrease inort@xpenses.

The decrease in affiliate costs was primarily duerhployee reductions at our affiliates, reducettreet labor and purchases by our
affiliates, and reductions in affiliate billing feoftware development. Cost reductions were phriidiset by increased charges for the
purchase of wholesale support for a new Interneicefrom an affiliate.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses, &/A@clude employee-related costs (such as saavieges and benefits not directly
attributable to products or services and sales dssioms), severance related costs, bad debt changeserty and other taxes and other non-
employee related costs such as real estate, maglaaid advertising, professional service fees anapeiter systems support incurred by us or
on our behalf by our affiliates. SG&A as a percgptaf revenue increased to 29% for the three anohenth periods ended June 30, 2006
from 28% for the same periods in 2005.

Employee-related costs decreased due to decrealsei@s and wages as a result of reduced headd®uamerty and other taxes
decreased primarily due to a net taxable propartyptaise decrease and favorable property tax setttsmVe do not expect property tax
reductions to continue at this level. Other non-lyge-related costs increased due to increasediphity contract work, increased market
and advertising costs and additional loss contingecruals.

Affiliate costs include services for corporate adistration, information technology, sales, markgtamd advertising and technical
support. Affiliate costs decreased primarily agsutt of employee reductions at our affiliates esdliced contract labor and purchases by our
affiliates. These decreases were offset in pambéneases in marketing and advertising and lonadée expenses and certain changes in cost
allocations.

Combined Pension and Post-Retirement Benefits

Our employees participate in the QCII pension, goakfied pension and posttirement healthcare and life insurance benedihgl The
amounts contributed by us are not segregated tictes to pay amounts due to our employees andbeaysed to provide benefits to other
employees of QCII or its affiliates. QCII allocatde cost of pension, non-qualified pension, angtpetirement healthcare and life insurance
benefits and the associated obligations and asatsand determines our required contribution. dllecation is based upon demographics of
our employees compared to all the remaining pasitfs.

Our results include expenses of $40 million and §@0on for the three and six months ended June2B06 as compared to $55 milli
and $110 million for the three and six months endleae 30, 2005, respectively. The expense is diimaof the amount of pension, non-
qualified pension and post-retirement benefits edrmterest on projected benefit obligations, amation of costs and credits from prior
benefit changes and the expected return on thésasslel in the various plans. The expense is aloct cost of sales and SG&A.

Depreciation and Amortization

Depreciation expense for the three and six mombe@ June 30, 2006 was $523 million and $1,048anjlrespectively, or 10% and
9% lower than the same periods in the prior yehe primary driver of this decrease was decreasgitht@xpenditures over a period of time
and the changing mix of our investment in propeptgnt and equipment over that period of time.uf capital investment program stays
approximately the same and there are no signifidaateases in our estimates of the useful livesséts, we expect that our year over year
depreciation expense will continue to decrease.

Amortization expense for the three and six montided June 30, 2006 was $69 million and $140 millrespectively, or 19% and 20%
lower than the same periods in the prior year. Tédkiction reflects the lower capital spending oftveare related assets since 2001.

Other Expense (Income)—Net

Other expense (income)—net generally includes éstezxpense, net of capitalized interest, and atiserme—net, which includes
interest income.
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Three Months Ended Six Months Ended
June 30, June 30,
Increase/ % Increase/
2006 2005 (Decrease Change 2006 2005 (Decrease %
Change
(Dollars in millions) (Dollars in millions)
Interest expen—net $ 15€ $ 151 $ 5 3% $ 30¢ $ 30C $ 9 3%
Loss on early retirement of debt—
net - 37 (37) (100)% - 37 (37) (100)%
Other incom—net 3 (20 17 85% 4 @) 3 43%
Total other expense
(income—net $ 15¢ $ 16¢ $ (15 9% $ 30t $ 33C $ (25 (8)%

Other expense (income)—net. The decrease in oxpemnse for the three months ended June 30, 2Q@¥narily due to a loss of
$37 million resulting from cash tender offers ahd issuance of new debt in June 2005, partiallyedfby a $13 million gain due to the cha
in fair value of the swap agreements terminatettiénthree months ended June 30, 2005.

Income Taxes

The effective income tax rate is the provisionifmome taxes as a percentage of income before im¢axes. The effective income tax
rate declined for the three months ended June@H B 36.9% as compared to 37.7% for the threetmsa@nded June 30, 2005. The rate
declined to 37.0% for the six months ended Jun2B06 as compared to 37.9% for the six months edded 30, 2005. The decrease was
primarily due to an increase in the non-taxableine associated with the federal subsidy under tedid4re Prescription Drug, Improvement
and Modernization Act of 2003 and lower state tapestially offset by an increase in expense assediwith our uncertain tax positions.

Liquidity and Capital Resource

We are a wholly owned subsidiary of Qwest Serviceoration, or QSC, which is wholly owned by Q@k such, factors relating to
or affecting QCII's liquidity and capital resourcesuld have material impacts on us, including clearig the market’s perception of us and
impacts on our credit ratings and on our accessapial markets. QCII and its consolidated subsiesshad total borrowings of $15.4 billion
at June 30, 2006 and $15.5 billion at Decembef305.

QCII has cash management arrangements betweemagfrits subsidiaries that include lines of crediter-company obligations,
capital contributions and dividends. As part ofstaeash management arrangements, affiliates prbmiteof credit to certain other affiliates.
Amounts outstanding under these lines of creditiatai-company obligations vary from time to tinmedaare classified as short-term
borrowings.

Near-Term View

We had $102 million in cash and cash equivalents&&million of short-term investments availablelabe 30, 2006. For the six
months ended June 30, 2006, our primary sourcenafsfwas cash provided by operating activitiesiigu?006, we expect to use our
available excess cash primarily to pay dividendsuioparent and make additional investment in @work. For the six months ended
June 30, 2006, we declared dividends of $1.0 biltemour parent.

As of June 30, 2006, our working capital deficilhacreased $591 million since December 31, 2008,td $590 million of debt
obligations becoming current borrowings, as theyumeawithin the next twelve months, capital expémdis of $624 million and dividends
declared of $1.0 billion. These increases weragiyroffset by our cash generated by operatingvaits.
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Our working capital deficit is primarily caused Biwidends that we pay to QSC. The timing of cagynpents for declared dividends to
QSC is at our discretion in consultation with Q8@ continue to produce significant cash from opegeactivities, and we believe that our
cash on hand together with our cash flows from atpens should be sufficient to meet our cash néedsigh the next twelve months.
However, if we or QCIl become subject to signifitprdgments, settlements and/or tax payments, résefudiscussed in Note 4—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of Part this report, we or QCII could be
required to make significant payments that we oll@@y not have the resources to make. The magmitdidiny settlements or judgments
resulting from these actions could materially addeasely affect QCII's financial condition and dtyilto meet its debt obligations, potentially
impacting its credit ratings, its ability to accesgpital markets and its compliance with debt cawngs. In addition, the magnitude of any
settlements or judgments may cause QCII to drawndgignificantly on its cash balances, which migirté it to obtain additional financing
or explore other methods to generate cash. Sudmogietould include issuing additional securitiesalling assets. As a wholly owned
subsidiary of QCII, our business operations andrfaial condition could be similarly affected.

To the extent that QCII's EBITDA (as defined in ¢€ldebt covenants) is reduced by cash judgmeatements and/or tax payments,
its debt to consolidated EBITDA ratios under certéébt agreements will be adversely affected. Thigd reduce QCII's liquidity and
flexibility due to potential restrictions on drawgiton its line of credit and potential restrictiaorsincurring additional debt under certain
provisions of its debt agreements. As a wholly odveebsidiary of QCII, our business operations amafcial condition could be similarly
affected, potentially impacting our credit ratirayed access to capital markets.

QCII has $850 million available to it under a rexng credit facility (referred to as the Credit Heyg), which is currently undrawn and
which expires in October 2010. In July 2006, QCésnsubstituted for QSC as borrower under the CFedillity. The Credit Facility contains
various limitations, including a restriction onmgiany proceeds from the facility to pay settleraamtjudgments relating to the investigation
and securities actions discussed in Note 4—Commnitsn@nd Contingencies to our condensed consolidaigadcial statements in Iltem 1 of
Part | of this report. The Credit Facility is guatged by QSC and is secured by a senior lien ostogk.

We expect that our 2006 capital expenditures velapproximately equal to our 2005 levels.

QCIl may in the future consider possible meanstfming cash to its shareholders if QCIl deemsath position to be sufficient for
such a transaction.

Long-Term View

We have historically operated with a working caiteficit due to our practice of declaring and payregular cash dividends and it is
likely that we will operate with a working capit@éficit in the future. As discussed below, we cond to generate substantial cash from
operations. We believe that cash provided by omersit combined with our current cash position amctioued access to capital markets to
refinance our current portion of debt, should alles\to meet our cash requirements for the foresedatoire.

We may periodically need to obtain financing inertb meet our debt obligations as they come duemé&ly also need to obtain
additional financing or investigate other methaalge¢nerate cash (such as further cost reductiotieeaale of assets) if revenue and cash
provided by operations decline, if economic comaisi weaken, if competitive pressures increasewe ibr QCIl become subject to signific
judgments, settlements and/or tax payments asgfudiscussed in Note—Commitments and Contingencies to our condensesatioiated
financial statements in Item 1 of Part | of thipag. In the event of an adverse outcome in omaare of these matters, we or QCII could be
required to make significant payments that we dohawe the resources to make. The magnitude o$ettiements or judgments resulting
from these actions could materially and advers#gcaQCII's financial condition and ability to meis debt obligations, potentially
impacting its credit ratings, its ability to accespital markets and its compliance with debt cangs. In addition, the
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magnitude of any settlements or judgments may c@@éto draw down significantly on its cash balascwhich might force it to obtain
additional financing or explore other methods toegate cash. Such methods could include issuingiamial securities or selling assets. As a
wholly owned subsidiary of QCII, our business ogieres and financial condition could be similarlyeaited, potentially impacting our credit
ratings and access to the capital markets.

The Credit Facility makes available to QCII $850liom of additional credit subject to certain réstions as described below, and is
currently undrawn. This facility has a cross paytrdafault provision, and this facility and certaither debt issues of QCII and its other
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 genepalbyide that a cross default under these
debt instruments could occur if:

* QCIl fails to pay any indebtedness when due inggregate principal amount greater than $100 million

« any indebtedness is accelerated in an aggregategal amount greater than $100 million ($25 miilio the case of one of the debt
instruments); o

» judicial proceedings are commenced to foreclosargnof QCI’s assets that secure indebtedness in an aggnagatgal amount
greater than $100 millior

Upon such a cross default, the creditors of a rist@mount of QCII's debt may elect to declare thatefault 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, in the event of
such a cross-default or cross-acceleration, ouness operations and financial condition could tiected, potentially impacting our credit
ratings and access to the capital markets. Iniaddithe Credit Facility contains various limitai® including a restriction on using any
proceeds from the facility to pay settlements digjments relating to the investigation and securiietions discussed in Note 4—
Commitments and Contingencies to our condensedtdated financial statements in Item 1 of Part this report.

Historical View

Six Months Ended
June 30, Increase/ %

(Decrease Change

2006 2005

(Dollars in millions)

Cash flows:
Provided by operating activitit $1,43¢ $1,711 $ (275 (16)%
Used for investing activitie (59¢) (37¢) (220) (58)%
Used for financing activitie (89€) (1,330 434 33%
(Decrease) increase in cash and cash equiv $ (59 $ 3 $ (6 nm

nm—percentages greater than 200% and comparisbnediepositive and negative values or to zero wadue considered not meaningful.

Operating Activities

The decrease in cash provided by operating aetvisi primarily attributable to a decrease in rexeeand an increase in income taxes
paid to our parent of $138 million during the simmths ended June 30, 2006 compared to the six menitied June 30, 2005, partially offset
by decreases in cost of goods sold and SG&A duhagame period.
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Investing Activities

Our capital expenditures totaled $624 million aBd B million (net of tax refund of $33 million) fdne six months ended June 30, 2006
and 2005, respectively. The increase in capitakedfiures was due primarily to increased spendingtrategic products and outside plant,
which includes network assets, such as cabless padgiipment and other components that are phiysloahted outside of our company
buildings. Although our capital expenditures foe #ix months ended June 30, 2006 increased oveathe period in 2005, we expect that
our 2006 capital expenditures will be approximataiyal to our 2005 levels. Additionally, during #ig months ended June 30, 2005, we
received net proceeds of $126 million from invesitaenanaged by our parent.

Financing Activities

The decrease in cash used for financing actiwtias primarily attributable to decreased dividengnpants made to QSC during the six
months ended June 30, 2006 as compared to thepaiod in 2005.
Credit Ratings

The table below summarizes our long-term debt gatat June 30, 2006 and December 31, 2005:

Moody's Ba3
S&P BB
Fitch BB+

Debt ratings by the various rating agencies reiach agency’s opinion of the ability of the issuerrepay debt obligations as they
come due. In general, lower ratings result in higieerowing costs and/or impaired ability to bortowsecurity rating is not a
recommendation to buy, sell, or hold securities mwag be subject to revision or withdrawal at anyetiby the assigning rating organization.

Given our current credit ratings, as noted aboue ability to raise additional capital under acedyé terms and conditions may be
negatively impacted.

Risk Management

We are exposed to market risks arising from chaigagerest rates. The objective of our interas¢ risk management program is to
manage the level and volatility of our interestemxge. We may employ derivative financial instruregéatmanage our interest rate risk
exposure.

As of June 30, 2006 and December 31, 2005, appeigign$1.25 hillion of our floating-rate debt wagesed to changes in interest
rates. This exposure is linked to LIBOR. A hypoitedtincrease of 100 basis points in LIBOR woul#daaused an immaterial increase in
interest expense for the six months ended Jun2(®®B. As of June 30, 2006 and December 31, 200Hhadeapproximately $0.1 billion and
$0, respectively, of long-term fixed rate debt gations maturing in the subsequent 12 months. Wexguosed to changes in interest rates at
any time that we choose to refinance this debtypothetical increase of 100 basis points in therggt rates on any refinancing of the current
portion of long-term debt would not have a mateefékct on our earnings.

As of June 30, 2006, our proportionate share ofl@@lvestments was $42 million of cash investedioney market instruments and
$8 million invested in short-term investments. Meash investments are invested at floating ratesnterest rates change, so will the interest
income derived from these instruments. Assumingttiese investment balances were to remain consténypothetical decrease of 100 basis
points in money market rates would not have haceeral effect on our earnings.
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Off-Balance Sheet Arrangements

There were no substantial changes to our off-balaheet arrangements or contractual commitmenkgisix months ended
June 30, 2006, when compared to the disclosuresdain our Annual Report on Form 10-K for the yeaded December 31, 2005.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q contains or incorporates by refeedipeward-looking statements about our financialdition, 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 revenue, decreased expensesatetizexpenses and expenditures;

» statements of our expectations, beliefs, futuraplnd strategies, anticipated developments ard pthtters that are not historical
facts.

These statements may be made expressly in thisyaadwr may be incorporated by reference to otbeuchents we have filed or will
file with the Securities and Exchange Commissi@HC"). You can find many of these statements bkilapfor words such as “may,”
“would,” “could,” “should,” “plan,” “believes,” “eypects,” “anticipates,” “estimates,” or similar egpsions used in this document or
documents incorporated by reference in this docamen

These forward-looking statements are subject toamaos assumptions, risks and uncertainties thataaage our actual results to be
materially different from any future results exped or implied by us in those statements. Somkesfet risks are described in “Risk Factors”
in Item 1A of Part Il of this report. These riskcfars should be considered in connection with asequent written or oral forward-looking
statements that we or persons acting on our betaffissue. Given these uncertainties, we cautieesiiors not to unduly rely on our forward-
looking statements. We do not undertake any oliigab review or confirm analysts’ expectationsestimates or to release publicly any
revisions to any forward-looking statements toaefflevents or circumstances after the date oflihésiment or to reflect the occurrence of
unanticipated events. Further, the information aloow intentions contained in this document isaeshent of our intention as of the date of
this document and is based upon, among other thingxisting regulatory environment, industry @itions, market conditions and prices,
the economy in general and our assumptions ascbfdate. We may change our intentions, at any éintewithout notice, based upon any
changes in such factors, in our assumptions omnatke.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The information under the caption “Risk ManagementManagemens Discussion and Analysis of Financial Conditiod &esults o
Operations” in Item 2 of Part | of this reportigorporated herein by reference.

ITEM 4. CONTROLS AND PROCEDURES

The effectiveness of our or any system of disclesantrols and procedures is subject to certaiitdirans, including the exercise of
judgment in designing, implementing and evaluatheycontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events, and the inability to eliminate miscondumnpletely. 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 participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our disiceocontrols and procedures (as defined in Ridaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) adwfie 30, 2006. On the basis of this review, ouragament, including our Chief
Executive Officer and Chief Financial Officer, cdubed that our disclosure controls and proceduresiasigned, 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 under
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the Exchange Act is accumulated and communicatedrtonanagement, including our Chief Executive €&ffiand Chief Financial Officer,
a manner that allows timely decisions regardingiireql disclosure.

There were no changes in our internal control dwvancial reporting that occurred in the secondrtpranf 2006 that materially affecte
or are reasonably likely to materially affect, @ternal control over financial reporting.
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PART II—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 4—Commitments &uwhtingencies to our condensed consolidated finhst@atements in Item 1 of
Part | of this report is hereby incorporated byrefce.

ITEM 1A. RISK FACTORS
Risks Affecting Our Business

Increasing competition, including product substion, continues to cause access line losses, whiohld adversely affect our operatin
results and financial performance.

We compete in a rapidly evolving and highly comipegi market, and we expect competition to contitmimtensify. We are facing
greater competition in our core local business foaile companies, wireless providers (including @ihneur affiliates), facilities-based
providers using their own networks as well as tHeasing parts of our network, and resellers. Witawh, regulatory developments over the
past few years have generally increased compefitiegsures on our business. Due to these andfattters, we continue to lose access lines
and are experiencing pressure on profit margins.

We seek to distinguish ourselves from our competiby providing new or expanded services suchgis-fpeed Internet, packaging of
expanded feature-rich products and improving treityuof our customer service. In addition, throygimt marketing relationships with our
affiliates, we are able to bundle our services wiiteless, long-distance, private line, and otlegvises. However, we may not be successful
in these efforts. We may not have sufficient resesaro distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringse&vf we are successful, these initiatives maylbmosufficient to offset our continuing loss of
access lines. If these initiatives are unsuccessfirlsufficient and our revenue declines signiitbawithout corresponding cost reductions,
this will cause a significant deterioration to eesults of operations and financial condition addesisely affect our ability to service debt and
pay other obligations.

Consolidation among patrticipants in the telecommauations industry may allow our competitors to con@enore effectively against us,
which could adversely affect our operating resuétad financial performance.

The telecommunications industry is experiencing@agoing trend towards consolidation, and severaluofcompetitors have
consolidated, or have announced plans to conselidath other telecommunications providers. Thésitr will result in competitors that are
larger and better financed and will afford our ceiprs increased resources and greater geograpbézzn, thereby enabling such
competitors to compete more effectively againstvis.have begun to experience and expect furtheeased pressures as a result of this
trend and in turn have been and may continue forged to respond with lower profit margin prodoéferings and pricing plans in an effort
to retain and attract customers. These pressutdg adversely affect our operating results andrfai@ 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 experiencingificant technological changes, and our abilitgkecute our business plans and
compete depends upon our ability to develop antbglapew products and services, such as broadbaacadd video services. The
development and deployment of new products andcgeeould require substantial expenditure of faianand other resources in excess of
contemplated levels. If we are not able to develeyw products and services to keep pace with teolieal advances, or if such products and
services are not widely accepted by customersability to compete could be adversely affected
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and our market share could decline. Any inabilitkéep up with changes in technology and markeiklaso adversely affect the trading
price of our securities and our ability to service debt.

Third parties may claim we infringe upon their intlectual property rights, and defending against e claims could adversely affect our
profit margins and our ability to conduct busines

From time to time, we receive notices from thirdtigs claiming we have or are infringing upon thatellectual property rights. We
may receive similar notices in the future. Respogdo these claims may require us to expend s@arifitime and money defending our use
of affected technology, may require us to entey ioyalty or licensing agreements on less favortdi@s than we could otherwise obtain or
may require us to pay damages. If we are requaréakie one or more of these actions, our profitgimermay decline. In addition, in
responding to these claims, we may be requiretbfpselling or redesign one or more of our prodoctservices, which could significantly
and adversely affect the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the investigation of Q’s business currently being conducted by the DOJtloe material litigation pending
against QCII and us, including the securities actis, could have a material adverse impact on ourdiittial condition and operating
results, on the trading price of our debt securgiand on our ability to access the capital markets.

The DOJ investigation and the remaining securé®ns described in Note 4—Commitments and Coetinges to our condensed
consolidated financial statements in Item 1 of Paftthis report present material and significasks to QCIl and us. In the aggregate, the
plaintiffs in the remaining securities actions gr&isons who have sought exclusion from the clatiseironsolidated securities action seek
billions of dollars in damages, and the outcomeraf or more of these matters or the DOJ investigatould have a negative impact on the
outcomes of the other actions. Further, the siz@pe and nature of the restatements of QCII's dadeted financial statements for 2001 and
2000, which are described in QCII's Annual Repartrmrm 10K/A for the fiscal year ended December 31, 2008 cfthe risks presented
these actions and the DOJ investigation, as thesters involve, among other things, QCII's priocagnting practices and related
disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of itenssipport of their claims. QCIl and we
continue to defend against the remaining securdidi®ns vigorously and are currently unable tosjghe any estimate as to the timing of their
resolution.

We can give no assurance as to the impacts on &t our financial results or financial condittbat may ultimately result from all
of these matters. QCII has a recorded reservs iim@ncial statements for the minimum estimatedwm of loss it believes is probable with
respect to the remaining securities actions desdrifo Note 4—Commitments and Contingencies to ondensed consolidated financial
statements in Item 1 of Part | of this report, &l as to any additional actions that may be brobgtparties that, as described under
“Additional Opt-Out Parties” in Note 4, have moeeently requested to be excluded from the propestgiment of the consolidated
securities action. However, the ultimate outconfabese matters are still uncertain and the amofilass QCII ultimately incurs could be
substantially more than the reserves it has pravitiéhe recorded reserves are insufficient, Q&ll need to record additional charges to its
consolidated statement of operations in futuregasri In addition, any settlement of or judgmerme or more of these actions substantially
in excess of QCII's recorded reserves could hasigrificant impact on QCIl and us, and we can gigeassurance that QCII and we will
have the resources available to pay any such judgrbe magnitude of any settlement or judgmentltieg) from these matters could
materially and adversely affect QCII's financiahdition and ability to meet its debt obligationstgntially impacting its credit ratings, its
ability to access capital markets and its compkanith debt covenants. In addition, the magnituideny settlement or judgment may cause
QCII to draw down significantly on its cash balasicehich might force it to obtain additional finamg or explore other methods to generate
cash. Such methods could include issuing additisealirities or selling assets. As a wholly owndusgliary of QCII, our business operatic
and financial condition would be similarly affected
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Further, there exist other material proceedingslpgnagainst QCII and us as described in Note 4—@idments and Contingencies to
our condensed consolidated financial statemeritein 1 of Part | of this report that, dependingtlogir outcome, may have a material adv
effect on QCII's and our financial position. Thug can give no assurances as to the impacts orig@@il our financial results or financial
condition as a result of these matters.

Current or future civil or criminal actions againsQCII’s former officers and employees could reduteestor confidence in QCII and us
and cause the trading price for our debt securitigsdecline.

As a result of QCII's past accounting issues, itmesonfidence in QCIl and us has suffered andasuffer further. Although QCII has
consummated a settlement with the SEC concerrsrigvestigation of QCII, in March 2005, the SE@dilsuit against QCII's former chief
executive officer, Joseph Nacchio, two of QCII'srfier chief financial officers, Robert Woodruff aRdbin Szeliga, and other former QCII
officers and employees. In December 2005, a crihmtictment was filed against Mr. Nacchio charghign with 42 counts of insider
trading.

Trials could take place in the pending SEC lawagdinst Mr. Nacchio and others or in connectiomhe criminal charges against
Mr. Nacchio. Evidence introduced at such trials endther matters may result in further scrutinygmwernmental authorities and others. The
existence of this heightened scrutiny could advg@iect investor confidence in QCII and us andsmthe trading price for our debt
securities to decline.

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

Our operations are subject to significant fedezglutation, including the Communications Act of 1984 amended, and Federal
Communications Commission, or FCC, regulationsetheder. We are also subject to the applicable Eawisregulations of various states,
including regulation by public utility commissions, PUCs, and other state agencies. Federal ladvE@E regulations generally apply to
regulated interstate telecommunications (includimgrnational telecommunications that originatéesminate in the United States), while
state regulatory authorities generally have judsdn over regulated telecommunications servicasdhe intrastate in nature. The local
competition aspects of the Telecommunications Adt996 are subject to FCC rulemaking, but the stegelatory authorities play a
significant role in implementing those FCC rulegn@rally, we must obtain and maintain certificateauthority from regulatory bodies in
most states where we offer regulated services argl abtain prior regulatory approval of rates, teiand conditions for our intrastate
services, where required. Our businesses are subjaamerous, and often quite detailed, requirdmender federal, state and local laws,
rules and regulations. Accordingly, we cannot e@shat we are always in compliance with all thespiirements at any single point in time.
The agencies responsible for the enforcement skthews, rules and regulations may initiate in@sior actions based on their own
perceptions of our conduct, or based on customaptants.

Regulation of the telecommunications industry iaraying rapidly, and the regulatory environmentesmsubstantially from state to
state. Recently a number of state legislaturesstatd PUCs adopted reduced or modified forms afle¢ign for retail services. This is
generally beneficial to us because it reduces edgry costs and regulatory filing and reportinguiegments. These changes also generally
allow more flexibility for new product introducticend enhance our ability to respond to competitikdrthe same time, some of the changes,
occurring at both the state and federal level, maxe the potential effect of reducing some regapootections, including having FCC-
approved tariffs that include rates, terms and itams. These changes may necessitate the need$twymer-specific contracts to address
matters previously covered in our tariffs. Destiitese regulatory changes, a substantial portiauofocal voice services revenue remains
subject to FCC and state PUC pricing regulationictvisould expose us to unanticipated price declimbsre can be no assurance that future
regulatory, judicial or legislative activities witlot have a material adverse effect on our operstior that regulators or third parties will not
raise material issues with regard to our compliasragoncompliance with applicable regulations.
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All of our operations are also subject to a var@tgnvironmental, safety, health and other govermia regulations. We monitor our
compliance with federal, state and local regulaigaverning the discharge and disposal of hazarded€nvironmentally sensitive materii
including the emission of electromagnetic radiatidlthough we believe that we are in compliancehwgitich regulations, any such discharge,
disposal or emission might expose us to claimstioas that could have a material adverse effeaiwrbusiness, financial condition and
operating results.

Risks Affecting Our Liquidity

QCII's high debt levels pose risks to our viabilignd may make us more vulnerable to adverse ecocanid competitive conditions, as
well as other adverse developments.

Our ultimate parent, QCII, is highly leveraged otoasolidated basis. As of June 30, 2006, our dimtzged debt was approximately
$7.7 billion, which was included in QCII's consdigd debt of $15.4 billion as of that date. Appneaiely $2.9 billion of QCII's debt, which
includes $1.0 billion of our debt obligations, camie over the next three years. In addition, hieldeQCII's $1.265 billion 3.50%
Convertible Senior Notes due 2025 may elect to edrthe principal of their notes into cash durimgipds when specified, market-based
conversion requirements are met. However, QCIl edm¢anticipate holders will make such an elecbhenause QCII believes it would likely
result in adverse economic consequences to sudersoM/hile we currently believe QCII and we wilive the financial resources to meet
obligations when they come due, we cannot antieipdtat QCII's and our future condition will be. Wey have unexpected costs and
liabilities and we may have limited access to fitiag.

We may periodically need to obtain financing inartb meet our debt obligations as they come duemé&y also need to obtain
additional financing or investigate other methaalge¢nerate cash (such as further cost reductiotieeaale of assets) if revenue and cash
provided by operations decline, if economic comaisi weaken, if competitive pressures increase QCifl or we become subject to signific
judgments, settlements and/or tax payments asegfiudiscussed in Note—Commitments and Contingencies to our condensesatidated
financial statements in Item 1 of Part | of thipogt and in “Management’s Discussion and Analy$iBinancial Condition and Results of
Operations—Liquidity and Capital Resourc@sitem 2 of Part | of this report. We can giveassurance that such additional financing wi
available on terms that are acceptable. Also, we lImeampacted by factors relating to or affecting biquidity and capital resources due to
perception in the market, impacts on our credihgst or provisions in our financing agreements thay restrict our flexibility under certain
conditions.

QCIl may in the future consider possible meanstfming cash to its shareholders if QCIl deemsath position to be sufficient for
such a transaction.

QCII's $850 million revolving Credit Facility, whitis currently undrawn, has a cross payment defaaitision, and the Credit Facility
and certain other debt issues of QCII and its othbsidiaries have cross acceleration provisioteeMpresent, such provisions could have a
wider impact on liquidity than might otherwise aisom a default or acceleration of a single dabtrument. As a wholly owned subsidiary
of QCIl and QSC, any such event could adverselgcaiur ability to conduct business or access éipital markets and could adversely
impact our credit ratings. In addition, the Crdeicility contains various limitations, includingestriction on using any proceeds from the
facility to pay settlements or judgments relatindite DOJ investigation and securities actionsudised in Note 4—Commitments and
Contingencies to our condensed consolidated fiahstatements in Item 1 of Part | of this report.

Our high debt levels could adversely impact ouditnatings. Additionally, the degree to which tegether with QCII, are leveraged
may have other important limiting consequenceduding the following:

» placing us at a competitive disadvantage as cordpaitl our less leveraged competitors;
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* making us more vulnerable to downturns in genazahemic conditions or in any of our businesses;
« limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhioh we operate; and

» impairing our ability to obtain additional finangjrin the future for working capital, capital expéndes 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.

The industry in which we operate is capital intgasand as such we anticipate that our capitalireepents will continue to be
significant in the coming years. Although we hasduced our capital expenditures and operating esgqzeover the past few years, we may be
unable to further significantly reduce these caosten if revenue is decreasing. While we beliewa tlur current level of capital expenditures
will meet both our maintenance and our core grawtiuirements going forward, this may not be the ¢hsircumstances underlying our
expectations change.

Declines in the value of QCIs qualified pension plan assets, or unfavorableattges in laws or regulations that govern pensiomupl
funding, could require it to provide significant aounts of funding for its qualified pension plar

Our employees participate in a qualified defineddsi pension plan sponsored by QCII. While QCledmot expect to be required to
make material cash contributions to its qualifiefimed benefit pension plan in the near term bageoh current actuarial analyses and
forecasts, a significant decline in the value ddlfied pension plan assets in the future or unfable changes in laws or regulations that
govern pension plan funding could materially chatigetiming and amount of required pension fundieg a result, QCIlI and we may be
required to fund QCII's qualified defined beneférsion plan with cash from operations, perhaps taterial amount. Also, recognition of
an additional minimum liability caused by changegénsion plan assets or measurement of the acatedudenefit obligation could have a
material impact on its consolidated balance sheetain example, if QCII's accumulated benefit oliga exceeds pension plan assets in the
future, the impact would be to eliminate QGlprepaid pension asset, which was $1.165 billafdecember 31, 2005, and record a per
liability for the amount that its accumulated benelbligation exceeds pension plan assets withreesponding charge to other comprehen
loss, thereby increasing stockholders’ deficitepdtatively, QCIl could make a voluntary contributtim the plan so that the qualified pension
plan assets exceed the accumulated benefit oldigatis of December 31, 2005, QCII's qualified pensplan assets exceed its accumulated
benefit obligation by $596 million.

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

We regularly declare and pay dividends to our dipecent, QSC. We may declare and pay dividenéséess of our earnings to the
extent permitted by applicable law, which may caneia significant amount of the cash we generate débot covenants do not limit the
amount of dividends we can pay to our parent.

Our debt agreements and the debt agreements of @tw us and QCII to incur significantly more deptvhich could exacerbate the
other risks described herein.

The terms of QCII's and our debt instruments peboth QCII and us to incur additional indebtedn&sh additional debt may be
necessary for many reasons, including to adequegepyond to competition, to comply with regulatoeguirements related to our service
obligations or for financial reasons alone. Incratakborrowings or borrowings at maturity on tertimat impose additional financial risks to
our various efforts to improve our financial comafitand results of operations could exacerbat®ther risks described herein.
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Other Risks Relating to Qwest

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

The preparation of financial statements and reldisclosures in conformity with accounting prineiglgenerally accepted in the United
States, or GAAP, requires management to make judggnassumptions and estimates that affect the mtsoeported in our consolidated
financial statements and accompanying notes. Qticatraccounting policies, which are describeaim annual report on Form 10-K for the
year ended December 31, 2005, describe thoseismmtifaccounting policies and methods used in tepgration of our consolidated finans
statements that are considered “critical” becalsg tequire judgments, assumptions and estimas srthterially impact our consolidated
financial statements and related disclosures. #esalt, if future events differ significantly frothe judgments, assumptions and estimates in
our critical accounting policies, such events @uasptions could have a material impact on our datested financial statements and related
disclosures.

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

We are included in the consolidated federal inctamaeturn of QCII. As such, we could be severhdlple for tax examinations and
adjustments attributed to other members of the @€illated group. As a significant taxpayer, Q@ Isubject to frequent and regular audits
from the Internal Revenue Service, or IRS, as aglirom state and local tax authorities. Thesetsueduld subject us to risks due to adverse
positions that may be taken by these tax authsriBéease see Note 4—Commitments and Contingetocag condensed consolidated
financial statements in Item 1 of Part | of thipagt for examples of legal proceedings involvinghsoof these adverse positions. In addition,
for example, in the fourth quarter of 2004, QChiewed notices of proposed adjustments on sevigi@fisant issues for its 1998-2001 audit
cycle. Certain of these proposed adjustments doedothe Appeals Office of the IRS. And in June @CII received notices of proposed
adjustments on several significant issues for@3222003 audit cycle, including a proposed adjustrdesallowing a loss recognized by QCII
relating to the sale of its DEX directory publishibusiness. There is no assurance that QCII andR®evill reach settlements on any of th
issues or that, if QCII does reach settlementstettras will be favorable to QCII.

Because prior to 1999 QCII was a member of aféililagroups filing consolidated U.S. federal incoarereturns, QCII could be
severally liable for tax examinations and adjusttaemt directly applicable to current members ef @CIlI affiliated group. Tax sharing
agreements have been executed between QCII andyseaffiliates, and QCII believes the liabilitigsany, arising from adjustments to
previously filed returns would be borne by thelaffed group member determined to have a deficiemgler the terms and conditions of such
agreements and applicable tax law. QCII has reeeglnn its financial statements certain amountscbteet under one of these agreements;
however, generally, QCII has not provided for ligigis of former affiliated members or for claim®ely have asserted or may assert against

QCll.

While QCII believes its tax reserves adequatelyigi®for the associated tax contingencies, QC#isaudits and examinations may
result in tax liabilities that differ materiallydm those QCII has recorded in its consolidatednfiied statements. Also, the ultimate outcomes
of all of these matters are uncertain, and QCllgiaa no assurance as to whether an adverse fesulone or more of them will have a
material effect on its financial results or its nperating loss carryforwards, which could in taffect our financial condition and operating
results to the extent the matters affect us.

If we fail to extend or renegotiate our collectivEmrgaining agreements with our labor unions as theypire from time to time, or if ou
unionized employees were to engage in a strike theowork stoppage, our business and operating flesaould be materially harmed.

We are a party to collective bargaining agreemwitts our labor unions, which represent a significammber of our employees. In
August 2005, we reached agreements with the Conuations Workers of America and the
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International Brotherhood of Electrical Workerstbree-year labor agreements. Each of these agréemvan ratified by union members and
expires on August 16, 2008. Although we believe tha relations with our employees are satisfagtnoyassurance can be given that we will
be able to successfully extend or renegotiate ollecative bargaining agreements as they expire fiome to time. The impact of future
negotiations, including changes in wages and beleefls, could have a material impact on our faiahresults. Also, if we fail to extend or
renegotiate our collective bargaining agreemehtiisputes with our unions arise, or if our uni@davorkers engage in a strike or other work
stoppage, we could incur higher ongoing labor costxperience a significant disruption of openagiowvhich could have a material adverse
effect on our business.

ITEM 6. EXHIBITS

Exhibits filed for Qwest through the filing of thiorm 10-Q:

Exhibits identified in parentheses below are om Wiith the SEC and are incorporated herein by eefa. All other exhibits are provid
as part of this electronic submission.

Exhibit No. Description

(3.2 Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qwest Corporasidnnual
Report on Form 1-K for the year ended December 31, 1997, File NG-03040).

(3.2 Articles of Amendment to the Articles of Incorpacat of Qwest Corporation (incorporated by referetic®west
Corporatior's Quarterly Report on Form -Q for the quarter ended June 30, 2000, File No-03040).

(3.9 Amended and Restated Bylaws of Qwest Corporatimeo(porated by reference to Qwest Corporation’suahn
Report on Form 1-K for the year ended December 31, 2002, File NG-03040).

4.7 Indenture, dated as of April 15, 1990, by and betwilountain States Telephone and Telegraph Comgaahyl he

First National Bank of Chicago (incorporated byerehce to Qwest Corporation’s Annual Report on FboaK for
the year ended December 31, 2002, File No-03040).

4.2 First Supplemental Indenture, dated as of April1l9891, by and between U S WEST Communications,dnd.The
First National Bank of Chicago (incorporated byerehce to Qwest Corporation’s Annual Report on FboaK for
the year ended December 31, 2002, File No-03040).

4.3 Indenture, dated as of October 15, 1999, by anddet U S West Communications, Inc. and Bank OnstTru
Company, N.A. (incorporated by reference to QwesfpGration’s Annual Report on Form 10-K for the yeaded
December 31, 1999, File No. (-03040).

4.9 Officer’s Certificate of Qwest Corporation, datedad March 12, 2002 (including forms of’@ 8 % notes due
March 15, 2012) (incorporated by reference to QWesporatior s Form &4, File No. 33-115119).
(4.5) First Supplemental Indenture, dated as of Augus2@04, by and between Qwest Corporation and

U.S. Bank National Association (incorporated byerefice to Qwest Communications International InQusirterly
Report on Form 1-Q for the quarter ended September 30, 2004, FileONi-15577).

(4.6) Second Supplemental Indenture, dated as of NoveR®He004, by and between Qwest Corporation and
U.S. Bank National Association (incorporated byerefice to Qwest Corporation’s Current Report omF8K filed
November 23, 2004, File No. C-03040).
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Exhibit No. Description
4.7 Third Supplemental Indenture, dated as of Jun@QG@5, by and between Qwest Corporation and U.Sk Beational

Association (incorporated by reference to QwesipGration’s Current Report on Form 8-K filed June 2305, File
No. 001-03040).

(10.7) Registration Rights Agreement, dated August 1942@éhong Qwest Corporation and the initial purchabsted
therein (incorporated by reference to Qwest Compatitns International Inc.’s Quarterly Report onrRd.0-Q for
the quarter ended September 30, 2004, File Nc-15577).

(10.2) Registration Rights Agreement, dated November 2842by and among Qwest Corporation and the initial
purchasers listed therein (incorporated by refereaad@west Corporation’s Current Report on Form 8alted
November 18, 2004, File No. C-03040).

(10.9) Registration Rights Agreement, dated June 17, 200and among Qwest Corporation and the initiathasers
listed therein (incorporated by reference to Qv@stporation’s Current Report on FornK&filed June 23, 2005, Fil
No. 001-03040).

12 Calculation of Ratio of Earnings to Fixed Char¢
31.1 Chief Executive Officer Certification pursuant tecsion 302 of the Sarbar-Oxley Act of 2002
31.2 Chief Financial Officer Certification pursuant tecion 302 of the Sarbar-Oxley Act of 2002
32 (Zlg(gtzification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarbarksr@ct of

() Previously filed.

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

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.

Q WESTC ORPORATION

/s/ JoHNW. RICHARDSON

By:
John W. Richardson
Senior Vice President and Controller
(Duly Authorized Officer and Chief Accounting Offier)

August 1, 2006
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Exhibit 12

QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

(Unaudited)
Six Months
Years Ended December 31,
Ended
June 30,
2006 2005 2004 2003 2002 2001

(Dollars in millions)
Income from continuing operations before incomesaxiscontinuec
operations and cumulative effect of change in asting principle $ 86¢ $1,53( $1,74: $1,75¢ $2,43¢ $2,83:

Add: estimated fixed charg 33€ 66¢ 647 643 634 58¢

Add: estimated amortization of capitalized inte| 6 12 12 13 14 14

Less: interest capitalize 4 @) 9 (13 (29 (44)

Total earnings available for fixed charg 1,20€ 2,20z 2,392 2,401 3,05¢ 3,391

Estimate of interest factor on rent 23 54 54 57 69 79
Interest expense, including amortization of prensudiscounts

and debt issuance co: 30¢ 607 584 578 541 465

Interest capitalize 4 7 9 13 24 44

Total fixed charge $ 33¢ $ 66¢€ $ 647 $ 64< $ 634 $ 58¢

Ratio of earnings to fixed charg 3.€ 3.3 3.7 3.7 4.8 5.8



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Richard C. Notebaert, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Qwest Corporatior

Based on my knowledge, this report does notatoriny untrue statement of a material fact or donéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) anafre responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; ant

c) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evaituat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpanhcial information; an

b)  Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: August 1, 200

/sl

RIcHARD C. N OTEBAERT

Richard C. Notebaert
Chief Executive Officer and Preside



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Oren G. Shaffer, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Qwest Corporatior

Based on my knowledge, this report does notatoriny untrue statement of a material fact or donéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) anafre responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; ant

c) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s

most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evaituat internal control over financial

reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent

functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpanhcial information; an

b)  Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: August 1, 200

/sl

ORENG. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER CERTIFICATION

Each of the undersigned hereby certifies, for thppses of section 1350 of chapter 63 of title flthe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2062, in his capacity as an officer of Qwest Qwgtion (“Qwest”), that, to his
knowledge, the Quarterly Report of Qwest on ForrQlfor the quarter ended June 30, 2006, fully caesplvith the requirements of
Section 13(a) of the Securities Exchange Act of4183d that the information contained in such refarly 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 sfadh request.

Dated: August 1, 2006 By: /s/ RicHARD C. NOTEBAERT

Richard C. Notebaert
Chief Executive Officer and Preside

Dated: August 1, 2006 By: /s/ ORENG. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic



