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PROSPECTUS

$600,000,000
Qwest Corporation

Exchange Offer for All Outstanding

7.5% Notes due 2014
(CUSIP Nos. 74913G APO and U7490R AG4)
for new 7.5% Notes due 2014
that have been registered under the Securities Acf 1933

This exchange offer will expire at 5:00 p.m., Nevork City time,
on December 18, 2006, unless extended.

The Exchange Notes:

The terms of the registered 7.5% Notes due 20b4 issued in the exchange offer are substant@dgtical to the terms of the
outstanding 7.5% Notes due 2014, except that #msfer restrictions, registration rights and addil interest provisions relating to the
outstanding notes will not apply to the exchanges

We are offering the exchange notes pursuant tgiatration rights agreement that we entered intoimection with the issuance of the
outstanding note:

Material Terms of the Exchange Offer:

The exchange offer expires at 5:00 p.m., New Ydtk tine, on December 18, 2006, unless exten

Upon expiration of the exchange offer, all outsiagdotes that are validly tendered and not witharavill be exchanged for an equal
principal amount of the exchange not

You may withdraw tendered outstanding notes attemg prior to the expiration of the exchange of
The exchange offer is not subject to any minimunadég condition, but is subject to customary condgi
The exchange of the exchange notes for outstamdites will not be a taxable exchange for U.S. Fedecome tax purpose

There is no existing public market for the outstagdotes or the exchange notes. We do not intetidttthe exchange notes on any
securities exchange or quotation syst

See “Risk Factors” beginning on page 11.

Neither the Securities and Exchange Commissiorangrstate securities commission has approved apgi®ved of these securities or

passed upon the adequacy or the accuracy of thisgactus. Any representation to the contrary isimioal offense

Prospectus dated November 17, 2
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We have not authorized anyone to give any informadin or make any representation about us that is diéfrent from or in addition
to that contained in this prospectus. Therefore, iknyone does give you information of this sort, yoshould not rely on it as authorized
by us. If you are in a jurisdiction where offers tosell, or solicitations of offers to purchase, theecurities offered by this document are
unlawful, or if you are a person to whom it is unlavful to direct these types of activities, then theffer presented in this document does
not extend to you. You should assume that the infaration contained in this prospectus is accurate oplas of the date on the front of
this prospectus, regardless of the date of delivemyf this prospectus or the sale of the securitiesade hereunder.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports atheioinformation with the Securities and Exchangen@ission, or SEC. QC’s SEC
filings are available to the public over the Intetrat the SEGQ web site at http://www.sec.gov. You may also raad copy any document tt
we file with the SEC at the SEC’s public referenmem located at 100 F Street, N.E. Washington, RA549. Please call the SEC at 1-800-
SEC-0330 for further information on the operatidhe public reference room. In addition, our ulite parent, Qwest Communications
International Inc., also files reports and othdoiimation with the SEC and investors are encourageedview these filings as well.

We will provide without charge to each person tawha copy of this prospectus has been delivered,médikes a written or oral
request, a copy of our filings and any and allhef documents referred to herein, including thestegfion rights agreement and the indenture
for the notes, which are summarized in this proggedy writing or calling us at the following aéds or telephone number.

Corporate Secretary
Qwest Corporation
1801 California Street
Denver, Colorado 80202
(303) 992-1400

In order to ensure timely delivery, you must requesthe information no later than five business day$efore the expiration of the
exchange offer.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains and may refer you to decsrthat contain forwarndoking statements about our financial conditi@sults o
operations and business. These statements ineoumg others:

» statements concerning the benefits that we expélatesult from our business activities and certansactions we have completed,
such as increased revenue, decreased expensegoatetlzexpenses and expenditures;

» statements of our expectations, beliefs, futurapknd 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 SEC. You can find many of these staats by looking for words such as “may,” “woultigbuld,” “should,” “plan,” “believes,”
“expects,” “anticipates,” “estimates” or similarpessions used in this prospectus or in documaatsporated by reference in this
prospectus.

These forward-looking statements are subject toamans assumptions, risks and uncertainties thataaaye our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesfet risks are described below undrisk
Factors” and “Management’s Discussion and Analgsisinancial Condition and Results of Operatioriiése risk factors should be
considered in connection with any subsequent waritteoral forward-looking statements that we orspas acting on our behalf may issue.
Given these uncertainties, we caution investorgdamanduly rely on our forward-looking statememge do not undertake any obligation to
review or confirm analysts’ expectations or estiesatr to release publicly any revisions to any fovlooking statements to reflect events or
circumstances after the date of this prospecttis mflect the occurrence of unanticipated evdrasther, the information about our intentic
contained in this document is a statement of ai@niion as of the date of this prospectus andsedbapon, among other things, the existing
regulatory environment, industry conditions, mar@tditions and prices, the economy in generaleamdissumptions as of such date. We
may change our intentions, at any time and witmmdice, based upon any changes in such factomjriassumptions or otherwise.
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GLOSSARY OF TERMS

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

Access Line. Telephone lines reaching from the customer’s Besto a connection with the public switched tetepe network.
When we refer to our access lines we mean all @agsmmarkets, wholesale and business access lickgling those used by us &
our affiliates.

Asynchronous Transfer Mode (AT. A broadband, network transport service utilizitega switches that provides a fast, efficient
way to move large quantities of informatic

Competitive Local Exchange Carriers (CLEC3)elecommunications providers that compete witmysroviding local voice
services in our local service ar

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

Frame Relay. A high speed data switching technology primaued to interconnect multiple local networ

Incumbent Local Exchange Carrier (ILE. A traditional telecommunications provider, sushwest Corporation, that, prior to 1
Telecommunications Act of 1996, had the exclusightrand responsibility for providing local telecomnications services in its
local service are:

Integrated Services Digital Network (ISD. A telecommunications standard that uses digigasmission technology to support
voice, video and data communications applicatiores cegular telephone line

Interexchange Carriers (IXC:. Telecommunications providers that provide longfatice services to end-users by handling calls
that extend beyond a custor's local exchange service ar

InterLATA lon¢distance service. Telecommunications services, includ“80C" services, that cross LATA boundari

Internet Dial Acces. Provides ISPs and business customers with a arapsive, reliable and cost-effective dial-up nekwo
infrastructure

Internet Protocol (IP.. Those protocols that facilitate transferring mnfiation in packets of data and that enable eackepat a
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 (ISF. Businesses that provide Internet access to @iaibmers

IntraLATA lon¢-distance servicesThese services include calls that terminate detaicaller’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 provisfaelecommunications services by local
exchange and long distance carriers. There aré AB2s in the United States, of which 27 are in ddrstate local service are

Local Calling Area. A geographical area, usually smaller than a LAWAhin which a customer can make telephone caitlsout
incurring lon¢-distance charges. Multiple local calling areas galhemake up a LATA

Private Lines. Direct circuits or channels specifically dedichte the use of an end-user organization for thpqme of directly
connecting two or more site
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» Public Switched Telephone Network (PS'. The worldwide voice telephone network that isessible to every person with a
telephone equipped with dial tor

* Unbundled Network Elements (UNEg$)iscrete elements of our network that are sol@ased to competitive telecommunications
providers and that may be combined to provide ttedail telecommunications servici

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

» Voice over Internet Protocol (VoIR)An application that provides real-time, two-wayice capability originating in the Internet
protocol over a broadband connecti

* Web Hosting The providing of space, power and bandwidth iaa&nters for hosting of customers’ Internet equapt as well as
related service:

» Wide Area Network (WAN)A communications network that covers a wide gaphic area, such as a state or country. A WAN
typically extends a local area network outsidelthiédding, over telephone common carrier lines tk lio other local area networks
in remote locations, such as branch offices -home workers and telecommute

iv
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PROSPECTUS SUMMARY

The following summary contains basic informatiomatus and this exchange offer, but does not comathe information that may be
important to you. For a more complete understandirthis exchange offer, we encourage you to reedentire prospectus and the
documents we refer you to. You should carefullysider the information set forth under “Risk Factbhs addition, certain statements are
forward-looking statements, which involve risks amtertainties. See “Special Note Regarding Forviaaking Statements.” All financial
data provided in this prospectus are the finardagh of QC and its consolidated subsidiaries, gni¢iserwise disclosed.

As used in this prospectus, unless the contexrwibe requires or indicates:

» ‘“note! refers to the outstanding notes and the exchanigs wdfered in the exchange offer, collective
*  “QC” and“Qwes” refer to Qwest Corporation, a Colorado corporatinich is the issuer of the note
e “QSC refers to Qwest Services Corporation, a Coloradparation, which is the direct parent of C

«  “QCII" refers to Qwest Communications International laddelaware corporation, and its consolidated sudosas, including QS(
QCF, QCC and QC

*  “QCF refers to Qwest Capital Funding, Inc., a Coloradigoration, which is a wholly owned finance subaigiof QCII;
*  “QCC refers to Qwest Communications Corporation, a Datavcorporation, which is another wholly owned #dibsy of QSC;

“

. we,” “us” and“our” refer to QC and its consolidated subsidiar

* “audited consolidated financial statements” refeotir audited consolidated financial statementsHerfiscal years ended
December 31, 2005, 2004 and 2003, which are caddmthis prospectu

* ‘“unaudited condensed consolidated financial statésiieefer to our unaudited condensed consolidfteshcial statements for the
three and nine month periods ended September 86, &@d 2005, which are contained in this prospecitud

« ‘“consolidated financial statements” refer gener@lpur audited consolidated financial statementsunaudited condensed
consolidated financial statemer

The Company

We provide local telecommunications and relatedlises, IntraLATA long-distance services and dataises within our local service
area, which consists of the 14-state region ofdxrég Colorado, Idaho, lowa, Minnesota, Montana,riglta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyomnhg.operations are included in the consolidateztatpons of our ultimate parent,
QCIl, 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 mpmetwork, QCII provides certain lordjstance services and data and Internet accegses
that we do not provide.

We market and sell our products and services tesmaskets and business customers. In general, asg markets customers include
consumers and small businesses, and our busingtssrars include local, national and global busiegsgovernmental entities, and public
and private educational institutions. We also ptevour products and services to other telecommtioisaproviders, including affiliated
entities, who purchase our products and serviceswholesale basis.

1
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Corporate Information
We were incorporated in 1911 under the laws ofState of Colorado. We are wholly owned by QSC, Wwiiscwholly owned by QCII.
Our principal executive offices are located at 18@lifornia Street, Denver, Colorado 80202, andtelaphone number is (303) 992-1400.
QCII's Corporate Structure

The following chart illustrates the corporate stane and debt capitalization of QCII and its cordatked subsidiaries as of
September 30, 2006.

This chart is provided for illustrative purposesyoand does not represent all legal entities of B its consolidated subsidiaries ol
obligations of such entities. For more informat@mour outstanding indebtedness, see “Descripti@itioer Indebtedness.”

Total Consolidated Debt: $14.9 billion (1)

Owest Communications ol 3 00 il liom o existing sénior notes™
International Inc.

(QCIH") [ BR5 0 muilbiom credit fseility (undrawn)
Orwest Capital Qwaest Services
Funding, Inc. Corporation i——321 mullicn of senior subordinated nores'®
{,.u(-l_-ﬂ! !“UH[ “!

f
!

§2. 918 mallion of senior nodas™

[ - l..

- S wiest
Owest Communications . Q s
Corporation Corparatin
a {uu[_'“n

(*QCLT) {lesner of the Nofes)

T e

8314 milliom of senior notss L6000 millinn of the sutstanding notes
S300 mittion fined rate term Toqun”
86,697 mullioh of other notes™

(1) Total consolidated debt consists of the fadaevaf total current and long-term borrowings of IQ&hd its consolidated subsidiaries,
adjusted for a reduction of $47 million, whichietamount by which net unamortized debt discountsestain debt exceed our capital
lease obligations and other notes paye

(2) Includes $2,644 million in aggregate principaiount of notes guaranteed by QSC. The QSC guasaate a senior unsecured
obligation of QSC

(3) QCIl has $850 million available to it underewvolving credit facility (referred to as the CreBaécility), which expires in October 2010.
Until July 2006, QSC was the potential borroweremithe Credit Facility

2
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The Credit Facility is guaranteed by QSC and camtinto be secured by a senior lien on our stock.Aredit Facility is currently
undrawn and is therefore not reflected in C's total consolidated det

(4) The QSC senior subordinated notes are guarante@Chyand QCF on a senior unsecured b

(5) The QCF senior notes are guaranteed by QCII omiarsensecured basi

(6) All existing indebtedness for borrowed money of @@nsecured and ranks pari passu with the n

3
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Summary of the Exchange Offer

The following is a summary of the principal ternfishee exchange offer. A more detailed descriptiocontained in the section “The
Exchange Offe” The term “outstanding notes” refers to QC’s owating 7.5% Notes due 2014, which were issued gu#8, 2006. The
term “exchange notes” refers to QC’s 7.5% Notes 80&4 offered by this prospectus, which have begistered under the Securities Act of
1933, as amended, or the Securities Act. The témaehture” refers to the indenture that governshbtite outstanding notes and the

exchange notes.

The Exchange Offer

Expiration Time

Conditions to the Exchange Offer

Procedures for Tendering Outstanding Notes

QC is offering to exchange $1,000 principal amafrits exchange notes, which have b
registered under the Securities Act, for each $1f@thcipal amount of outstanding notes.
As of the date of this prospectus, $600 millionragate principal amount of 7.5% Notes is
outstanding. QC issued the outstanding notes iivatp transaction for resale pursuant to
Rule 144A and Regulations S under the Securitigs Bt terms of the exchange notes
substantially identical to the terms of the cormsting outstanding notes, except that the
transfer restrictions, registration rights and tigto increased interest in addition to the
stated interest rate on the outstanding notes (Al Interest”)provisions relating to tt
outstanding notes will not apply to the exchangesu

In order to exchange your outstanding notes foharge notes, you must properly tender
them before the expiration of the exchange o

The exchange offer will expire at 5:00 p.m., NewR ity time, on December 18, 2006,
unless the exchange offer is extended, in whick,dag expiration time will be the latest
date and time to which the exchange offer is ex¢dn&ee “The Exchange Offer—Terms
of the Exchange Offer; Expiration Tin"

The exchange offer is subject to customary contticee “Exchange Offer—Conditions
to the Exchange Offer,” some of which we may waiveur sole discretion. The exchange
offer is not conditioned upon any minimum principahount of outstanding notes being
tendered

You may tender your outstanding notes through beraky transfer in accordance with T
Depository Trust Company’s Automated Tender OffexgPam, known as ATOP. If you
wish to accept the exchange offer, you m

» complete, sign and date the accompanying letteaoEmittal, or a facsimile of the
letter of transmittal, in accordance with the instions contained in the letter of
transmittal, and mail or otherwise deliver thedettf transmittal, together with yo
outstanding notes, to the exchange agent at thessldet forth under “The
Exchange Offe—The Exchange Age”; or

4
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Guaranteed Delivery Procedures

Special Procedures for Beneficial Owners

Withdrawal of Tenders

» arrange for The Depository Trust Company to trahsoihe exchange agent cert
required information, including an agent’'s messagening part of a book-entry
transfer in which you agree to be bound by the sevfrthe letter of transmittal, and
transfer the outstanding notes being tenderedli@xchange agent’s account at
The Depository Trust Compan

You may tender your outstanding notes for excharages in whole or in part in integral
multiples of $1,000

See"The Exchange Off—How to Tender Outstanding Notes for Excha”

If you wish to tender your outstanding notes antetill not permit your required
documents to reach the exchange agent by the &gpitane, or the procedures for book-
entry transfer cannot be completed by the expmatiioe, you may tender your outstand
notes according to the guaranteed delivery proesddescribed in “The Exchange Offer—
Guaranteed Delivery Procedur”

If you beneficially own outstanding notes registkeire the name of a broker, dealer,
commercial bank, trust company or other nomineeyandwish to tender your outstanding
notes in the exchange offer, you should contactebestered holder promptly and instruct
it to tender on your behalf. See “The Exchange ©ffdow to Tender Outstanding Notes
for Exchange”

You may withdraw your tender of outstanding notiearngy time at or prior to the expirati
time by delivering a written notice of withdrawalthe exchange agent in conformity with
the procedures discussed un“The Exchange Off—Withdrawal Right¢”

Acceptance of Outstanding Notes and DeliveryUpon consummation of the exchange offer, QC witlegd any and all outstanding notes

of Exchange Notes

Registration Rights Agreement

Resales of Exchange Notes

that are properly tendered in the exchange offdrremt withdrawn prior to the expiration
time. The exchange notes issued pursuant to tHeaage offer will be delivered promptly
after acceptance of the tendered outstanding nd&ss. The Exchange Offer—Terms of
the Exchange Offer; ExpiraticTime.”

We are making the exchange offer pursuant to thistration rights agreement that we
entered into on August 8, 2006 with the initial ghasers of the outstanding not

We believe that the exchange notes issued in ttieagge offer may be offered for resale,
resold or otherwise transferred by you without cbamgze with the registration and
prospectus delivery requirements of the Securhigs provided that

e you are not a"“affiliate” of ours;

5



Table of Contents

Consequences of Failure to Exchange Your
Outstanding Notes

» the exchange notes you receive pursuant to theaegehoffer are being acquired in
the ordinary course of your busine

e you have no arrangement or understanding with @&nygm to participate in tt
distribution of the exchange notes issued to yahénexchange offe

« if you are not a broker-dealer, you are not engageaind do not intend to engage
in, a distribution of the exchange notes issuethénexchange offer; ar

» if you are a broker-dealer, you will receive thelange notes for your own
account, the outstanding notes were acquired byagauresult of marketaking or
other trading activities, and you will deliver aoppectus when you resell or transfer
any exchange notes issued in the exchange offer:Pan of Distribution” for a
description of the prospectus delivery obligatiohbroker-dealers in the exchange
offer.

If you do not meet these requirements, your resfalbe exchange notes must comply with
the registration and prospectus delivery requirdmehthe Securities Ac

Our belief is based on interpretations by the sihfhe SEC, as set forth in raztion letter
issued to third parties. The staff of the SEC haconsidered this exchange offer in the
context of a no-action letter, and we cannot asgouethat the staff of the SEC would
make a similar determination with respect to thkishenge offer

If our belief is not accurate and you transfer achange note without delivering a
prospectus meeting the requirements of the fedealrities laws or without an exemption
from these laws, you may incur liability under flederal securities laws. We do not and
will not assume, or indemnify you against, thisily.

See"The Exchange Off—Consequences of Exchanging Outstanding N”

If you do not exchange your outstanding notes énethchange offer, your outstanding
notes will continue to be subject to the restricti@n transfer provided in the outstanding
notes and in the indenture. In general, the outistgmnotes may not be offered or sold
unless registered or sold in a transaction exeropt fegistration under the Securities Act
and applicable state securities laws. Accordintiig,trading market for your untendered
outstanding notes could be adversely affec

See"The Exchange Off—Consequences of Failure to Exchange Outstandingd”

6



Table of Contents

Exchange Agent

Certain Federal Income Tax Consequences

The exchange agent for the exchange offer is UaBkBlational Association. For
additional information, see “The Exchange Offer—Eawge Agent” and the
accompanying letter of transmitt:

The exchange of your outstanding notes for exchaogges will not be a taxable exchange
for United States federal income tax purpod&si should consult your own tax advisor
as to the tax consequences to you of the exchandfe as well as tax consequences of
the ownership and disposition of the exchange notesor additional information, see
“Certain United States Fedelncome Tax Consideratior”

7
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Summary of the Terms of the Exchange Notes

The terms of the exchange notes are substanti@lgame as the outstanding notes, except thatahsfér restrictions, registratio
rights and Additional Interest provisions relatitmthe outstanding notes will not apply to the exaye notes. The following is a
summary of the principal terms of the exchangesidtanore detailed description is contained inghetion “Description of the Notes”

in this prospectus.
Issuer

Notes Offerec
Maturity Date
Interest Payment Dat

Optional Redemption

Ranking

Covenants

Form and Denominatio

Risk Factors

Qwest Corporatior

$600 million aggregate principal amount of 7.5% @¢otlue 2014
The notes will mature on October 1, 20

April 1 and October 1 of each year, commencing pnilA, 2007.

We have the option to redeem all or a portion efribtes at any time at a redemption
price equal to the greater of (i) 100% of theinpipal amount or (ii) the discounted
present value of 100% of their principal amount esrdaining scheduled interest
payments, in either case plus accrued and unptgrest to the redemption date. See
“Description of the Not—Optional Redemptio”

The notes are our unsecured general obligationsaantdequally with all other
unsecured and unsubordinated indebtedness o

The indenture governing the notes contains coverthat, among other things, limit c
ability and the ability of our restricted subsidkéerto:

e create liens; an

* merge, consolidate or sell substantially all of assets

These covenants are subject to a number of imgaytadifications and limitations. See
“Description of the Note”

The exchange notes will be initially issued onlythie form of global note:

Except as otherwise provided under the indentwlelens of the exchange notes will

be entitled to receive physical delivery of defirgtexchange notes or to have exchange
notes issued and registered in their names andhatilbe considered the owners of the
exchange notes under the indenture governing ttes!:

Interests in the global notes will be issued inimimm denominations of $1,000 and
integral multiples of $1,00(

See" Risk Factors” for a discussion of certain risks you should carefly consider.

8
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Summary Historical Consolidated Financial and OtherData

The following summary historical consolidated fioai data for the nine-month periods ended Septe®®e2006 and 2005 and as of
September 30, 2006 are derived from, and qualbieteference to, our unaudited condensed consetidatancial statements included in t
prospectus. The summary historical consolidateahiimal data for each of the years in the three-pedod ended December 31, 2005 and as
of December 31, 2005 and 2004 are derived from aa@djualified by reference to, our audited comlsiéid financial statements included in
this prospectus. The summary historical consoldifiteancial data as of December 31, 2003 are deffiren, and are qualified by reference
to, our audited consolidated financial statememds &re not included in this prospectus.

This summary financial data should be read in aoetjon with, and are qualified in their entirety ®ference to, “Management’s
Discussion and Analysis of Financial Condition &websults of Operations” and our consolidated finalngtiatements, related notes, and the
independent registered public accounting firm’sorgpwvhich refers to the adoption of certain newamting standards, all of which are
included in this prospectus.

Our unaudited condensed consolidated financiadstants have been prepared on the same basis asdii@d consolidated financial
statements, with the exception of the adoptiontafenent of Financial Accounting Standards (“SFAS8) 123(R), “Share-Based
Payment” (“SFAS No. 123(R)") in 2006 and the adoptof Financial Accounting Standards Board (“FASBierpretation No. 47,
“Accounting for Conditional Asset Retirement Obligas” (“FIN 47”) in 2005, and, in the opinion ofanagement, include all adjustments,
consisting only of normal recurring adjustments)sidered necessary for a fair presentation of imantial condition and results of operati
for such periods. Operating results for the ninentin® ended September 30, 2006 are not necessatibative of the results that may be
expected for the year ending December 31, 2006.

Nine Months

Ended September 30, Year Ended December 31,
2006 2005 2005 2004 2003
(Unaudited)
(Dollars in millions)

Consolidated Statement of Operations Date
Operating revenu $ 7412 $ 7,56 $10,04¢ $10,33! $10,81:
Operating expenst 5,65 5,922 7,892 8,01¢ 8,49¢
Income from continuing operatiol 824 722 98¢ 1,04¢ 1,08:
Net income(1] 824 722 977 991 1,05(C

As of
September 3C As of December 31,
2006 2005 2004 2003
(Unaudited)

(Dollars in millions)
Consolidated Balance Sheet Data:

Cash and cash equivalel $ 23t $ 16C $ 34z $ 65E
Short term investmen 42 8 20¢€ 258
Total asset 16,75 17,57] 19,59( 21,937
Total debt(2] 7,681 7,66t 7,66( 7,758
Total stockholde's equity 1,801 2,33¢ 3,604(3) 3,077
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Nine Months
Ended
September 30, Year Ended December 31,
2006 2005 2005 2004 2003
(Unaudited)
(Dollars in millions)
Other Financial Data:
Cash provided by operating activiti $ 2,33( $ 2,51 $ 3,41¢ $ 3,31¢ $ 4,824
Cash used for investing activiti (902) (690 (1,019 (1,389 (2,939
Cash used for financing activiti (1,359 (1,847 (2,585 (2,249 (2,459
Capital expenditure 91€ 854 1,23 1,43 1,63¢
Cash dividends declart 1,40( 1,45(C 2,25( 2,66¢ 2,30¢
EndeN(iijEe'\p/l)?enntwhbser 3( Year Ended December 31,
2006 2005 2004 2003 2002 2001
Ratio of earnings to fixed charges (unaudited 3.€x 3.2 3.7x 3.7x 4.8x 5.8x

(1) Amounts that follow in this footnote are on an e-tax basis

» For the nine months ended September 30, 2006nc@tnie includes a charge of $25 million for restdag, realignment and
severance related costs and a loss of $6 milliotherearly retirement of det

* For the nine months ended September 30, 2005no@tnie includes a charge of $4 million for restruoty, realignment and
severance related costs and a loss of $24 miltmm the early retirement of del

e 2005 net income includes a loss of $24 million tom eéarly retirement of debt and a charge of $18anitesulting from adoption of
FIN 47.

» 2004 net income includes a charge of $32 millianafgset impairments and a net charge of $39 mifbomestructuring,
realignment, and severance related cc

» 2003 net income includes a charge of $35 millianréstructuring and realignment activities and a%ghillion credit for
cumulative effect of a change in accounting prifeci

(2) Total debt consists of the face value of totakrent and long term borrowings of QC and its otidated subsidiaries, plus capital lease
obligations and notes payable, net of discountspaadhiums. Total debt does not include dividendsapée.

(3) Total stockholde's equity includes the impact of an equity infusadi$2.185 billion in the quarter ended June 30,42

(4) “Earnings” for the purpose of this ratio areaudited and are computed by adding income befaaie taxes, discontinued operations,
cumulative effect of changes in accounting priregphnd fixed charges (excluding capitalized intgréSixed charges” consist of
interest (including capitalized interest) on indehtess, the interest factor on rentals and unazaedrfiremiums, discounts and
capitalized expenses related to indebtedr

10



Table of Contents

RISK FACTORS

The exchange notes involve substantial risks sinolghose associated with the outstanding notesuiderstand these risks you should
carefully consider the risk factors set forth beld@gether with all of the other information inckdlor incorporated by reference in this
prospectus

Risks Relating to the Exchange
We cannot assure you that an active trading markatthe exchange notes will exist if you desiredell the exchange notes.

There is no existing public market for the outstagdotes or the exchange notes. We do not inteaghply for listing of the exchange
notes on a securities exchange or quotation systhmliquidity of any trading market in the exchantptes, and the market prices quoted for
the exchange notes, may be adversely affecteddnyges in the overall market for these types of sges; and by changes in our financial
performance or prospects or in the prospects forpamies in our industry generally. As a result,caenot assure you that you will be able to
sell the exchange notes or that, if you can sell yxchange notes, you will be able to sell themnaacceptable price.

You may have difficulty selling any outstanding rest that you do not exchange.

If you do not exchange your outstanding notes ahange notes in the exchange offer, you will cordito hold outstanding notes
subject to restrictions on their transfer. Thos@dfer restrictions are described in the indergoreerning the outstanding notes and in the
legend contained on the outstanding notes, ane &®sause we originally issued the outstandingsnateler an exemption from the
registration requirements of the Securities Act.

In general, you may offer or sell your outstandioges only if they are registered under the SdearAct and applicable state securities
laws, or if they are offered and sold under an g¢@&n from those requirements. We do not curreimtignd to register the outstanding notes
under the Securities Act or any state securities léf a substantial amount of the outstanding sitexchanged for a like-amount of the
exchange notes issued in the exchange offer,dhality of your outstanding notes could be adversfiected. See “The Exchange Offer—
Consequences of Failure to Exchange OutstandingsN&dr a discussion of additional consequencdailifig to exchange your outstanding
notes.

Risks Relating to the Notes

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

Our ultimate parent, QCII, is highly leveraged ocoasolidated basis. As of September 30, 2006¢cousolidated debt was
approximately $7.7 billion, which was included ii€@s consolidated debt of $14.9 billion as of tidate. Approximately $2.4 billion of
QCII's debt, which includes approximately $390 ioifl of our debt obligations, comes due over the teee years. In addition, holders of
QCII's $1.265 billion 3.50% Convertible Senior Netdue 2025 may elect to convert the principal efrthotes into cash during periods when
specified, market-based conversion requirementmate However, QCII does not anticipate holders mdke such an election because QCII
believes it would likely result in adverse econorminisequences to such holders. While we curreetig\e QCIl and we will have the
financial resources to meet our obligations whay tome due, we cannot anticipate what QCII's amdfture condition will be. We may
have unexpected costs and liabilities and we mag hmited access to financing. In addition, on @&r 4, 2006, QCII's Board of Directors
approved a stock repurchase program for up to l@rbof QCII’'s common stock over the next two yea€ash used by QCII in connection
with purchases of its common stock would not belabke for other purposes, including the repaynudrtebt.
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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 methaalgénerate cash (such as further cost reductiotieearale 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 asefudiscussed in Note—Commitments and Contingencies to our unauditediensed
consolidated financial statements included in pinespectus and in “Management’s Discussion andysimabf Financial Condition and
Results of Operations—Liquidity and Capital Resesfdn this prospectus. We can give no assuraratestich additional financing will be
available on terms that are acceptable. Also, we lmeampacted 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.

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 arifsom a default or acceleration of a single debtrument. As a wholly owned subsidiary
of QCII and QSC, any such event could adverselgcafbur ability to conduct business or access dpital markets and could adversely
impact our credit ratings. In addition, the Crdgitility contains various limitations, includingestriction on using any proceeds from the
facility to pay settlements or judgments relatinglte DOJ investigation and securities actionsudised in Note 5—Commitments and
Contingencies to our unaudited condensed consetidatancial statements included in this prospectus

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 competitc

« making us more vulnerable to downturns in genezahemic conditions or in any of our busines:

» limiting our flexibility in planning for, or reaatig to, changes in our business and the industighioh we operate; ar

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

Declines in the value of QCIs qualified pension plan assets, or unfavorableastges in laws or regulations that govern pensiomipl
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 qualifiefied benefit pension plan in the near term bageoh current actuarial analyses and
forecasts, a significant decline in the value ddldied 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 fundiwg a result, QCIlI and we may be
required to fund QCII's qualified defined beneférsion plan with cash from operations, perhaps tggerial amount.

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 débt covenants do not limit the
amount of dividends we can pay to our parent.

Our debt agreements and the debt agreements of Qitlw 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 adequegspond to competition, to
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comply with regulatory requirements related to senvice obligations or for financial reasons aldneremental borrowings or borrowings at
maturity on terms that impose additional financisks to our various efforts to improve our finaala@ondition and results of operations could
exacerbate the other risks described herein.

Other than covenants limiting liens and certain qoorate transactions, the notes will not contain testive covenants, and there is no
protection in the event of a change of contr

The indenture governing the notes does not coméaimictive covenants that would protect you fromnykinds of transactions that
adversely affect you. In particular, the indentdoes not contain covenants limiting any of thedwihg:

» the incurrence of additional indebtedness by usuorsubsidiaries

» the issuance of stock of our subsidiar

» the payment of dividends and certain other paymiaytss and our subsidiarie

e our ability and our subsidiari’ ability to enter into sale/leaseback transacti

e our creation of restrictions on the ability of cubsidiaries to make payments to

e our ability to engage in asset sal

» our ability or our subsidiari’ ability to enter into certain transactions withilédtes; anc
» our ability to enter into a transaction constitgtanchange of contrc

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 prineiplgenerally accepted in the United
States, or GAAP, requires management to make judtgnassumptions and estimates that affect the mimoeported in our consolidated
financial statements and accompanying notes. Gtizatraccounting policies, which are describedhiis prospectus, describe those signifi
accounting policies and methods used in the préiparaf our consolidated financial statements dratconsidered “critical” because they
require judgments, assumptions and estimates thtgrially impact our consolidated financial stateiseand related disclosures. As a result,
if future events differ significantly from the judgents, assumptions and estimates in our criticawatting policies, such events or
assumptions could have a material impact on ousadafated financial statements and related discéssu

Risks Affecting Our Business

Increasing competition, including product substifon, 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 @iheur affiliates), facilities-based
providers using their own networks as well as tHeasing parts of our network, and resellers. lditazh, regulatory developments over the
past few years have generally increased compeptieesures on our business. Due to these andfattiers, 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 suchgs-$peed 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 otlevises. 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

13



Table of Contents

be successful in integrating our product offeririggen if we are successful, these initiatives matybe sufficient to offset our continuing loss
of access lines. If these initiatives are unsudaéss insufficient and our revenue declines sigraiftly without corresponding cost reductic
this will cause a significant deterioration to eesults of operations and financial condition addessely affect our ability to service debt and
pay other obligations.

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 hagduced our capital expenditures and operating esgseover 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 éasircumstances underlying our
expectations change.

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

The telecommunications industry is experiencingagoing trend towards consolidation, and severauofcompetitors have
consolidated, or have announced plans to conselidath other telecommunications providers. Théntr will result in competitors that are
larger and better financed and will afford our cetitprs increased resources and greater geograpbar, 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 pressutad adversely affect our operating results andrfoia 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 experiencingidicant technological changes, and our abilitgkecute our business plans and
compete depends upon our ability to develop antbgiepew products and services, such as broadbaadhadd 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 teoieal advances, or if such products and
services are not widely accepted by customersability to compete could be adversely affected amdmarket share could decline. Any
inability to keep up with changes in technology amatkets could also adversely affect the tradingepof our securities and our ability to
service our debt.

Third parties may claim we infringe upon their intlectual property rights, and defending against the 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 mlyalty or licensing agreements on less favortdrims than we could otherwise obtain or
may require us to pay damages. If we are requaréalkie one or more of these actions, our profitgimarmay decline. In addition, in
responding to these claims, we may be requiretbfselling or redesign one or more of our prodoctservices, which could significantly
and adversely affect the way we conduct business.
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If we fail to extend or renegotiate our collectil@mrgaining agreements with our labor unions as theypire from time to time, or if ou
unionized employees were to engage in a striketheowork stoppage, our business and operating fesaould be materially harmed.

We are a party to collective bargaining agreemwitts our labor unions, which represent a significammber of our employees. In
August 2005, we reached agreements with the Coruations Workers of America and the InternationaltBerhood of Electrical Workers
on threeyear labor agreements. Each of these agreementsatifeei by union members and expires on AugusD88. Although we belie
that our relations with our employees are satisfg¢ctno assurance can be given that we will be tb$eiccessfully extend or renegotiate our
collective bargaining agreements as they expina fime to time. The impact of future negotiatioimgluding changes in wages and benefit
levels, could have a material impact on our finahasults. Also, if we fail to extend or renegtgiaur collective bargaining agreements, if
disputes with our unions arise, or if our unionizeatkers engage in a strike or other work stoppagecould incur higher ongoing labor cc
or experience a significant disruption of operagiomhich could have a material adverse effect arbaainess.

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 secur#ieand on our ability to access the capital markets.

The DOJ investigation and the remaining securiisns described in Note 5—Commitments and Coatinges to our unaudited
condensed consolidated financial statements indliéhis prospectus present material and significiaks to QCIl and us. In the aggregate,
the plaintiffs in the remaining securities acti@m&l persons who, at their request, were excluded fhe settlement class in the consolidated
securities action seek billions of dollars in daesgnd the outcome of one or more of these matt¢he DOJ investigation could have a
negative impact on the outcomes of the other astibarther, the size, scope and nature of thetesséats of QCII's consolidated financial
statements for 2001 and 2000, which are descrin€0ll's Annual Report on Form 10-K/A for the fidgeear ended December 31, 2002,
affect the risks presented by these actions anB@ginvestigation, as these matters involve, amathgr things, QCII’s prior accounting
practices and related disclosures. Plaintiffs imade of the securities actions have alleged QGH&atement of items in support of their
claims. QCIl and we continue to defend againstréimeaining securities actions vigorously and areemnily unable to provide any estimate as
to the timing of their resolution.

We can give no assurance as to the impacts on &1t our financial results or financial condittbat may ultimately result from all
of these matters. QCII has a recorded reservs iim@éncial statements for the minimum estimatedwm of loss it believes is probable with
respect to the remaining securities actions desdrifo Note 5—Commitments and Contingencies to eaudited condensed consolidated
financial statements included in this prospectasyell as any additional actions that may be brobgtparties who, at their request, were
excluded from the settlement class in the cons@itlaecurities action, but who have not yet filei. $4owever, the ultimate outcomes of
these matters are still uncertain and the amoulaissfQCII ultimately incurs could be substantiafigre than the reserves it has provided. If
the recorded reserves are insufficient, QCIl wéled to record additional charges to its consolitlatatement of operations in future periods.
In addition, any settlement of or judgment in onenore of these actions substantially in exces3©fi’s recorded reserves could have a
significant impact on QCII and us, and we can giseassurance that QCIl and we will have the resmuavailable to pay any such judgment.
The magnitude of any settlement or judgment remyftiom these matters could materially and adveratéct QCII's financial condition and
ability to meet its debt obligations, potentialigpacting its credit ratings, its ability to acceapital markets and its compliance with debt
covenants. In addition, the magnitude of any segiet or judgment may cause QCII to draw down sigaiftly on its cash balances, which
might force it to obtain additional financing orpdare other methods to generate cash. Such metioodd include issuing additional
securities or selling assets. As a wholly ownedsiliairy of QCII, our business operations and firianmondition would be similarly affected.
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Further, there exist other material proceedingslpgnagainst QCII and us as described in Note 5—@idments and Contingencies to
our unaudited condensed consolidated financiadistants included in this prospectus that, depenadiinidpeir outcome, may have a material
adverse effect on QCII's and our financial positidhus, we can give no assurances as to the impad@CIl’s and 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 redusestor confidence in QCIl and us
and cause the trading price for our debt securiti@sdecline.

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 crihtictment was filed against Mr. Nacchio charghign with 42 counts of insider
trading.

Trials could take place in the pending SEC lawagéinst 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 ateetefore exposed to restrictions on our manner @fimg business and a variety of clair
relating to such regulation.

Our operations are subject to significant fedezglutation, including the Communications Act of 1984 amended, or the
Communications Act, and Federal Communications C@sion, or FCC, regulations thereunder. We are sudject to the applicable laws
and regulations of various states, including refiuiaby public utility commissions, or PUCs, anthert state agencies. Federal laws and FCC
regulations generally apply to regulated interstatecommunications (including international telerounications that originate or terminate
in the United States), while state regulatory arities generally have jurisdiction over regulatettommunications services that are
intrastate in nature. The local competition aspetthe Telecommunications Act of 1996, or the Telamunications Act, are subject to FCC
rulemaking, but the state regulatory authorities/@ significant role in implementing those FCGaulGenerally, we must obtain and
maintain certificates of authority from regulatdrydies in most states where we offer regulatedses\and must obtain prior regulatory
approval of rates, terms and conditions for owastate services, where required. Our businessesubject to numerous, and often quite
detailed, requirements under federal, state aral laws, rules and regulations. Accordingly, wergatrensure that we are always in
compliance with all these requirements at any sipglint in time. The agencies responsible for tifereement of these laws, rules and
regulations may initiate inquiries or actions basadheir own perceptions of our conduct, or basedustomer complaints.

Regulation of the telecommunications industry ianaging rapidly, and the regulatory environmentessgubstantially from state to
state. Recently a number of state legislaturesstatd PUCs adopted reduced or modified forms aflagign for retail services. This is
generally beneficial to us because it reduces egguy costs and regulatory filing and reportinguiegments. These changes also generally
allow more flexibility for new product introducticemd enhance our ability to respond to competitiirthe same time, some of the changes,
occurring at both the state and federal level, imaxe the potential effect of reducing some regapootections, including having FCC-
approved tariffs that include rates, terms and ttmmd. These changes may necessitate the needstomer-specific contracts to address
matters previously covered in our tariffs. Desiitese regulatory changes, a substantial portimuofocal voice services revenue remains
subject to FCC and state PUC pricing regulatiorictvisould expose us to unanticipated price decliliasre 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 compliasra@oncompliance 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.

Taxing authorities may determine we owe additioiakes 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 5—Commitments and Contingetocag unaudited condensed
consolidated financial statements included in pinespectus for examples of legal proceedings inmglgome of these adverse positions. In
addition, for example, in the fourth quarter of 20QCII received notices of proposed adjustmentsemeral significant issues for its 1998-
2001 audit cycle. Certain of these proposed adjestsnare before the Appeals Office of the IRS. Andune 2006 QCII received notices of
proposed adjustments on several significant iskrdts 20022003 audit cycle, including a proposed adjustmésdlibwing a loss recogniz:
by QCII relating to the sale of its DEX directorylgishing business. There is no assurance that @l lthe IRS will reach settlements on
of these issues or that, if QCIl does reach sedttes) the terms will be favorable to QCII.

Because prior to 1999 QCIl was a member of aféililgroups filing consolidated U.S. federal incoarereturns, QCII could be
severally liable for tax examinations and adjusttaert directly applicable to current members ef @CII affiliated group. Tax sharing
agreements have been executed between QCII anidyseaffiliates, 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. Generally, @&slnot provided for liabilities of former affiled members or for claims they have
asserted or may assert against QCII.

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.
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USE OF PROCEEDS
We will not receive any cash proceeds from theasse of the exchange notes.
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CAPITALIZATION

The following table sets forth our consolidatedhcasd cash equivalents and capitalization as ofeBaper 30, 2006. The information
this table should be read in conjunction with “S&de Historical Consolidated Financial and OthetaDand our consolidated financial
statements and related notes included in this patsp.

As of
September 30, 200
(Unaudited)

(Dollars in millions)

Cash and cash equivalel $ 23E

Short term investmen $ 42

Debt and capital lease

6.95% Senior term loan due 20 $ 50C

7.5% Notes due 201 60C
Other notes with various rates ranging from 5.626%.875%, and maturities ranging from 2007 to

2043 6,697

Unamortized discount, net of premit (127)

Capital leases and oth 11

Total debt and capital leas 7,681

Total stockholde's equity 1,801

Total capitalizatior $ 9,482
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL AND OTHE R DATA

The following selected historical consolidated fingl data for the nine-month periods ended Septerdd, 2006 and 2005 and as of
September 30, 2006 are derived from, and qualbieteference to, our unaudited condensed consetidatancial statements included in t
prospectus. The selected historical consolidateghfiial data for each of the years in the ttyear period ended December 31, 2005 and
December 31, 2005 and 2004 are derived from, anduwailified by reference to, our audited consoéiddinancial statements included in this
prospectus. The selected historical consolidateahfiial data for each of the years ended Decenthe@0®2 and 2001 and as of Decembe
2003, 2002 and 2001 are derived from our audited@idated financial statements that are not ireduid this prospectus.

The selected data should be read in conjunctiom, &itd are qualified in their entirety by referetme‘'Management’s Discussion and
Analysis of Financial Condition and Results of Gaems” and our consolidated financial statemethts related notes and the independent
registered public accounting firm’s report, whifers to the adoption of certain new accountingdaeds, all of which are included in this
prospectus.

Our unaudited condensed consolidated financiadstants have been prepared on the same basis asdii@d consolidated financial
statements, with the exception of the adoptionFeAS No. 123(R) in 2006 and the adoption of FIN #2005 and, in the opinion of
management, include all adjustments, consisting ohhormal recurring adjustments, considered reargsfor a fair presentation of our
financial condition and results of operations focls periods. Operating results for the nine moetided September 30, 2006 are not
necessarily indicative of the results that may Xygeeted for the year ending December 31, 2006.

Nine Months Ended

September 30, Year Ended December 31,
2006 2005 2005 2004 2003 2002 2001
(Unaudited)

(Dollars in millions)
Consolidated Statement of Operations Datz

Operating revenu $7,41¢ $756: $10,04¢ $10,33. $10,81: $11,37¢ $12,00¢
Operating expens 5,65 5,92 7,892 8,01¢ 8,49¢ 8,42¢ 8,76¢
Income from continuing operatiol 824 722 98¢ 1,04¢ 1,08: 1,50z 1,76¢
Net income(1, 824 722 977 991 1,05(C 80¢& 1,40
Other Financial Data:

Cash provided by operating activiti $2,33C $2,512 $ 3,41€ $ 3,31¢ $ 4,82/ $ 4562 $ 4,14¢
Cash used for investing activiti (902) (690 (1,019 (1,389 (1,939 (2,519 (4.14)
Cash (used for) provided by financing activit (2,359 (1,847 (2,585 (2,249 (2,459 (1,959 34
Capital expenditure 91€ 854 1,232 1,437 1,63¢ 1,74¢ 4,24¢
Cash dividends declart 1,40( 1,45( 2,25( 2,66¢ 2,30¢ 80t 1,407
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Septgfnobzer 3¢ As of December 31,
2006 2005 2004 2003 2002 2001
(Unaudited)
(Dollars in millions)
Consolidated Balance Sheet Date
Total asset $ 16,75¢ $17,577  $19,59( $21,93° $22,66¢ $24,47:
Total debt(2) 7,681 7,66¢ 7,66( 7,75¢ 7,26( 7,262

Total stockholde's equity 1,801 2,33¢ 3,6043) 3,077 4,497 4,57¢

1)

(@)
(3)

Amounts that follow in this footnote are on an e-tax basis

» For the nine months ended September 30, 2006nc@tnie includes a charge of $25 million for restdag, realignment and
severance related costs and a loss of $6 milliotherearly retirement of det

» For the nine months ended September 30, 2005no@tnie includes a charge of $4 million for restrdoty, realignment and
severance related costs and a loss of $24 miltmm the early retirement of del

» 2005 net income includes a loss of $24 million tom eéarly retirement of debt and a charge of $18anitesulting from adoption of
FIN 47.

* 2004 net income includes a charge of $32 millianafgset impairments and a net charge of $39 mifbomestructuring,
realignment, and severance related cc

» 2003 net income includes a charge of $35 millianréstructuring and realignment activities and a%ghillion credit for
cumulative effect of a change in accounting prifeci

» 2002 net income includes a net charge of $9 milamerge-related, restructuring and other (credi

» 2001 net income includes charges aggregating $1idmfor restructuring and merger-related, restwing and other charges, a
charge of $136 million for a depreciation adjustt@maccess lines returned to service, a char§&®million for asset
impairments, and a gain of $31 million on the sdleural exchange:

Total debt consists of the face value of totarent and long term borrowings of QC and its otidated subsidiaries, plus capital lease
obligations and notes payable, net of discountspmadhiums. Total debt does not include dividendsapke.
Total stockholde's equity includes the impact of an equity infusiéi$2.185 billion in the quarter ended June 30,42
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

Certain statements set forth under this captionstitute “forward-looking statements.” See “Spechibte Regarding Forward-Looking
Statements” in this prospectus for additional fasteelating to such statements as well as for @usion of certain risk factors applicable to
our business, financial condition and results oéigtions. You should read the following discussagether with our consolidated financial
statements, including the related notes, the diinancial information included in this prospectasid the risks described in the “Risk
Factors” section.

Business Overview and Presentation

We provide local telecommunications and relatedlises, IntraLATA long-distance services and dataises within our local service
area, which consists of the 14-state region ofdkr& Colorado, Idaho, lowa, Minnesota, Montana,rilglta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyomng.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 mpbetwork, QCII provides the following wirelinegufucts and services that we do not
provide:

» InterLATA long-distance service:
» Dedicated Internet acce:

» Virtual private network

* Web hosting; an

» Data Integration

For certain other products and services we prowddd,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 Frame &elwhich are similar to what we provide within docal service area.

Our analysis presented below is organized to peothié information we believe will be instructive flmderstanding the relevant trends
going forward. However, this discussion shoulddesdrin conjunction with our consolidated finansitetements included in this prospectus,
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 ses\dgegments. For more information about
QCII's reporting segments, see QCII's Annual Reporform 10-K for the year ended December 31, 2608e QCII 2005 Form 10-K. Our
business contributes to the segments reported by Q@& the QCII CODM reviews our financial inforti@n only in connection with our
quarterly and annual reports that we file with 8&C. Consequently, we do not provide our disciesntial information to the CODM on a
regular basis. See further discussion in Note 4—t@nrtion to QCII Segments to our unaudited condensonsolidated financial statements
included in this prospectus. Certain prior yeaerae, expense and access line amounts have béassifed to conform to the current year
presentations.

Business Trends
Our financial results continue to be impacted byesal significant trends, which are described below

» Access line losse. Our revenue has been, and we expect it to cantmbe, adversely affected by access line losse®ased
competition, including product substitution, coniés to be the primau
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reason for our access line losses. For examplsuooers are increasingly substituting other teleplsamvices for traditional
telecommunications services, which has increasedtimber and type of competitors within our indpsind decreased our market
share. Product bundling, as described more fullpvbehas been one of our responses to our declirnwgnue due to access line
losses

Data and Internet growt. Data and Internet revenue and subscribers cantmgrow as customers continue to migrate Internet
service to higher speed connections. We have exgbogr availability of these services. In additiae, continue to increase the
available connection speeds in order to meet custaemand and expect this trend will continue thefuture. We also expect to
face continuing competition for these subscrib

Product bundlin¢. We believe consumers increasingly value the coiewnee of receiving multiple services from a singlevider.
As such, we increased our marketing and advertsiegding levels in 2005 and 2006 focusing on prbdundling and packaging.
Product bundles and packages represent combinatigneducts and services (such as local voicay-distance, high-speed
Internet, video and wireless) and features andaes\(such as thregay calling and call forwarding) related to an axckne. To d«
so, we rely on joint marketing relationships witlr affiliates, which allow us to bundle our sengagith wireless, long distance,
video and other services. As a result of theseiaffs, our sales of bundled products have incre:

Operational efficienciesWe have continued to evaluate our operating stra@nd focus, and we continue to right-size our
workforce in response to changes in the telecomaations industry and productivity improvements. ditgh targeted restructuring
plans in prior years, focused improvements in dpmnal efficiency, process improvements througtomation and normal
employee attrition, we have reduced our workfome employe-related costs while achieving operational gc

While these trends are important to understandimbevaluating our financial results, the other $gations, events and trends discussed
in “Risk Factors” in this prospectus may also miatsrimpact our business operations and finanaults.

Results of Operations

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 exchangéchswi, enhanced voice, operator and collocatioviaes and custom calling
features. Local voice services revenue also ingliide provisioning of network transport, billingsees and access to our local
network on a wholesale basis. IntraLATA long-disianoice services revenue includes IntraLATA lomgathce 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 includessiataces (such as traditional private lines, whalkes
private lines and WAN) and Internet services (saslnigl-speed Internet and ISDN

Other services Other services revenue is predominantly derivemhfthe sublease of some of our real estate, suispace in our
office buildings, warehouses and other proper

Affiliate services. Affiliate services revenue is derived from telegounications and other services provided to ouliatid entities
In addition to voice services, data and Internetises and other services, we provide to our af#é sales and marketing services
relating to our affiliate’ products and services and other miscellaneouscesiincluding billing and collection servici
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Depending on the products or services purchasedstamer may pay an up-front or monthly fee, a esdmrge or a combination of
these.

Results of Operations for the Three and Nine Month&nded September 30, 2006 and 2005

The following table summarizes our results of opiere for the three and nine months ended SepteBh&t006 and 2005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change
(Dollars in millions)
Operating revenu $2,47¢  $2,47C $ 6 0% $7,41<¢ $7,56¢ $ (149 2%
Operating expense 1,88¢ 1,98: (95) (5)% 5,65: 5,922 (269) (5)%
Other expen—net 15¢ 147 12 8% 464 AT (13) (3)%
Income before income tax 42¢ 34C 89 26% 1,297 1,16¢ 13¢ 11%
Income tax expens 152 13C 22 17% 478 442 31 7%
Net income $ 277 $ 21C $ 67 3% $ 824 $ 722 $ 10z 14%

Operating Revenue
The following table compares operating revenudherthree and nine months ended September 30,&G0D2005:;

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change
(Dollars in millions)
Voice service: $1,55¢ $1,66¢ $ (112 (% $4,76¢ $5,09¢ $ (339 (M%
Data and Internet servic 65¢ 54t 114 21% 1,90¢: 1,63¢ 26% 16%
Affiliate services 25€ 251 5 2% 732 814 (82 (10)%
Other service 5 6 (1) A7% 15 13 2 15%
Total operating revent $2,47¢ $2,47C $ 6 0% $7,414 $7,56¢ $ (149 2%

Voice Services

The decrease in voice services revenue for the tmd nine months ended September 30, 2006 waaryirdue to mass markets and
business access line losses from competitive pressinmcluding wireless and cable substitutioraddition, we are seeing a decline in local
voice services revenue related to our bundle distsoAccess services revenue also decreased fyirdad to a $23 million favorable
settlement of a customer billing dispute in theosgkcquarter of 2005 and the recognition of a resurring benefit due to favorable regulat
rulings during the nine months ended Septembe2@05. Additionally, for the three and nine monthded September 30, 2006, regulated
access rates decreased due to legislative actigeriain states and wholesale volumes decreasedowiimue to see declines in wholesale
access lines as demand for UNEs decreases.

The following table summarizes our access lineshannel as of September 30, 2006 and 2005:
As of September 30,

Increase/ %
2006 2005 (Decrease Change
(in thousands)
Mass market 9,601 10,14¢ (5449) (5)%
Business 2,872 3,03 (160 (5)%
Wholesale 1,56 1,75¢€ (192) 1D)%
Total access line 14,031 14,93: (89€) (6)%
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Data and Internet Services

The increase in data and Internet services revimube three and nine months ended September08®& Gompared to the same peri
of 2005 was primarily due to the transfer of a neternet service to us from an affiliate and ta6al8s increase in high-speed Internet
subscribers. To a lesser extent, the increase lsaslae to an increase in satellite subscribers.grbwth in high-speed Internet revenue
resulted from increased penetration and expandeitsavailability and from customers migratingrfralial-up connections to higher speed
plans.

Affiliate Services

The decrease in affiliate services revenue fonthe months ended September 30, 2006 comparee &athe period of 2005 was
primarily due to a price reduction for billing andllection services provided. Additionally, in caution with our affiliate’s transition to a
third party wireless provider, we no longer provadgtain services to that affiliate. This transitwas completed in 2005. These decreases
were partially offset by increased Private Line atiter services primarily in support of our affita’ data and Internet businesses.

Operating Expenses

The following table provides further detail regagliour operating expenses for the three and ninghm@nded September 30, 2006
2005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change

(Dollars in millions)
Cost of sales

Employecrelated cost $ 351 ¢ 35¢ $ 2 (D% $1,03¢ $1,04¢ $ (19 (1)%
Network expense 55 56 (@D} (2)% 14z 16C () (11)%
Other nor-employee related cos 12¢ 14t (16) (1% 39¢ 40z 3 (1)%
Affiliate costs 60 56 4 7% 16¢ 174 (5) (3)%
Total cost of sale 59E 61C (15) @%w 1,747 1,78F (38) (2%
Selling, general and administratiy
Employetrelated cost 14¢ 14¢ — 0% 43¢ 46€ (28) (6)%
Bad debi 15 13 2 15% 50 53 3) (6)%
Property and other tax 82 82 — 0% 242 26¢ (27 (10)%
Restructuring, realignment and severance
related cost 36 4 32 nm 41 6 35 nm
Other nor-employee related cos 16€ 18¢€ (20 (1% 562 51t 47 9%
Affiliate costs 257 274 (A7) (6)% 79€ 82¢ (33) (4)%
Total selling, general and administrat 704 707 3 (0)% 2,12¢ 2,13¢ (9 (0)%
Depreciatior 52t 587 (62 (1% 1,573 1,744 a7y (10)%
Capitalized software amortizatic 64 79 (15) (19% 204 25E (572) (20)%
Total operating expens $1,88¢ $1,98: $ (95 (5)% $5,65¢ $5,92: $ (269 (5)%

nm—percentages greater than 200% and comparisemspiositive to negative values or to zero valuesnat considered meaningful
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Cost of Sales

Cost of sales includes employee-related costs (@scalaries, wages and benefits directly attrildatep products or services), network
expenses and other non-employee related costs é§sudal estate, Universal Service Fund, or US&rges, call termination fees, materials
and supplies, contracted engineering services amgater system support), which are incurred byrumoour behalf by our affiliates. Cost
sales as a percentage of revenue remained fld@ao2 revenue for the three and nine months enégtegber 30, 2006 and 2005.

Network expenses decreased primarily due to arfrexit the wholesale modem services market duriegsécond quarter of 2005,
partially offset by higher contract labor cost2006. Other non-employaelated costs decreased for the third quarter @6 2@mpared to t
same period of 2005 primarily due to lower calhtgration fees.

The increase in affiliate costs for the three memthded September 30, 2006 was primarily due tpuhehase of wholesale support for
data and Internet services from an affiliate. Thwaéase was partially offset by reductions in i@fidl billing primarily for software
development. The decrease in affiliate costs femine months ended September 30, 2006 was pryntlrd to employee reductions at our
affiliates, reduced contract labor and purchasesunaffiliates, and reductions in affiliate bijrfor software development. These cost
reductions were partially offset by increased char@r the purchase of wholesale support for dadlalaternet services from an affiliate.

Selling, General and Administrative Expenses

Selling, general and administrative expenses, d@AGnclude employee-related costs (such as saaviages and benefits not directly
attributable to products or services and sales dseioms), severance related costs, bad debt chamggxerty and other taxes and other non-
employee related costs such as real estate, magkaatd advertising, professional service fees antpater systems support incurred by us or
on our behalf by our affiliates.

SG&A was flat for the third quarter of 2006 comphte the same period of 2005. In the third quasfe2006, we incurred $32 million
of severance related costs, primarily associatéd the closing of two call centers and a planneldicdon in network employees as we
continue to right-size our workforce in responsehianges in the telecommunications industry andytivity improvements. This increase
was partially offset by decreased marketing anaeitbing costs, which are included in other non-liyge related costs.

SG&A remained flat for the nine months ended Sepwm30, 2006 compared to same period of 2005. Braploelated costs decreased
due to lower salaries and wages as a result otestlheadcount. Property and other taxes decreasearity due to a net taxable property tax
base decrease and favorable property tax settlsmafet do not expect property tax reductions toinaetat this level. Increases in other non-
employee-related costs were due to marketing anerising costs, other professional services fegslass contingency accruals.

SG&A affiliate costs include services for corporatiministration, information technology, sales, keing and advertising and
technical support. Affiliate costs decreased prityas a result of employee reductions at our iatfls and reduced contract labor and
purchases by our affiliates. These decreases vegtialty offset by increases in marketing and atisigrg costs.

Combined Pension and Post-Retirement Benefits

Our employees patrticipate in the QCII pension, goalified pension and posttirement healthcare and life insurance benedihgl The
amounts contributed by us are not segregated tiictesl to pay amounts due to our employees andbmaysed to provide benefits to other
employees of QCII or its affiliates. QCII allocates
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the cost of pension, non-qualified pension, and-petfement healthcare and life insurance benefits the associated obligations and assets
to us and determines our required contribution. dllecation is based upon demographics of our epegle compared to all the remaining
participants.

Our results include expenses of $40 million andd®t@lion for the three and nine months ended Septr 30, 2006 compared to
$24 million and $134 million for the three and nmenths ended September 30, 2005, respectivelyeXjpense is a function of the amour
pension, non-qualified pension and post-retirenbeniefits earned, interest on projected benefigakibns, amortization of costs and credits
from prior benefit changes and the expected retarthe assets held in the various plans. The erperalocated to cost of sales and SG&A.

Depreciation

Depreciation expense for the three and nine masibded September 30, 2006 was $525 million and $1b8ifon, respectively, or 11%
and 10% lower than the same periods in the priar.yEhe primary driver of this decrease was deetaapital expenditures since 2002 and
the changing mix of our investment in property npland equipment over that period of time. If oapital 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.

Capitalized Software Amortization

Amortization expense for the three and nine moatided September 30, 2006 was $64 million and $aMdm or 19% and 20% lowe
than the same periods in the prior year, respdgtiVis reduction reflects the lower capital speigdon software related assets since 2001.

Other Expense (Income)—Net

Other expense (income)—net generally includes éstezxpense, net of capitalized interest, gaindassds on early retirement of debt
and other—net, which includes interest income. fbtlewing table provides further detail regardingr @ther expense—net for the three and
nine months ended September 30, 2006 and 2005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change

(Dollars in millions)
Other expense (incon—net:

Interest expen—net $154 $15E $ 1) D)%  $462 $45E $ 8 2%
Loss on early retirement of d—net 9 — 9 nm 9 37 (29) (76)%
Other—net (4) (8) 4 50% (8) (15) 7 47%
Total other expense (incon—net $15¢ $147 $ 12 8% $464 $477 $ (13 (3)%

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

The increase in other expense (income)—net fottting quarter of 2006 was primarily due to a lo6$® million from the early
retirement of debt. The decrease in other expansernie)—net for the nine months ended Septembe2@5 was primarily due to a loss of
$37 million from the early retirement of debt im&.2005.
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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 SepteBthe2006 to 35.4% as compared to 38.2% for thesthrenths ended September 30, 2005.
The rate declined to 36.5% for the nine months dr@kptember 30, 2006 as compared to 38.0% foritleenrmonths ended September 30,
2005. The decrease was primarily due to an increabe non-taxable income associated with therddmibsidy under the Medicare
Prescription Drug, Improvement and Modernization #fc2003 and lower state taxes, partially offsgin increase in expense associated
with our uncertain tax positions.

Results of Operations for the Years Ended Decemb&l, 2005, 2004 and 2003
The following table summarizes our results of opere for the years ended 2005, 2004 and 2003:

Increase/ Percentage
Years ended December 31, (Decrease) Change
2005\ 2004\

2005 v 2004 v

2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)
Operating revenu $10,04¢ $10,33: $10,81: $(283) $(480) (3)% (4%
Operating expenses, excluding asset impairmengek 7,89z 7,962 8,49¢ (70) (539 (1)% (6)%
Asset impairment chargs — 54 — (54) 54 nm nm
Other expen—net 62€ 57% 554 53 19 9% 3%
Income before income taxes, discontinued operaamascumulative
effect of changes in accounting princip 1,53( 1,742 1,75¢  (212) (16) (12% (D)%
Income tax expens (547) (69¢) (675) 157 (23 22% (3)%
Income from continuing operatiol 98¢ 1,04¢ 1,08: (55) (39 B5)% (4)%
Loss from discontinued operati—net of tax benefi — (53) (252) 53 19¢ nm 79%
Income before cumulative effect of changes in anting principles 98¢ 991 831 2 16C 0% 19%
Cumulative effect of changes in accounting prires—net of taxes (12) — 21¢ (12) (219 nm nm
Net income $ 977 $ 991 $105C $(19 $ (59 ()% (6)%

nm—percentages greater than 200% and comparisamspiositive to negative values or to zero valuescansidered not meaningful.
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Operating Revenue
2005 COMPARED TO 2004
The following table compares operating revenueleryears ended December 31, 2005 and 2004:

Percentagt
Years Ended Increase/
December 31, (Decrease Change
2005 v 2005 v
2005 2004 2004 2004
(Dollars in millions)
Voice service: $ 6,75¢ $ 7,115 $ (369 (5)%
Data and Internet servic 2,22¢ 2,13¢ 87 4%
Affiliate services 1,05¢ 1,06¢ 9 (D)%
Other service 15 12 3 25%
Total operating revent $10,04¢ $10,33: $ (289 3)%

Voice services

The decrease in local voice services revenue wasfly due to access line losses from competitikessures including technology
substitution, partially offset by an increase inf®venue due to revenue growth and USF rate isesedn our mass markets channel we
have seen a slowing of access line losses andctinghined with rate increases, has decreased wuofraoice services revenue decline from
10% in 2004 to 5% in 2005. The decrease in our adaé channel was primarily due to the sale ofgelaortion of our payphone busines:
August 2004 and decreased access revenue padtitabt by UNE increases. In addition, wholesaleeasdines decreased along with sales of
UNEs and related operator and billing servicemtall competitors as an increasing percentage opettion in our local area is coming from
facilities-based competition, including wirelesslarable companies.

The following table shows our access lines by austochannel as of December 31, 2005 and 2004:

Access lines *

Percentagt
Years Ended Increase/
December 31, (decrease Change
2005 v 2005 v
2005 2004 2004 2004
(in thousands)
Mass market 10,65: 11,08: (428 (4)%
Business 2,37¢ 2,562 (18¢€) (7%
Wholesale 1,71(C 1,87¢ (169) (9)%
Total 14,73¢ 15,52: (789 (5)%

* We may modify the channel classification of ogress lines from time to time in our efforts toteeapproximate the related revenue
channels and better reflect how we manage our bss.

Data and Internet services.

The increase in data and Internet services reveaseprimarily driven by improvement in high-speatetnet access revenue as a result
of a 43% increase in the number of high-speedrtesubscribers as we expanded our high-speeaétteervice area to 77% of our local
service area in 2005 from 67% in 2004. This groga&me from continued expansion of service availgtéind increased penetration of high-
speed Internet where service is available. Thisesge was partially offset by decreases of $50amitiue to the termination of our wholesale
affiliate’s modem services product and a $20 milldiecrease in Frame Relay revenue.
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Affiliate services.

The decrease in affiliate services revenue is piiyndue to price reductions for billing and coltem services and a loss of services
provided to affiliates, primarily from our affiliats transition to a thirgharty wireless provider. The decreases were pigroffiset by increase
switched access, Private Line and other services.

2004 COMPARED TO 2003
The following table compares operating revenudHeryears ended December 31, 2004 and 2003:

Percentagt
Years Ended Increase/
December 31, (Decrease Change
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Voice service: $ 7,117 $ 7,881 $ (769 (10)%
Data and Internet servic 2,13¢ 2,12¢ 12 1%
Affiliate services 1,064 784 28C 36%
Other service 12 20 (8) (40)%
Total operating revent $10,33: $10,81: $ (480 (4)%

Voice services

The decrease in voice services revenue was printhré to access line losses from competitive pressincluding technology
substitution and a reduction in access servicengydérom external parties that are being replagedaftiliate revenue as our affiliate re-
entered the long-distance market in our local serarea. In particular, during 2004 and 2003, aifsagint portion of our mass markets and
business access line losses was attributable t@C8LEse of UNE-P and unbundled local loops to @elixoice services. These losses have
been partially offset by corresponding increasesuinwholesale access lines (where UNEs are refi¢cHowever, the regulated price
structure of UNEs applied downward pressure orrexgnue.

The following table shows our access lines by cehas of December 31, 2004 and 2003:

Access lines *

Percentagt
Years Ended Increase/
December 31, (decrease Change
2004 v 2004 v
2004 2003 2003 2003
(in thousands)
Mass market 11,08: 11,77: (692) (6)%
Business 2,562 2,74¢ (18¢€) (7%
Wholesale 1,87¢ 1,68¢ 191 11%
Total 15,52  16,20¢ (687) (4%

* We may modify the channel classification of oacess lines from time to time in our efforts toteetpproximate the related revenue
channels and better reflect how we manage our esss.

Data and Internet services

Data and Internet services revenue increased duer@ases in high-speed Internet as this serdgnénued to be expanded
geographically to allow more of our customers towat from dial-up Internet connections to our hggreed Internet services. The number of
mass markets high-speed Internet subscribers
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grew by 62%, and we expanded our high-speed Irttsareice area to 67% of our local service are20ipd; however, the impact of increases
in mass markets high-speed Internet subscribersedatd revenue was offset in part by decreasedatesale data and Internet services

revenue.

Affiliate services

The increase in affiliate services revenue was g@riigncaused by increases in switched access,tprliree and billing and collection
services provided to our long-distance affiliateeTincrease in these services is offset by a remuit service revenue from external
customers and was associated with growth in thkasdfs long-distance business as it re-enterésilibsiness in our local service area.

Operating Expenses
2005 COMPARED TO 2004
The following table compares operating expenseth®years ended December 31, 2005 and 2004:

Percentagt
Years Ended Increase/
December 31, (Decrease Change
2005 v 2005 v
2005 2004 2004 2004
(Dollars in millions)
Operating expense
Cost of sale:
Employe¢related cost $1,38i $1,48: $ (96) (6)%
Network expense 212 194 18 9%
Other nor-employer-related cost 53¢ 45¢ 74 16%
Affiliate costs 24€ 30€ (60) (20)%
Total cost of sale 2,37¢ 2,44z (64) (3)%
Selling, general and administrati
Employe«related cost 60¢ 66€ (59 (9)%
Bad debi 74 32 42 131%
Restructuring, realignment and severance relatets 11 65 59 (83)%
Property and other tax 32¢ 312 16 5%
Other nor-employer-related cost 727 67¢ 48 7%
Affiliate costs 1,107 1,07: 34 3%
Total selling, general and administrat 2,85¢ 2,82 28 1%
Depreciatior 2,33( 2,321 3 0%
Capitalized software and other intangible assetsraration 32¢ 36€ (37 (10)%
Asset impairment chargs — 54 (549 nm
Total operating expens $7,892 $8,01¢ $ (129 2%

nm—percentages greater than 200% and comparisamspiositive to negative values or to zero valuescansidered not meaningful.

Cost of sales

Cost of sales includes employee-related costs, asiclalaries, wages and benefits directly attrildateo products or services, network
expenses and other non-employee related costsasuetal estate, USF charges, call termination featgrials and supplies, contracted
engineering services, computer system supporttenddst of CPE sold, incurred by us or on our Hdhabur affiliates.
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Employee-related costs decreased primarily duesth @mployee reduction from our prior year restitiog plans as well as a
continued focus on containing our employee-relatests and productivity improvements.

Network expenses increased primarily due to a one-billing adjustment and pole rental settlemessts. The increase in network
expenses was partially offset by lower costs dubecsale of a large portion of our payphone operat

Other non-employee-related costs increased priynasila result of increased call termination fe&sted primarily to a favorable
settlement in 2004 and an increase in the aver&ferdte.

Affiliate costs decreased primarily due to employeductions at our affiliates, reduced contracotadnd purchases by our affiliates,
a shift in our affiliate’s focus of systems devetognt projects to other affiliates. This decreass partially offset by an increase in network
administration costs from an affiliate, which wereviously performed by us, and an increase in edalée Internet access costs resulting
the transfer of our ISP product from an affiliateus.

Selling, general and administrative

SG&A expenses include employee-related costs ssishlaries, wages and benefits not directly atitle to products or services,
severance related costs, sales commissions, badhtiaiges and other non-employee related costsasiploperty taxes, real estate costs,
advertising, professional service fees and commytstiems support incurred by us or on our behatiunaffiliates.

Employee-related and restructuring, realignmentssawtrance costs decreased primarily from our 288ducturing efforts, normal
attrition and productivity improvements. The deseewvas partially offset by an increase in commiss@mssociated with higher sales
attainment.

Bad debt increased due to a $43 million credit prily due to a favorable settlement recorded in4200

Other non-employee-related costs increased priynasila result of expanded marketing and advertisisgs partially offset by a
decrease in legal accruals.

Affiliate costs increased primarily as a resultbfinges in cost allocations and price increasagtafi part by employee-related and
other SG&A cost reductions by our affiliates.

Pension and post-retirement benefi@ur employees participate in QCII's pension, noalified pension and other post-retirement
healthcare and life insurance benefit plans. Osulte include an allocation of pension expensed{tsand postetirement healthcare and |
insurance benefit expenses from QCII, which werrefeon a combined basis as a net post-retiremgranse or credit. We recorded net post-
retirement expenses of $179 and $159 million in52808d 2004, respectively. Our 2005 and 2004 arcasis were reduced by approximately
$31 million and $27 million, respectively, due teMcare legislation that partially subsidizes thsts to employers of providing prescription
drug coverage for their retirees. The net postamtent expense or credit is a function of the arhotipension and post-retirement benefits
earned, interest on projected benefit obligatiansortization of costs and credits from prior betnefianges and the expected return on the
assets held in the various plans. The net poseneéint expense or credit is allocated primarilgdst of sales and the remaining balance to
SG&A. For additional information on our pension guakt-retirement plans, see Note 10—Employee Besniefiour audited consolidated
financial statements included in this prospectus.
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2004 COMPARED TO 2003
The following table provides further detail regangliour operating expenses:

Percentag¢
Years Ended Increase/
December 31, (Decrease Change
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Operating expense
Cost of sale:
Employe¢related cost $1,48: $1,527 $ (49 (3)%
Network expense 194 20¢ (15) (7%
Other nor-employer-related cost 45¢ 494 (39) (N%
Affiliate costs 30€ 42C (114 (27)%
Total cost of sale 2,442 2,65( (20¢) (8)%
Selling, general and administrati
Employet-related cost 66€ 70¢ 43 (6)%
Bad debt 32 12t (93) (74)%
Restructuring, realignment and severance relatets 65 57 8 14%
Property and other tax 312 40% 91) (23)%
Other nor-employer-related cost 67¢ 633 46 7%
Affiliate costs 1,07z 1,171 (98) (8)%
Total selling, general and administrat 2,821 3,09¢ (271) (9)%
Depreciatior 2,32 2,41z (85) (4)%
Capitalized software and other intangible assetsrazation 36€ 33¢ 27 8%
Asset impairment chargs 54 — 54 nm
Total operating expens $8,01¢ $8,49¢ $ (489 (6)%

nm—percentages greater than 200% and comparisamspiositive to negative values or to zero valuescansidered not meaningful.

Cost of sales

Cost of sales includes employee-related costs, asislalaries, wages and benefits directly attrildate products or services, network
expense and other non-employee related costs sudakestate, USF charges, call termination f@eserials and supplies, contracted
engineering services, computer system supporttenddst of CPE sold incurred by us or on our bdhalur affiliates.

Cost of sales decreased primarily due to decreasdtliate costs attributable to costs savingsuieng from the restructuring efforts of
our affiliate companies, a reduction in allocateiimation technology costs, a decrease in emplogieged costs due to our restructuring
efforts and a decrease in other non-employee-retaists. The decrease in other non-employee retastd was primarily attributable to a
favorable settlement of $39 million on a reciprocaipensation agreement as well as lower accesgezha

Selling, general and administrative

SG&A expenses include employee-related costs ssichlaries, wages and benefits not directly atilile to products or services,
severance related costs, sales commissions, badhtaiges and other non-employee related costsasiploperty taxes, real estate costs,
advertising, professional service fees and commytstiems support incurred by us or on our behatiunaffiliates.
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The decrease in SG&A was primarily due to loweiliaté costs, resulting from a favorable impactestructuring activities, and a
reduction in information technology costs due tmacentration of systems work on products and sesvdf other affiliates. Further decrea
were attributed to lower bad debt expense due psamements in credit and collection practices, all as a one-time favorable settlement of
approximately $45 million from a customer emerdiram bankruptcy, and lower property tax expensa eesult of reduced property values
and reduced capital expenditures. These decreasespartially offset by an increase in non-employests driven by higher marketing and
advertising and external commissions. The incr@asen-employee costs is partially offset in affié charges, as external commissions of
approximately $20 million were incurred by our Edfies and allocated to us prior to 2004.

Pension and post-retirement benefiSur employees participate in QCII's pension, noaliied pension and other post-retirement
benefit plans. Our results include an allocatiopefsion expenses (credits) and pestement benefit expenses from QCII, which weréd
on a combined basis as a net post-retirement egg@nwedit. We recorded net pastirement expenses of $159 and $189 million ind2a6k
2003, respectively. Our 2004 annual costs wereaetiby approximately $27 million due to recentlgsed Medicare legislation that partie
subsidizes the costs to employers of providinggsipon drug coverage for their retirees. The pgt-retirement expense or credit is a
function of the amount of pension and post-retinenienefits earned, interest on projected benbfigations, amortization of costs and
credits from prior benefit changes and the expestdn on the assets held in the various plans.riEt post-retirement expense or credit is
allocated primarily to cost of sales and the reiingitbalance to SG&A. For additional information @mr pension and post-retirement plans,
see Note 10—Employee Benefits to our audited cadesteld financial statements included in this prespe

Other Operating Expenses
The following table provides further detail regangliour other operating expenses:

Increase/ Percentage
Years Ended December 31, (Decrease) Change
20051\ 2004\ 20051\ 2004\
2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)
Depreciatior $2,33C $2,327 $2,412 $ 3  $(8YH 0% (4%
Capitalized software and other intangible assetsrération 32¢ 36€ 33¢ (37 27 (10)% 8%

Asset impairment chargs — 54 — (59) 54 nm nm

nm—percentages greater than 200% and comparisomspositive to negative values or to zero valuescansidered not meaningful.

Depreciation

Depreciation expense from 2004 to 2005 remainedively stable. The decrease in depreciation expéosn 2003 to 2004 was
primarily the result of reduced capital expenditure

Capitalized software and other intangible assetsatization
The decrease in amortization expense from 2000@5 2vas attributable to a decrease in total capédlsoftware.

Asset impairment charge

In conjunction with our efforts to sell certain aessduring 2004, we determined that the carryinguats of those assets were in excess
of our expected sales proceeds. This resulted asaet impairment charge of
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$54 million. For more information on our asset innpeent charges, please see Note 4—Property, PlehEgquipment to our audited
consolidated financial statements included in pingspectus.

Other Consolidated Results
The following table provides further detail regagliother expense—net:

Increase/ Percentage
Years Ended December 31, (Decrease) Change
2005\ 2005\ 2004\
2004 v
2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)
Other expens—net:
Interest expen—net $607 $584 $57¢ $23 $ 11 1% 2%
Other incom—net (18) a7 (29 @ 2 (6)% 11%
Loss on early retirement of d—net 37 6 — 31 6 nm nm
Total other expen—net $626 $57¢ $554 $53 $ 19 9% 3%
Income tax expens $(541) $(69€) $(B67Y) $157 $ (293 22% 3)%
Cumulative effect of changes in accounting prirespt-net of
taxes $ (12 $— $21¢  $(12) $(219 nm nm

nm—percentages greater than 200% and comparisamspiositive to negative values or to zero valuescansidered not meaningful.

Other expense—net

The 2005 increase in other expense is primarilytdube payment of premiums associated with thenguishment of certain of our
higher coupon debt and an increase in interestresepe

Income tax expense

The effective income tax rate is the provisionifmome taxes as a percentage of pre-tax incomeeffrative income tax rate for 2005,
2004 and 2003 was 35.4%, 40.0% and 38.4%, respéctivhe decrease from 2004 to 2005 was primatily @ lower state taxes in 2005,
non-deductible penalties incurred in 2004 and 2004rmetax expense recognized for uncertain tax positibhe increase from 2003 to 2(
was primarily due to an increase in our state inetax liabilities and non-deductible expenses,igliyrtoffset by the non-taxable income
associated with a subsidy under the Medicare Rpger Drug, Improvement and Modernization Act €03, or Medicare Act.

Cumulative effect of changes in accounting princgd—net of tax
In 2005, we recognized a charge of $12 million @fahcome taxes of $8 million) from the cumulatieffect of adopting FIN 47.

In 2003, we recognized a gain of $219 million (oftaxes of $139 million) from the cumulative effed adopting SFAS No. 143,
“Accounting for Asset Retirement Obligations,” dFASS No. 143.

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSC, which ity owned by QCII. As such, factors relating toaffecting QCII’s liquidity and
capital resources could have material impacts pmakiding changes in the markeperception of us and impacts on our credit ratengd o
our access to capital markets.
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QCIl and its consolidated subsidiaries had totatdwings of $14.9 billion at September 30, 2006 .$billion at December 31, 2005,
and $17.3 billion at December 31, 2004.

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

Near-Term View

We had $235 million in cash and cash equivalentis$? million of short-term investments availablé&Saptember 30, 2006 and $160
million in cash and cash equivalents and $8 milbdshort-term investments available at Decembef805. For the nine months ended
September 30, 2006, our primary source of fundsaash provided by operating activities. For theterlve months, we expect to use our
available excess cash primarily to pay dividendsuioparent and make additional investment in @work. We declared dividends to our
parent of $1.4 billion during the nine months en&eptember 30, 2006 and $2.25 billion during ther yaded December 31, 2005.

Our working capital deficit, or the amount by whighr current liabilities exceed our current assets $619 million and $737 million
as of September 30, 2006 and December 31, 20G&atdeely. Our working capital increased $118 roilliprimarily due to cash generated
operating activities partially offset by the rediisation to current of $70 million of debt obligans maturing within twelve months, capital
expenditures of $916 million and dividends declas&fil.4 billion.

We continue to pursue our strategy to improve @arfierm liquidity and our capital structure in @rdo reduce financial risk. During
the quarter ended September 30, 2006, we toolotlesving measures to improve our near-term finarasition:

» On August 8, 2006, we issued $600 million aggregatecipal amount of our 7.5% Notes due 2014. Téepmoceeds from the
issuance have been or will be used for generalbate purposes, including repayment of indebtedaedsunding and refinancing
investments in our telecommunications ass¢

» Concurrent with the issuance of these notes, wed#ie remaining $500 million aggregate princigsalount of our floating rate
term loan maturing in June 2007, plus accrued éstesf $3 million; anc

» On September 21, 2006, we redeemed the remainihgnfiBon aggregate principal amount of our 39-y6#5% debentures due
January 1, 2007 at face value plus accrued intefe&t million.

Our working capital deficit is primarily caused Biwidends that we pay to QSC. The timing of cagynments for declared dividends to
QSC is at our discretion in consultation with Q8 continue to produce significant cash from opegaactivities, and we believe that our
cash on hand together with our cash flows from afp@ns should be sufficient to meet our cash néeasigh the next twelve months.
However, if we or QCIl become subject to signifitardgments, settlements and/or tax payments, résefudiscussed in Note 5—
Commitments and Contingencies to our unaudited @osed consolidated financial statements includedisnprospectus, we or QCII could
be required to make significant payments that w@GH may not have the resources to make. The nadmiof any settlements or judgments
resulting from these actions could materially addessely affect QCII's financial condition and dtyilto meet its debt obligations, potentially
impacting its credit ratings, its ability to accespital markets and its compliance with debt cangs 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. Sudhogietould include issuing additional securitiesalling assets. As a wholly owned
subsidiary of QCII, our business operations andrfiaial 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
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adversely affected. This could reduce QCII's liqyidnd flexibility due to potential restrictions@rawing on its line of credit and potential
restrictions on incurring additional debt undertaier provisions of its debt agreements. As a whoWyed subsidiary of QCII, our business
operations and financial condition could be sinlaffected, potentially impacting our credit ragiand access to capital markets.

QCII has $850 million available to it under the @itd=acility, which is currently undrawn and whiekpires in October 2010. Until July
2006, QSC was the potential borrower under the iCFettility. The Credit Facility contains varioumitations, including a restriction on
using any proceeds from the facility to pay settats or judgments relating to the investigation seclrities actions discussed in Note 5—
Commitments and Contingencies to our unaudited eosed consolidated financial statements includedisnprospectus. The Credit Facility
is guaranteed by QSC and is secured by a seniotieur stock.

We expect our 2006 capital expenditures to apprateérour 2005 level.

On October 4, 2006, QCII's Board of Directors apgeb a stock repurchase program for up to $2 bilib@ClI's common stock over
the next two years. It is QCII’s intention to fullghieve this plan over the next two years, whaldawing, on a regular basis, opportunities to
enhance shareholder returns.

Long-Term View

We have historically operated with a working capiteficit due to our practice of declaring and payregular cash dividends and it is
likely that we will operate with a working capitdéficit in the future. As discussed below, we comd 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 alleswto meet our cash requirements for the fores$edatore.

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 methaalgénerate 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 unauditediensed
consolidated financial statements included in pingsspectus. In the event of an adverse outcomadroo more of these matters, we or QCII
could be required to make significant payments weto not have the resources to make. The magndfidny settlements or judgments
resulting from these actions could materially addessely affect QCII's financial condition and dtyilto meet its debt obligations, potentially
impacting its credit ratings, its ability to accespital markets and its compliance with debt cangs 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 andrfiaial condition could be similarly affected, pdtally 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 paytdsfault provision and this facility and certaither debt issues of QCII and its other
subsidiaries also have cross acceleration prowasidfhen present, such provisions could have a vimdgact 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:

e QCIl fails to pay any indebtedness when due inggregate principal amount greater than $100 mil

e any indebtedness is accelerated in an aggregategal amount greater than $100 million ($25 millio the case of one of the debt
instruments), o

37



Table of Contents

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

Upon such a cross default, the creditors of a ristamount 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, ounbss 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 digiments relating to the investigation and securitietions discussed in Note 5—
Commitments and Contingencies to our unaudited @oseld consolidated financial statements includedisnprospectus.

Payment Obligations and Contingenci
Payment obligations
The following table summarizes our future contratttash obligations as of December 31, 2005:

Payments Due by Period

2011 and
2006 2007 2008 2009 2010  Thereafter Total
(Dollars in millions)

Future Contractual Obligations(1)(3)
Long-term deb $— $ 66C $322 $— $ 50C $ 6,307 $ 7,78¢
Interest on debt(Z 601 571 544  52¢ 511 4,67¢ 7,43:
Capital lease obligatior 2 2 2 1 1 7 15
Operating lease 97 89 78 63 50 24C 617
Purchase commitment obligatio 22 15 1 — — — 38

Total future contractual obligatiol $72z $1,337 $947 $59z $1,06z $ 11,237 $15,89:

(1) The table does not includ

e our open purchase orders as of December 31, 20@seTpurchase orders are generally at fair vakregrglly cancelable without
penalty and are part of normal operatic

» accounts payable of $1 billion, dividends payabl®8C of $126 million, accrued expenses and otheent liabilities of
$685 million, deferred income taxes of $1.9 billamd other long-term liabilities of $279 milliorl] af which are recorded on our
December 31, 2005 consolidated balance shee!

* amounts related to the legal contingencies detiib&lote 16—Commitments and Contingencies to owditad consolidated
financial statements included in this prospec

(2) Interest expense in all years may differ dututare refinancing of debt. Interest on our flogtrate debt was calculated for all years
using the rates effective as of December 31, 2

(3) We have various service related commitmenth watrious vendors for data processing, technicdlsaftware support. Future payments
under certain services contracts will vary depegdin our actual usage. In the table above we ewdrzayments for these service
contracts based on the level of services we expeaeiceive

Employee Benefit PlanQCII offers pension, non-qualified pension and gestement healthcare and life insurance benefame of
which are required under contractual agreementssi®e and certain occupational benefits are pamwligh trusts and therefore are not
included in this table as we are not able to réfiaistimate our portion of future required conttibas to the trusts. As of December 31, 2005,
QCII's qualified defined benefit pension plan walyf funded. As of December 31, 2005, we had alitstof $2.851 billion for our
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allocation of QCII's non-qualified pension, postiement and other post-employment benefit oblaegi The liability is impacted by various
actuarial assumptions and will differ from the safithe future value of actuarially estimated payteeB8ee further discussion of our benefit
plans in Note 10—Employee Benefits to our auditedsolidated financial statements included in thaspectus.

Off-Balance Sheet Arrangements

Other than operating leases, we have no specipbparor limited purpose entities that provide @ffamce sheet financing, liquidity, or
market or credit risk support, and we do not engadeasing, hedging, research and developmenicgsivor other relationships that expose
us to liability that is not reflected on the faddte financial statements.

Letters of Credit
At December 31, 2005, we had outstanding lettersedit of approximately $4 million.

Historical View

The following table summarizes cash flow activitiesthe nine months ended September 30, 2006 @d8d and for the three-year
periods ended December 31, 2005, 2004 and 2003:

Nine Months Ended

September 30, Years Ended December 31,
2006 2005 2005 2004 2003
(Dollars in millions)

Cash flows:

Provided by operating activitie $2,33( $ 2,512 $ 3,41¢ $ 3,31¢ $ 4,82«

Used for investing activitie (902) (690) (1,019 (1,389 (1,939

Used for financing activitie (1,359 (1,847 (2,58%) (2,249 (2,459
Increase (decrease) in cash and cash equiv: $ 75 $ (25 $ (182 $ (313 $ 43¢

Operating Activities

For the years ended December 31, 2005, 2004, adRi&Wd the nine months ended September 30, 20080814 our primary source of
cash was cash provided by our operating activilies. decrease in cash provided by operating adevior the nine months ended September
30, 2006 compared to the same period of 2005 wasaply attributable to a decrease in revenue antherease in income taxes paid to our
parent of $62 million, partially offset by decrease cost of goods sold and SG&A during the sam@ge

Investing Activities

Our capital expenditures for the nine months erfiggtember 30, 2006 and 2005 were $916 million &3d $nillion (net of tax refund
of $33 million), respectively. The increase in ¢apéxpenditures was due primarily to increaseahdegy for strategic products and outside
plant, which includes network assets, such as saptdes, equipment and other components thathysiqally located outside of our
company buildings. Although our capital expenditui@r the nine months ended September 30, 2006ased over the same period in 2005,
we expect our 2006 capital expenditures to appraténour 2005 level. In addition, our investmentseourities managed by our parent
resulted in a $34 million net use of cash in 200@pared to a $148 million net source of cash inb2@marily due to the changes in the
balance of our parent’s investments in auction sataurities.

Cash used in investing activities decreased $3Timin 2005 due to a $205 million decrease init@@xpenditures and a $162
million increase in net proceeds form investmendémaged by our parent.

39



Table of Contents

Financing Activities

The decrease in cash used for financing activiiethe nine months ended September 30, 2006 vimply attributable to decreased
dividend payments made to QSC during the nine nmatided September 30, 2006 compared to the saind pé2005. Cash used for
financing activities for the year ended December2BD5 increased $336 million primarily due to &3 $nillion increase in dividends paid in
2005 to our parent and the collection of a $286ianilnote receivable from an affiliate in 2004. Shvas partially offset by a $81 million
decrease in external debt, including debt issuts@sl early retirement costs, net of proceeds.

At September 30, 2006 and December 31, 2005, we inerompliance with all provisions or covenant®of borrowings. For
additional information regarding the covenants uf existing debt instruments, see Note 6—Borrowiagsur audited consolidated financial
statements included in this prospectus.

We paid cash dividends of $1.321 billion, $2.536dsi, $2.451 billion and $2.880 billion for then@ months ended September 30, -
and the years ended December 31, 2005, 2004 ary] 28pectively. We have historically declared paid regular dividends to QSC based
on our consolidated net income. In August 2003mweelified our dividend practice to exclude Qwest&éss’ losses in the determination of
regular dividends we declared and paid. In May 20@ttransferred ownership of Qwest Wireless taffiiate. During 2004, we declared an
additional dividend that included prior period eéags determined without the effect of Qwest Wirsldgsses. In July 2004, we modified our
dividend practice to balance our financial needshagoosition and credit profile with those of oargnt. As a result, going forward, we may
declare and pay dividends in excess of our earrimfse extent permitted by applicable law. Ourtdeslvenants do not limit the amount of
dividends we can pay to our parent.

Credit Ratings
The table below summarizes our long-term debt gatat September 30, 2006:

Moody's Ba2
S&P BB
Fitch BB+

These ratings are the same as they were at Dec&hb2005, except that Moody’s rating was Ba3 @t thate.

With respect to Moody, a Ba rating is judged to have speculative elésemeaning that the future of the issuer cannatpsidered t
be well-assured. Often the protection of interest principal payments may be very moderate, anetiyenot well safeguarded during both
good and bad times. The “1,2,3” modifiers showtredastanding within the major categories, 1 belmghighest, or best, modifier in terms of
credit quality.

With respect to S&P, any rating below BBB indicattest the security is speculative in nature. A BBng indicates that the issuer
currently has the capacity to meet its financiahodtment on the obligation; however, it faces mapgoing uncertainties or exposure to
adverse business, financial or economic conditishéch could lead to the obligor’s inadequate c#pdo meet its financial commitment on
the obligation. An obligation rated B is more vuiaigle to nonpayment than obligations rated BB tbetobligor currently has capacity to
meet its financial commitment on the obligationvA&tse business, financial, or economic conditioitislikely impair the obligor’'s capacity
or willingness to meet its financial commitmenttbre obligation. The plus and minus symbols showatiet standing within the major
categories.

With respect to Fitch, any rating below BBB is cidlesed speculative in nature. A BB rating indicateet there is a possibility of credit
risk developing, particularly as the result of atdbeeeconomic change over time; however, busineisasrcial alternatives may be availabli
allow financial commitments to be met. A B ratimglicates that significant credit risk is present, & limited margin of safety remains.
Financial commitments are
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currently being met; however, capacity for contithpayment is contingent upon a sustained, favotaldéness and economic environment.
The plus and minus symbols show relative standiitiginvmajor categories.

Debt ratings by the various rating agencies refach 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 iag be subject to revision or withdrawal at anygiby 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.

Critical Accounting Policies and Estimates

We have identified the policies and estimates bedewritical to our business operations and therstanding of our results of
operations, either past or present. For a detdikalission on the application of these and otlgnifitant accounting policies, see the notes to
our audited consolidated financial statements bhadlin this prospectus. These policies and estasraate considered “critical” because they
either had a material impact or they have the piateto have a material impact on our financiatest@ents, and because they require
significant judgments, assumptions or estimatese lwat our preparation of our consolidated finahsiatements included in this prospectus
required us to make estimates, intercompany altmtsiand assumptions that affect the reported ahwfiassets and liabilities, disclosure of
contingent assets and liabilities at the date ofcomsolidated financial statements and the redataounts of revenue and expenses during
the reporting period. We believe that the estimategyments, allocations and assumptions made \wbeounting for items and matters such
as intercompany revenue and charges, future usat@ longterm contracts, customer retention patterns, cihidity of accounts receivable
expected economic duration of assets to be depeelats amortized, asset valuations, internal laiapitalization rates, recoverability of
assets, rates of return on assets held for emplogeefits, timing and amounts of future employerdifie payments, uncertain tax positions,
reserves and other provisions and contingencieseasonable, based on information available atitie they are made. However, there can
be no assurance that actual results will not difi@n those estimates.

Intercompany Revenue and Charg

We provide to our affiliates telephony and datavisess and other services. We charge our affiliatesed on tariffed rates for telephony
and data services and either fully distributed cosharket rates for other services. Our fully rilistted costs methodology includes employee
costs, facilities costs, overhead costs and aretmrinvestment component.

We purchase services from our affiliates, such aketing, sales and advertising, information teébgy product and technical servi
as well as general support services. Our affiliatewge us for services rendered by their emploggasarily by applying the fully distributed
cost methodology discussed above. Our affiliates abntract services from third parties on our Bekar these services, the third parties bill
our affiliates who in turn charge us for our redpecshare of these third-party expenses.

The methodologies discussed above for determirfiilate revenue and charges are based on rulegltbdCC adopted pursuant to
Communications Act, as amended by the TelecommtioiAct. We believe the accounting estimategeél#o affiliate revenue and
charges are “critical accounting estimates” becaesermining market rates and determining the ation methodology and the supporting
allocation factors: (i) requires judgment and ibjeat to refinement as facts and circumstancesgehanas new cost causation relationshiy
cost drivers are identified, (ii) are based on tafguy rules which are subject to change, and QiQll occasionally changes which affiliates
provide them services which can impact overallsasid related affiliate charges, all of which requignificant judgment and assumptions.
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Loss Contingencies and Litigation Reserv

We are involved in several material legal procegslims described in more detail in “Legal Procegsliin this prospectus. We assess
potential losses in relation to these and othedimgnor threatened legal matters. If a loss is icemed probable and the amount can be
reasonably estimated, we recognize an expenshdastimated loss. To the extent these estimatemare or less than the actual liability
resulting from the resolution of these matters,eannings will be increased or decreased accorditfghe differences are material, our
consolidated financial statements could be matgiimpacted.

Restructuring and Realignment

Periodically, QCIlI commits to exit certain businessivities, eliminate office or facility locatiorand/or reduce our number of
employees. Our portion of the charge to record sudicision depends upon various assumptions dimgduture severance payments,
sublease income, length of time on market for abaad rented facilities and contractual terminatosts. Such estimates are inherently
judgmental and may change materially based uparabekperience. The estimate of future losses blease income and disposal acti\
generally involves the most significant judgmentieDo the estimates and judgments involved in ipdication of each of these accounting
policies, changes in our plans and these estinagigsnarket conditions could materially impact anafficial condition or results of
operations.

Economic Lives of Assets to be Depreciated or Arnzed

Due to rapid changes in technology and the conigeginvironment, selecting the estimated econoif@®f telecommunications plant,
equipment and software requires a significant arhotijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouedition rates. The effect of a one year increaskeorease in the estimated useful lives of
our property, plant and equipment would have besmeshsed depreciation of approximately $330 miliomcreased depreciation of
approximately $450 million, respectively. The effe€a one year increase or decrease in the estimeseful lives of our intangible assets
with finite lives would have been decreased amatitin of approximately $70 million or increased atization of approximately $110
million, respectively.

Pension and Po-Retirement Benefits

Our employees participate in the QCII pension, goalfied pension, post-retirement and other pagpleyment benefit plans. 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 allocatbe cost of pension, non-qualified pension, anst-petirement healthcare and life insurance
benefits and required contributions to us. Thecallion is based upon employee demographics ofraptoyees compared to all the remair
participants. In computing the pension and posteetent healthcare and life insurance benefit ¢63@&ll must make numerous assumptions
about such things as discount rates, expectedfagturn on plan assets, employee mortality anaoteer, salary and wage increases,
expected future cost increases, healthcare claiperience and the terms of QCII's post-retiremeéan penefits covered by collective
bargaining agreements, including caps on reimbigsaists, as negotiated with our employees’ unidhese items generally have the most
significant impact on the level of cost: the discbrate, the expected rate of return on plan asaetsthe terms of QCII's post-retirement plan
benefits covered by collective bargaining agreesié@bhanges in any of the assumptions QCII madenmating the pension and post-
retirement healthcare and life insurance benefitscoould have a material impact on various compizrthat comprise these expenses the
then allocated to us as described above. For fudiseussion of the QCII pension, non-qualified gien post-retirement and other post-
employment benefit plans and the critical accognéstimates, see the QCIl 2005 Form 10-K.

Recoverability of Lon-Lived Assets

We follow the provisions of SFAS No. 144, “Accourgifor the Impairment or Disposal of Long-Lived A&s” Under the provisions of
that standard, we must review the recoverabilitpuflong-lived assets
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whenever events or changes in circumstances irdibat the carrying amount of those assets mapeotcoverable. If events or changes in
circumstances indicate that the carrying amoumtnodisset, or group of assets, may not be recoeenablwill evaluate the recoverability of
the carrying value of our lonljred assets using gross undiscounted cash floyegions. Such evaluations require identificatiéithe lowes!
level of identifiable, largely independent, castwit for purposes of grouping assets and liabilgigdsiect to review. The cash flow projections
include long-term forecasts of revenue growth, gmsrgins and capital expenditures. All of thesm# require significant judgment and
assumptions.

Asset Retirement Obligatior

We have network assets located in leased propedigsas equipment rooms. For certain of thesedeage are legally obligated to
remove our equipment when the lease expires. Asnestjby SFAS No. 143, we record a liability foetastimated current fair value of the
costs associated with these removal obligationsegtienate our removal liabilities using historicabt information, industry factors, and
current engineering estimates. We then estimatprirgent value of these costs by discounting thediexpected cash payout to current fair
value based on our incremental borrowing rate HEoeixtent there are material differences betweeestimated and actual removal costs
our estimated and actual discount rates, we coelltuired to adjust our recorded liabilities att tthme. These estimates were critical factors
in determining the net income impact of $219 milligpon the adoption of SFAS No. 143 in 2003. Seltiadal disclosures regarding FIN
below.

Recently Adopted Accounting Pronouncements and Cunative Effect of Adoption

In December 2005, we adopted FIN 47. FIN 47 isnéerpretation of SFAS No. 143 and requires us ¢oggize asset retirement
obligations that are conditional on a future eventh as the obligation to safely dispose of askeghen a building is demolished or under
certain circumstances, renovated. Upon adoptidrif47, we determined that we have conditional ast@ement obligations to properly
dispose of or encapsulate asbestos in severalrdfudldings and to close fuel storage tanks angadie of other potentially hazardous
materials. We recorded a cumulative effect of anglean accounting principle charge upon adoptioRIdF 47 of $12 million (liability of $23
million net of an asset of $3 million and net of@éme taxes of $8 million) in 2005. Had FIN 47 beeiopted prior to 2003, our liabilities
associated with asset retirement obligations wbakk increased by $23 million both at Decembe£2804 and 2003. Had we adopted FIN
47 prior to 2003, our operating results for therganded December 31, 2005, 2004 and 2003 woulbdavat changed materially. See Note
4—Property, Plant and Equipment to our audited clideted financial statements included in this peatus for additional disclosure about
our asset retirement obligations.

In December 2004, the FASB issued SFAS No. 153chBrges of Non-Monetary Assets,” or SFAS No. 138civwe adopted in July
2005. Prior to the adoption of SFAS No. 153, weanequired to measure the value of certain asget®aged in non-monetary transactions
by using the net book value of the asset relingdskinder SFAS No. 153, we now measure assets myetiat fair value, as long as the
transaction has commercial substance and thedhiewof the assets exchanged is determinable wiglaisonable limits. A non-monetary
exchange has commercial substance if the futute fk@ss of the entity are expected to change sigaiftly as a result of the exchange. The
adoption of SFAS No. 153 did not have a materiatfon our financial position or results of op&ras for the year ended December 31,
2005. See Note 4—Property, Plant, and Equipmeatit@udited consolidated financial statements atlin this prospectus for additional
disclosure about our asset retirement obligations.

In December 2003, the Medicare Prescription Drogarbvement and Modernization Act of 2003 (“the Mizdle Act”) became law in
the United States. The Medicare Act introduceseaqiption drug benefit under Medicare as well &daral subsidy to sponsors of retiree
healthcare benefit plans that provide a benefitithat least actuarially equivalent to the Medéchenefit. QCIl sponsors post-retirement
healthcare plans that provide prescription drugehits) that it deems actuarially equivalent to Mede Part D. In accordance with FASB S
Position No. 106-2, “Accounting and Disclosure Regments Related to the Medicare Prescription Dhugrovement and Modernization
Act of 2003", we recognized a $197 million reduatiaf our allocated
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accumulated post-retirement benefit obligation ggior December 31, 2003 measurement date. The efféiee subsidy was to reduce our
allocated net periodic post-retirement benefit &ys$31 million and $27 million for the years endeelcember 31, 2005 and 2004,
respectively. During 2005, the Center for Medicane Medicaid Services issued and clarified rulesnfiplementing the Medicare Act. QCII
revised its actuarial estimate of the federal siyjpband using our December 31, 2005 measurementttattotal reduction in our allocated
accumulated post-retirement benefit obligation44Zmillion. This reduction was recorded as an cogaized actuarial gain which will be
amortized to expense. The issuance and clarificatidhe rules for implementing the Medicare Actidg 2005 are expected to further red
our benefit cost in 2006.

In May 2005, the FASB, as part of an effort to awnf to international accounting standards, issUediSSNo. 154, “Accounting
Changes and Error Corrections,” or SFAS No. 154¢ckitvas effective for us beginning on January D&GFAS No. 154 requires that all
voluntary changes in accounting principles areosgtectively applied to prior financial statemergsfahat principle had always been used,
unless it is impracticable to do so. When it is iagpicable to calculate the effects on all priofiges, SFAS No. 154 requires that the new
principle be applied to the earliest period prauile. The adoption of SFAS No. 154 has not hadtanmaheffect on our financial position or
results of operations.

Effective January 1, 2006, we adopted SFAS No.RRFrior to 2006, we accounted for awards of @itk granted to our employe
under the intrinsic-value recognition and measurgrpanciples of Accounting Principles Board Opimibo. 25, “Accounting for Stock
Issued to Employees” (“APB No. 25”). However, SFNS. 123(R) requires that compensation expense lasuned using estimates of the
fair value of all stock-based awards and applieseto awards and to awards modified, repurchasechrarelled after December 31, 2005, as
well as to the unvested portion of awards outstamds of January 1, 2006.

We are applying the “modified prospective methaal’fiecognizing the expense over the remaining nvgsgieriod for awards that were
outstanding but unvested at January 1, 2006. Whéemodified prospective method, we have not adfliie financial statements for periods
ended prior to December 31, 2005. Compensationatsng from stock-based awards granted to oul@yaps is recognized as expense
using the straight-line method over the vestinggokand 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 stpainted to our employees was less 1
$1 million for the three and nine months ended &aper 30, 2006. Because we purchase a significantiat of services from our parent, the
direct stock-based compensation costs recorded Iigristock-based awards granted to our employeesa necessarily indicative of the
costs we would have incurred had we operated t&nd-glone entity during the periods presented.

The following table illustrates the effect on netéme for the three and nine months ended Septe3®h@005 and for the years ended
December 31, 2005, 2004 and 2003 as if compenseatists arising from stockased awards of QCII stock granted to our emplofiedsee
determined based on the fair value at the gramisdat

Years Ended
September 30, 2005 December 31,
Three Months
Nine Months
Ended Ended 2005 2004 2003
(Dollars in millions)
Net income:
As reportec $ 21C $ 722 $977 $991 $1,05(
Deduct: Total stoclbased employee compensation exp
determined under the fair-value-based method for a
awards, net of related tax effe (42 (54) (57) (22 (20
Pro forma net incom $ 16€ $ 66€ $92C $96¢ $1,03(
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Our direct parent also adopted SFAS No. 123(R)amudry 1, 2006, and as a result of its increasstb cib increased its billings to us
during the three and nine months ended Septemh@08@ by approximately $3 and $10 million, respety. These costs are not directly
assigned, but are billed to us based on a genéehtor and are included in the selling, general administrative—affiliates expense line in
our condensed consolidated statements of opera#ienaf September 30, 2006, QCII had $56 milliortatél unrecognized compensation
cost related to unvested stock-based awards, vithigh recognize over the remaining weighted ayggraresting terms of 2.8 years, and
because our direct parent will continue to recarchsstock-based compensation, it will continueilicalportion of such costs to us. However,
based on the many factors that affect the alloonatiee amount that is ultimately billed to us assult of stock-based compensation recorded
at our direct parent may fluctuate.

Recently Issued Accounting Pronouncemel

In July 2006, the FASB issued FASB Interpretatiam K8, “Accounting for Uncertainty in Income TaxdsFIN 48"), which is effectivi
for us beginning on January 1, 2007. The validftgry tax position is a matter of tax law, and gatg there is no controversy about
recognizing the benefit of a tax position in a camgs financial statements when the degree of denfie is high that the tax position will be
sustained upon examination by a taxing authorityweler, in some cases, the law is subject to vamiedpretation, and whether a tax
position will ultimately be sustained may be unagrt For us, FIN 48 establishes a different protesseasure the impact of uncertainty
associated with the income tax provision than veecairrently using. Under FIN 48, the impact of acertain 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 willtr® recognized if it has less than a 50% likelthobbeing sustained. FIN 48 also requires
additional disclosures about unrecognized tax hisn@fsociated with uncertain income tax positimng a reconciliation of the change in the
unrecognized benefit. We currently recognize arettam income tax position related to the timingexdognition if we are more likely than
not to prevail. For uncertain income tax positioos related to timing of recognition, we recognifze position if it is probable that we will
prevail. We are evaluating the impact of FIN 48oom financial statements. The standard establisheser threshold for recognizing the
benefit of some uncertain tax positions than weeHastorically used. Therefore, the adoption cddde a significant impact on our financial
statements.

In September 2006, the SEC issued Staff AccoulBintgtin No. 108, “Considering the Effects of Pridear Misstatements when
Quantifying Misstatements in Current Year Finan&tdtements” (“SAB 108”), which is effective for bheginning with our fiscal year ending
on December 31, 2006. Additionally, in Septembel&@he FASB issued SFAS No. 157, “Fair Value Measients,” which is effective for
us beginning January 1, 2008 and provides a diefindf fair value, establishes a framework for megng fair value, and expands disclosures
about fair value measurements for future transastidVe do not expect the adoption of these proremeats to have an impact on our
financial statements.

Also in September 2006, the FASB issued SFAS N8, I5mployers’ Accounting for Defined Benefit Pemsiand Other
Postretirement Plans-An amendment of FASB Statesriéat 87, 88, 106, and 132(R)” (“SFAS No. 158”")ASNo. 158 represents the first
phase of the FASB’s two phase project to reconsidéned benefit pension and other postretireméamt pccounting. SFAS No. 158 requires
recognition of the over-funded or under-fundedustatf a defined benefit postretirement plan assseteor liability in a company’s statement
of financial position and requires a company toggize changes in that funded status in comprebeistome in the year in which the
changes occur. SFAS No 158 also requires measuterhite funded status of a plan as of the daitsgfear-end statement of financial
position. Phase two will be a comprehensive exatiginaf accounting for defined benefit pension atiter postretirement plans and may
reconsider the guidance of SFAS No. 158.

The guidance of SFAS No. 158 is effective for usain steps. Step one is effective for us beginmitty our fiscal year ending on
December 31, 2006 and requires us to recognizeionamsolidated balance sheet the
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over-funded or under-funded amount of our defineddfit postretirement plans. This amount is defiagthe difference between the fair
value of plan assets and the benefit obligation.a¢ealso required to recognize as a componerthef comprehensive income, net of tax,
the actuarial gains and losses and the prior senosts and credits that arise but are not cuyreaduired to be recognized as components of
net periodic benefit cost. Other comprehensivenmeds then adjusted as these amounts are lategniegea into income as components of net
periodic benefit cost. The adoption of step onalireg us to record on our consolidated balancet she®ases in post-retirement and other
post-employment benefit obligations and increasescumulated other comprehensive loss. The adoptistep one could have a significant
impact on our financial statements. Step two isaiVe for us beginning with our fiscal year endorgDecember 31, 2008 and requires us to
disclose in the notes to our financial statemedtstmnal information about the expected effectmenperiodic benefit cost of delayed
recognition of the actuarial gains and losses hadgtior service costs and credits. It also reguilisclosure of information about any
transition asset or obligation remaining from tpelecation of pre-existing rules and requires aryaal measurement date. We currently use
December 31 as the measurement date of the futaled sf our plans, which is the same date as ear gnd consolidated balance sheet. We
do not expect the adoption of step two to havergract on our financial statements.

Risk Management

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

Approximately $750 million, $1.25 billion, and $5.®illion of our floating-rate debt was exposedtanges in interest rates as of
September 30, 2006, December 31, 2005, and Dece3tth8004, respectively. This exposure is linkedIBOR. A hypothetical increase of
100 basis points in LIBOR would not have had a mealteffect on interest expense for the nine moethded September 30, 2006 and would
have increased annual pre-tax interest expensédynillion in 2005. As of September 30, 2006, Deben81, 2005, and December 31,
2004, we had approximately $70 million, $0 milli@md $400 million, respectively, of long-term fixete debt obligations maturing in the
subsequent 12 months. We are exposed to changgsrigst rates at any time that we choose to nefi@dhis debt. A hypothetical increase of
100 basis points in the interest rates on anyaafimg of the current portion of long-term debt wnot have a material effect on our
earnings.

As of September 30, 2006, our proportionate sha€Gil’' s investments was $167 million of cash investethamey market instrumer
and $42 million invested in shafm investments. As of December 31, 2005, we [8achiflion of cash invested in money market instruig
and short-term investments. Most cash investmeptmaested at floating rates. As interest ratemge, so will the interest income derived
from these instruments. Assuming that these invesstinalances were to remain constant, a hypotheiécaease of 100 basis points in
interest rates would not have a material effecbwnearnings.
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BUSINESS

We provide local telecommunications and relatedlises, IntraLATA long-distance services and dataises within our local service
area, which consists of the 14-state region ofdkr& Colorado, Idaho, lowa, Minnesota, Montana,rilglta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyoming.

Until May 2004, we provided wireless services tlglowur wholly owned subsidiary, Qwest Wireless LIGR May 1, 2004, we
transferred ownership of Qwest Wireless to aniafél As a consequence, we no longer have wirelessations, and the results of operations
an financial position of Qwest Wireless are incllidie discontinued operations in our consolidatedriicial statements. Please see Note 7—
Transfer of Qwest Wireless Operations to our additensolidated financial statements included ia gribspectus for additional information
on discontinued operations.

Financial Condition

The below table provides a summary of some of eyrflnancial metrics. This information should badén conjunction with, and is
qualified by reference to, our consolidated finahstatements and notes thereto in this prospecttisManagement’s Discussion and
Analysis of Financial Condition and Results of Gems” in this prospectus.

Nine Months Ended
September 30, Years Ended December 31,
2006 2005 2005 2004 2003
(Dollars in millions)

Consolidated Statements of Operations C

Operating revenu $7412 $7,56: $10,04¢ $10,337 $10,81:

Operating expenst 5,65 5,922 7,892 8,01¢ 8,49¢

Income from continuing operatiol 824 722 98¢ 1,04¢ 1,08:

Net income 824 722 977 991 1,05(
As of

September 3 As of December 31,

2006 2005 2004
(Dollars in millions)

Consolidated Balance Sheet Dz

Total debt $ 7,681 $7,66¢ $ 7,66(
Working capital deficit* (619) (737) (2,029
Total stockholde's equity 1,801 2,33¢ 3,60¢

* Working capital deficit is calculated as the amdoypivhich our current liabilities exceed our cutrassets

Operations

We market and sell our products and services tesmaskets and business customers. In general, asg markets customers include
consumers and small businesses, and our busingtssrars include local, national and global busiegsgovernmental entities, and public
and private educational institutions. We distribote products and services to these customersghrawariety of channels, including direct
sales, telemarketing and arrangements with thirt¢@ayents. We also provide our products and sesvic other telecommunications
providers, including affiliated entities, who puase our products and services on a wholesale bsiglistribute our wholesale products and
services through direct sales.

We offer wireline products and services in a varigtcategories that help people and businessesncmicate. We also rely on joint
marketing relationships with our affiliates to pige a full range of competitive services. Thesatrehships allow us to bundle our services
with wireless, long-distance, private line, andestkervices. Our wireline products and serviceo#ezed through our telecommunications
network.
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Our telecommunications network consists of all pmént used in processing telecommunications withinlocal service area and forms a
portion of the Public Switched Telephone Networkir @lecommunications network is made up of botbpeo cables and fiber optic
broadband cables and serves approximately 14 malazess lines in 14 states.

The following reflects the key categories of oureline products and services.

Voice Services

Local voice services—mass markets, business ankbseh® Through our telecommunications network, we o@ggn transport and
terminate local voice services within local exchasgrvice territories as defined by state regudafbinrough this network, we provide:

» basic local exchange services provided throughsadages connected to our portion of the Publict&vad Telephone Networ

» switching services for custom’ communications through facilities that we o\

» various custom calling features such as Calleld8l| Waiting, Call Return and-Way Calling;

* enhanced voice services, such as voice t

» operator services, including directory assistanod, payphone

* Vvoice customer premises equipment;

» collocation services, or the hosting of anothewfter' s telecommunications equipment in our facilit

On a wholesale basis we provide network transpdlifag services and access to our network to otelrcommunication providers and
wireless carriers. These services allow other éstenunications companies to provide telecommuninatgervices that originate or terminate

on our network. We also sell UNEs, which allow wimolesale customers to use our local network amabénation of our network and their
own networks to provide local voice and data sewio their customers.

Long-distance voice services—mass markets, busimelsaholesale We provide IntraLATA long-distance services ta oustomers
within our local service area.

Access services—wholesaM/e also provide services to other data and tetewonications providers within our local serviceaate
connect their customers to their networks so they tan provide long-distance, transport, dategleés and Internet services.

Data and Internet Services

Data and Internet services—mass markets, busimebsvholesale We offer a broad range of products and profesdiservices to
enable our customers to transport voice, data at@b\telecommunications at speeds up to 10 gigpbitsecond. Our customers use these
products and services in a variety of ways. Ouirtass customers make internal and external datarigsions, such as transferring files
from one location to another. Our mass marketsoocusts access email and the Internet using a vasfetgnnection speeds and pricing
packages. Our wholesale customers use our fasifitiecollocation and use our private line servimesonnect their customers and their
networks to our network.

Some of our data and Internet services are descbb®w:

» High-speed Internet, which permits existing massketa and business customer telephone lines tatgpat higher speeds
necessary for video athigh-speed data communications to the Internet or @imatworks

» ATM, which is a broadband, network transport sexuitilizing data switches that provides a fastcefht way to move large
guantities of information over our highly reliabssalable and secure fiber optic broadband netv
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» Frame relay, which is a high-speed data switchéapriology that allows data to travel in individpakkets of variable length. The
key advantage to this approach is that a frame rettwork can accommodate data packets of variaes associated with virtually
any data protoco

» Private lines, which are direct circuits or chasrsgecifically dedicated to the use of an end-asganization for the purpose of
directly connecting two or more sites. Private $irdfer a secure solution for frequent communicatiblarge amounts of data
between sites

» ISDN, which uses digital transmission technologgupport voice, video and data communications egfiins over regular
telephone lines

Other Services

We provide other services that primarily involve gublease of some of our unused real estate asselisas space in our office
buildings, warehouses and other properties.

Additional Affiliate Services

In addition to voice services, data and Internetises and other services, we provide sales anélating of affiliates’ products and
services by our sales channels, and other misealienservices, including billing and collectionvéegs, to our affiliates.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our subsidiaries, we cwrhave licenses to various patents, trademandde hames, copyrights and other
intellectual property necessary to the conductuwftusiness. We do not believe that the expiratfosny of our intellectual property rights,
the non-renewal of those rights, would materiaffe@ our results of operations.

Competition

We compete in a rapidly evolving and highly comipegi market, and we expect competition to contitumtensify. Regulatory
developments and technological advances over thief@a years have increased opportunities for radiasre communications service
providers, which in turn have increased competifix@ssures on our business. These alternate prewiften face fewer regulations and have
lower cost structures than we do. In addition,tdlecommunications industry is experiencing an amgtrend towards consolidation, and
several of our competitors have consolidated, get@nounced plans to consolidate, with other ¢eteaunications providers. The resulting
consolidated companies are generally larger, hare fimancial and business resources and haveegrgabgraphical reach than we do.

Our on-going response to industry competition ideliinitiatives to retain and win-back customersdiyng out new or expanded
services such as high-speed Internet, packagiegpznded feature-rich products and improving tradityuof our customer service. In
addition, as noted above in “Operations,” througjhtjmarketing relationships with our affiliateseare able to bundle our services with
wireless, longdistance, private line, and other services. Weeased our marketing and advertising spending lén&l805 and 2006 focusil
on product bundling and packaging. As a resulheé offerings, our sales of bundled products hesreased. The success of these offerings
has resulted in increased high-speed Internet acegsnue (as customers add more products), whitlalyy offsets lower revenue due to
access line losses. While bundle discounts residiwer average revenue for our products, we belteey improve customer retention.

Voice Services

Although our status as an incumbent local exchaageer helps make us the leader in providing verevices in our local service area,
competition in this market is continually increagitVe continue to compete
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with traditional telecommunications providers, sashnational carriers, smaller regional provid€isECs and independent telephone
companies. Substitution of wireless, cable andhetebased services for traditional wireline seggialso continues to increase. As a result,
we face greater competition from wireless providersluding one of our affiliates) and broadband/ge providers, such as cable and
Internet companies including VolP providers.

Competition is based primarily on pricing, packapaif services and features, quality of service @maheeting customer care needs.
believe customers are increasingly looking to nexeil of their telephone, television and Intersetvices from one provider, and as such we
(in partnership with our affiliates) and our conifes continue to develop and deploy more innovafivoduct bundling and combined billing
options in an effort to retain and gain customers.

Many of our competitors are subject to fewer retjores than we are, which affords them competitisreaantages against us. Under
federal regulations, traditional telecommunicatiwaviders are able to interconnect their networkb wurs, resell our local services or lease
separate parts of our network (UNES) in order tavjgle competitive local voice services. We gengradlve been required to provide these
functions and services at wholesale rates, whilclivalour competitors to sell their services at loyéces. However, these rules have been
and continue to be under review by state and fédegalators. In connection with rule changes, \@eehentered into agreements with many
of our UNE purchasers, which agreements generatlyigle for wholesale prices above previously impb9®&E rates. Despite these
developments, the ongoing obligation to provide WNBEntinues to reduce our overall revenue and makgir a detailed discussion of
regulations affecting our business, see “Regulati@ow. In addition, wireless and broadband seryooviders generally are subject to less
or no regulation, which allows them to operate Watler costs than we are able to operate.

Long-Distance Voice Services

In providing IntraLATA long-distance services, wanepete primarily with national telecommunicatiomeypders, such as AT&T Inc.
(formerly SBC Communications Inc. and AT&T Corsprint Nextel Corporation and Verizon Communicasiomc. (formerly Verizon and
MCI, Inc.), and increasingly with wireless providemd broadband service providers, such as callllngernet companies, including VolP
providers. These competing providers offer bothalnATA and InterLATA service, frequently in a pagewith integrated pricing.

Competition in the long-distance market is baséahgrily on price, customer service, quality andataility. In addition, competition for
business customers is also based on the abilfiyoiide nationwide services, and competition foolekale customers is also based on
available capacity. The national telecommunicatimmeviders and wireless and broadband service gessiwith which we compete often
have significant name recognition in the nationalg-distance markets and as such have been atdtaio and/or gain market share. These
competitors also have substantial financial antriefogical resources that allow them to competeeneffiectively against us. As these
competitors have consolidated to form larger corgmrtheir name recognition and financial and tetbgical resources have increased as
well.

Data and Internet Service

In providing data and Internet services to our nmaaskets customers, we compete primarily with bbaed service providers, includi
cable providers and national telecommunicationsigsss. In providing data and Internet servicesuobusiness customers, we compete
primarily with national telecommunications providemd smaller regional providers. We also compéte large integrators, which are
increasingly providing customers with WAN servicesich take inter-site traffic off of our network.

Competition is based on network reach, as welluadity, reliability, customer service and price. hWeof our competitors in this market
are not subject to the same regulatory requirensntge are and therefore are able to avoid sigmificegulatory costs and obligations, such
as the obligations to make UNEs available to coitgystand to provide competitive access.
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Regulation

As a general matter, we are subject to signifistetie and federal regulation, including requirera@mid restrictions arising under the
Communications Act, as modified in part by the Telmmunications Act, state utility laws, and theesuénd policies of the FCC, state
regulators and other governmental entities. Fediawned and FCC regulations generally apply to regdldnterstate telecommunications
(including international telecommunications thagorate or terminate in the United States), whilesregulatory authorities generally have
jurisdiction over regulated telecommunications gmry that are intrastate in nature. The local cditipe aspects of the Telecommunicatic
Act are subject to FCC rulemaking, but the stageilaory authorities play a significant role in ilamenting some FCC rules. Generally, we
must obtain and maintain certificates of authadiiyn regulatory bodies in most states where wera#igulated services and must obtain g
regulatory approval of rates, terms and conditfen®ur intrastate services, where required.

This structure of public utility regulation gendygbrescribes the rates, terms and conditions ofegulated wholesale and retail
products and services (including those sold ordédas CLECs). While there is some commonality amitvegregulatory frameworks from
jurisdiction to jurisdiction, each state has itsmounique set of constitutional provisions, statutegulations, stipulations and practices
impose restrictions or limitations on the regulagedities’ activities. For example, in varying degs, jurisdictions may provide limited
restrictions on the manner in which a regulatedyenan interact with affiliates, transfer assétspe debt and engage in other business
activities.

Interconnection

The FCC is continuing to interpret the obligatiafisLECs under the Telecommunications Act to intentect their networks with and
make UNEs available to other telecommunicationsigeys. These decisions establish our obligatior@ur local service area and affect our
ability to compete outside of our local servicesar®n February 5, 2005, the FCC issued new unbumdliles to replace the unbundling rules
that earlier were vacated by the D.C. Circuit Cafihppeals. The new rules, among other thingse(uire ILECs to provide unbundled
access to certain medium to high capacity trans@tices in the vast majority of their wire cestemnd (ii) allow CLECs to convert certain
medium to high capacity transport services to UNEsombinations of UNEs, as long as the CLECs rappticable qualification
requirements. These rules require somewhat lessngifibg than the unbundling rules they replaced.JOme 16, 2006, the D.C. Circuit Court
of Appeals upheld the FCC’s unbundling rules. Rartiave until November 15, 2006 to petition the. $$preme Court to review the D.C.
Circuit’s decision. The FCC has provided us addaidimited unbundling relief in our Omaha, Nebraservice area in response to a petition
for forbearance we filed. That decision is currghiing reviewed in the D.C. Circuit Court of Apfsedased on appeals filed by us and other
parties.

On September 15, 2003, the FCC released a notigmpbsed rulemaking, instituting a comprehensiaxgéemw of the rules pursuant to
which UNEs are priced and on how the discountsltB@s are established for their intended resalauofervices. In particular, the FCC
indicated that it will re-evaluate the rules anthgiples surrounding Total Element Long Run IncrataéCost, which is the basis upon which
UNE prices are set. The outcome of this rulemakimgd have a material effect on the revenue andjimaiassociated with our provision of
UNEs to CLECs.

Intercarrier Compensation and Access Pricir

The FCC has initiated over the past five yearsraber of proceedings that do, and will, affect thiees and charges for access services
that we sell to or purchase from other carrier005, the FCC released a further notice of praghogiemaking in the pending intercarrier
compensation docket, and parties filed commentseadihg issues raised in the FCC notice and vanmusstry group proposals for revising
the intercarrier compensation regime. In Octob&62@arties filed additional comments on a planirfitercarrier compensation reform
submitted by a coalition of telecommunications iesst The rules emanating from this rulemaking doul
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result in fundamental changes in the charges weatdtom other carriers and our enders. This proceeding has not yet been completet
because of its complexity and economic significancay not be completed for some time. This compjdasgidue in part to the advent of new
types of traffic (such as VolP) for which accurhiing is difficult to assure or verify (sometimesferred to as “phantom traffic”). The FCC
may address discrete intercarrier compensatioesssuch as compensation for phantom traffic, poi@ompleting comprehensive reform.
Also, there has been a national trend toward redutie amounts charged for use of our networkseraihate all types of calls, with a
corresponding shift of costs to end users. Frore tiotime, the state regulators that regulate stdte access charges conduct proceeding
may affect the rates and charges for access ssrvice

On October 18, 2004, in a related docket the F@€ased an Order deciding to forbear from applyiedain ISP reciprocal
compensation interim rules adopted in an April2001 Order. Those particular interim rules relatethe cap on the number of minutes of
use and the requirement that carriers exchangéddsRd traffic on a bill-and-keep basis if thoserieas were not exchanging traffic pursuant
to interconnection agreements prior to adoptiothefApril 27, 2001 Order. On June 30, 2006, the.[i€cuit Court of Appeals upheld the
October 18, 2004 Order. Parties have until Jantiar007 to seek review of this Order in the U.&r8me Court. The effect of this Order
may be to increase significantly our payments ofp@cal compensation. In some instances, existatg rules regarding reciprocal
compensation and applicable interconnection agratniienit the effect of this Order.

On January 31, 2005, the FCC initiated a proceettirexamine whether ILEC special access rates dhmuteduced and pricing
flexibility for those services should be curtail®Eply comments in this proceeding were filed dg 29, 2005. This proceeding is pending
before the FCC.

Voice Over Internet Protocol and Broadband InternAtcess Services

On September 22, 2003, Vonage Holdings Corpordiiien a petition for declaratory ruling requestitigt the FCC preempt an order of
the Minnesota Public Utilities Commission imposiegulations applicable to providers of telephoneise on Vonage's DigitalVoice, an IP
based voice service sold to retail customers. Ovelibber 12, 2004, the FCC released its unanimousidedinding that preemption of state
telecommunication service regulation was consistétfit federal law and policies intended to promibte continued development of the
Internet, broadband and interactive services. T&€ Further concluded that divergent state ruleguliaions and licensing requirements cc
impede the rollout of such services that benefiistners by providing them with more choice, conjpetiand innovation. An appeal of the
FCC'’s order is currently pending before the EigBtttuit Court of Appeals.

On March 10, 2004, the FCC issued its notice oppsed rulemaking instituting a formal rulemakinggeeding, or the IP-Enabled
Services Proceeding, addressing many issues retaiéolP and other Internet services. This rulemgkiises issues that overlap, to a
degree, with the rulemakings concerning ILEC Br@adbTelecommunications Services and Intercarrien@@msation. There are a numbe
issues that have been presented to the FCC the¢icoWolP and that could affect intercarrier congation requirements and other federal or
state requirements, such as programs that suppoextension of telecommunications and Internelitias to rural areas and to public
schools and facilities in inner cities. The FCC hl® stated that the question of whether suctaed services should be classified as an
unregulated “information service” under the Comneatiobns Act or as telecommunications servicesélhddressed in this proceeding. The
FCC may also address in this proceeding whethelPpobviders must pay carrier access charges acart@&r compensation and other issues
involving IP-enabled services, including accesslisgbled persons, applicability of law enforcemsatutes and the provision of emergency
(911) services. This docket remains pending. lepagate, but related, rulemaking the FCC has isauled requiring all VolP providers to
offer 911 service in conjunction with their VolPrgiees. In another proceeding in 2006, the FCCiredyroviders of VoIP services to make
contributions to support “universal servicbdsed on a percentage of their revenues from #@sees. The decision has been appealed i
being reviewed on an expedited basis by the D.@u@iCourt
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of Appeals. We are following these developmentsellp as our network is capable of VoIP transpod @ther combinations of voice and
data in an IP-addressed packet format. VolP offirizre likely to grow as the technology maturesthedegulatory situation is clarified, and
such growth in VoIP could contribute to further lil@es in our sales of traditional local exchangeess lines or local exchange services.

On September 23, 2005, the FCC issued an ordexssifyling certain ILEC wireline broadband Interaetess offerings as information
services no longer subject to tariffing or othemeooon carrier obligations. We have eliminated theféerings from our federal tariffs, which
allows us to tailor our wireline broadband Interaetess offerings to specific customer needs. Aigrefor review of the FCC’s order is
currently pending before the Third Circuit CourtAgpeals. On June 13, 2006, Qwest filed a petiisking the FCC to apply similar
regulatory treatment to its other broadband sesvidedecision from the FCC is expected by the seédwif of 2007.

Universal Service

The FCC maintains a number of “universal serviaggpams that are intended to ensure affordableltelee service for all Americans,
including low-income consumers and those livingural areas that are costly to serve, and enswesado advanced telecommunications
services for schools, libraries, and rural headtteroviders. These programs, which currentlyl totar $6 billion annually, are funded
through contributions by interstate telecommunaraicarriers, which are generally passed througiheio end users. Currently, universal
service contributions are assessed at a rate obdppately 10 percent of interstate and internatl@nd user telecommunications revenues.
The FCC is actively considering a new contributioethodology based on telephone numbers, which gidficantly increase our univer:
service contributions, and potentially affect tleenénd for certain telecommunications servicestélephone number contribution
methodology is adopted it will likely apply to alireline, wireless and VolP service providers.

Qwest is also currently the recipient of over $80iom annually in federal universal service sulis(excluding amounts received
through the schools, libraries, and rural healtle geograms). The FCC is actively considering clearig the structure and distribution
methodology of its universal service programs. fidsolution of these proceedings ultimately coufdafthe amount of universal service
support we receive.

Employees
As of September 30, 2006, we employed approxim&@J@00 people.
Approximately 23,000 of our employees are reprexkhy collective bargaining agreements with the @amications Workers of

America, or CWA, and the International BrotherhaddElectrical Workers, or IBEW. In August 2005, weached agreements with the CWA
and the IBEW on new three-year labor agreementh Bathese agreements was ratified by union mesrdned expires on August 16, 2008.

Financial Information about Geographic Areas

We provide a variety of telecommunications servicesur local service area to domestic and intéonat business, government, mass
markets and wholesale customers; however, oumati@nally-based customers do not result in a etamount of revenue to us.

Legal Proceedings

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. Wgge included below a discussion of these mattegether with a discussion of those
matters to which we are a party (primarily the matliscussed under the heading “Regulatory Matted’ the matter discussed under the
heading “DOJ
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Investigation and Remaining Securities Actions hedt). Only those matters to which we are a pagfyresent contingencies for which we
have recorded, or could reasonably anticipate diegy an accrual if appropriate to do so.

Throughout this section, when we refer to a clasi®@a as “putative” it is because a class has ladleged, but not certified in that
matter. Until and unless a class has been cerfifjeithe court, it has not been established thah#meed plaintiffs represent the class of
plaintiffs they purport to represent.

Settlement of Consolidated Securities Acti

Twelve putative class actions purportedly broughbehalf of purchasers of QQilpublicly traded securities between May 24, 1984
February 14, 2002 were consolidated into a conatiisecurities action pending in federal distiairt in Colorado. The first of these
actions was filed on July 27, 2001. Plaintiffs gd, among other things, that defendants issued faild misleading financial results and
made false statements about QCII's business am$iments, including making materially false statetsién certain of QCII's registration
statements. The most recent complaint in this matteght unspecified compensatory damages and it However, counsel for
plaintiffs indicated that the putative class wosdgk damages in the tens of billions of dollars.

On November 23, 2005, QCII, certain other deferglaand the putative class representatives entete@und filed with the federal
district court in Colorado a Stipulation of Part@dttlement that, if implemented, will settle tlwnsolidated securities action against QCII and
certain other defendants. In September 2006, therdé district court in Colorado issued an ordepraping the proposed settlement on behalf
of purchasers of QCII's publicly traded securitietween May 24, 1999 and July 28, 2002. The oslisulbject to appeal.

Under the settlement, QCII will pay a total of $4@0lion in cash—$100 million of which was deposit&to an escrow account in the
first quarter of 2006, $100 million of which waspasited on October 27, 2006, and $200 million ofolvtwill be deposited on January 15,
2007, plus interest on the $200 million at 3.75%ym&r for the period from October 29, 2006 throdghuary 14, 2007.

The settlement resolves and releases the individagths of the class representatives and the clafrtise class they represent against
QCIl and all defendants except Joseph Nacchio, @@&ltmer chief executive officer, and Robert Wadalflr QCII's former chief financial
officer. As part of the settlement, QCII receivekd$nillion from Arthur Andersen LLP, which is albeing released by the class
representatives and the class they represent Hdtilement is not ultimately effected, QCIl wdpay the $10 million to Arthur Andersen.
parties admit any wrongdoing as part of the sett@m

As noted below under “Remaining Securities Actibaspumber of persons, including large pension fymeere excluded from the
settlement class at their request. Some of thesgigefunds have filed individual suits against QQICII will vigorously defend against su
claims.

Settlement of Consolidated ERISA Actic

Seven putative class actions purportedly brougairast) QCIl on behalf of all participants and beciefies of the Qwest Savings and
Investment Plan and predecessor plans, or the fetem,March 7, 1999 until January 12, 2004 haventmmsolidated into a consolidated
action in federal district court in Colorado. Otliefendants in this action include current and fardirectors of QCII, former officers and
employees of QCII and Deutsche Bank Trust Compamgiicas, or Deutsche Bank (formerly doing busirmssBankers Trust Company).
These suits also purport to seek relief on beHati®Plan. The first of these actions was filed/iarch 2002. Plaintiffs assert breach of
fiduciary duty claims against QCII and others untther Employee Retirement Income Security Act of4,.%& amended, alleging, among o
things, various improprieties in managing holdin§QCII stock in the Plan. Plaintiffs seek damagegjitable and declaratory relief, along
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with attorneys’ fees and costs and restitution.i@elifor plaintiffs indicated that the putativesdavould seek billions of dollars of damages.

On April 26, 2006, QCII, the other defendants, g putative class representatives entered intgpal&ion of Settlement that, if
implemented, will settle the consolidated ERISA@ttQCII has deposited $33 million in cash intsettlement fund for the benefit of the
Plan in connection with the proposed settlementitBide Bank has deposited $4.5 million in cashangettlement fund for the benefit of the
Plan to settle the claims against it in connectiith the proposed settlement. No parties admitwrgngdoing as part of the proposed
settlement. QCII received certain insurance progesda contribution by individual defendants te gettlement, which offset $10 million of
QCII's $33 million payment. If the settlement istndtimately effected, QCII will repay these insoca proceeds. In addition to the
$33 million cash settlement, QCII has also agrequhly, subject to certain contingencies, the am(fiahy) by which the Plan’s recovery
from the settlement of the consolidated securd®n is less than $20 million. If approved by thtrict court, the proposed settlement will
settle and release the claims of the class aga@i@ftand all other defendants in the consolidatBiSA action. The federal district court in
Colorado has issued orders (1) preliminarily apprgthe proposed settlement, (2) setting a heddnflovember 17, 2006 to consider final
approval of the proposed settlement, and (3) gértifa 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 QCIll commark sitatheir Plan accounts from
March 7, 1999 until January 12, 2004. The propasttlement is subject to review on appeal if theriit court were finally to approve it.

DOJ Investigation and Remaining Securities Actio

The Department of Justice, or DOJ, investigatioth e securities actions described below presetgrraband significant risks to QC
The size, scope and nature of the restatement€tfsonsolidated financial statements for 2008l 2000, which are described in QCII's
previously issued consolidated financial statemémtshe year ended December 31, 2002, or QCIIB22Binancial Statements, affect the
risks presented by this investigation and theserstas these matters involve, among other thiQ@4|'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 @@tiancial results or financial condition that mdgimately result from these matters.

QCIl has a reserve recorded in its financial statesifor 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 “Remaining Securities Actions,” have optetiaiithe settlement of the consolidated securaigtgon. QCII has recorded its estimate of
the minimum liability for these matters becauseestimate of probable loss for these matters igtabestimate than any other amount. If the
recorded reserve is insufficient to cover thesetensit QCII will need to record additional chargest$ consolidated statement of operation
future periods. The amount QCII has reserved fes¢hmatters is its estimate of the lowest endeptissible range of loss. The ultimate
outcomes of these matters are still uncertain hadimount of loss QCII may ultimately incur couddubstantially more than the reserve it
has provided.

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 éhastions. Any settlement of or judgment in onenore of these actions substantially in
excess of QCII's recorded reserves could haverdfigignt impact on QCII, and QCII can give no asswe that it will have the resources
available to pay any such judgment. The magnitddmg settlement or judgment resulting from thestgoas could materially and adversely
affect QCII's financial condition and ability to rkits debt obligations, potentially impactingétedit ratings, its ability to access capital
markets and its compliance with debt covenantadufition, the magnitude of any such settlementidginent may cause QCII to draw down
significantly on its cash balances, which might&QCII to obtain additional financing or explother methods to generate cash. Such
methods
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could include issuing additional securities oriagllassets. As a wholly owned subsidiary of QCil, business operations and financial
condition would be similarly affected.

The terms and conditions of applicable bylaws,ifteates or articles of incorporation, agreementaggplicable 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 Offiges 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. At their request, plaintiffs in thesgians were excluded from the
settlement class of the consolidated securitigerachs a result, their claims were not releasedheydistrict court’s order approving the
settlement of the consolidated securities actitresg plaintiffs have variously alleged, among othigrgs, that QCIl and others violated
federal and state securities laws, engaged in frauil conspiracy and negligent misrepresentatamy breached fiduciary duties owed to
investors by issuing false and misleading finanpbrts and statements, falsely inflating revesmu decreasing expenses, creating false
perceptions of revenue and growth prospects aredipioying improper accounting practices. Other @fats in one or more of these acti
include current and former directors of QCII, fomoéficers and employees of QCII, Arthur AndersdrPl. certain investment banks and
others. Plaintiffs variously seek, among otherdbircompensatory and punitive damages, restitutignitable and declaratory relief, pre-
judgment interest, costs and attorr’ fees.
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Together, the parties to these lawsuits contertdtiey have incurred losses resulting from thereBiments in QCII's securities in
excess of $1.51 billion; they have also assertaiing for punitive damages and interest, in additialaims to recover their alleged losses.

Plaintiff(s) Date Filed Court Where Action Is Pending
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
Shriners Hospital for Children March 22, 2004 Federal District Court in Colorado
October 31, 200
Teacher Retirement System of Louisial March 30, 200 Federal District Court in Colorac
A number of New York City pension and retirememida September 22, 20( Federal District Court in Colorac
New York State Common Retirement FL April 18, 2006 Federal District Court in Colorac
San Francisco Employees Retirement Sys April 18, 2006 Federal District Court in Colorac
Fire and Police Pension Association of Color April 18, 2006 Federal District Court in Colorac
Commonwealth of Pennsylvania Public School May 1, 2006 Federal District Court in Colorado
Employee’ Retirement Syster
Merrill Lynch Investment Master Basic Value Trustrid, June 21, 2006 Federal District Court in Colorado
et al.
Denver Employees Retirement P August 7, 200¢ Federal District Court in Colorac
FTWF Franklin Mutual Beacon Fund, et al. October 17, 2006 Superior Court, State of California,

County of San Francisc

At their request, other persons (including largespen funds) who have not yet filed suit were agoluded from the settlement class.
As a result, their claims were not released byotigker approving the settlement of the consolidatalirities action. QCII expects that som
these other persons will file actions againstit i$ unable to resolve those matters amicablyhénaggregate, the persons who have requeste
exclusion from the settlement class, excluding ¢hted in the table above, contend that they laaerred losses resulting from their
investments in QCII's securities of approximately billion, which does not include any claims fomitive damages or interest. Due to the
fact that many of the persons who requested exeidsom the settlement class have not filed lavestitis difficult to evaluate the claims that
they may assert. Regardless, QCII will vigorousdfethd against any such claims.

Other

A putative class action purportedly brought on liebfgpurchasers of QCI$ stock between June 28, 2000 and June 27, 200@vamet:
of U S WEST, Inc. stock on June 28, 2000 is pendingolorado in the District Court for the CountiyRoulder. We are also a defendant in
this action. This action was filed on June 27, 20012intiffs allege, among other things, that Q&1 other defendants issued false and
misleading statements and engaged in improper atioguractices in order to accomplish the U S WESBiest merger, to make QCII
appear successful and to inflate the value of @Gitock. Plaintiffs seek unspecified monetary dasadisgorgement of illegal gains and
other relief.
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KPNQwest Litigation/Investigatior
Settlement of Putative Securities Class Action

A putative class action is pending in the federstratt 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 sharktes), 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 scheshé@eceptive course of business in order to infkRBIQwest’s revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamalges and/or rescission as appropriate agairstiabaits, as well as an award of
plaintiffs’ attorneys’ fees and costs. On Februgrg006, QCII, certain other defendants and thatpug class representative in this action
executed an agreement to settle the case agairika@{certain other defendants. Under the settteragreement, QCII has deposited
$5.5 million in cash into a settlement fund on bebfkthe settlement class, and no later than 3@ dallowing final approval by the court,
QCII will issue shares of its stock to the settletfeind then valued at $5.5 million as additionahsideration for the settlement. The
settlement agreement would settle the individugiht$ of the putative class representative andltims of the class he purports to represent
against QCII and all defendants except Koninkli&N N.V. a/k/a Royal KPN N.V., Willem Ackermans, |Ee Blok, Joop Drechsel, Martin
Pieters, and Rhett Williams. Those defendants arégs to a separate proposed settlement agreewithrihe putative class representative.
The federal district court for the Southern DigtoENew York has issued orders (1) preliminarippeoving the proposed settlements,

(2) setting a hearing for January 4, 2007 to cardital approval of the proposed settlements, (@haertifying a settlement class on beha
purchasers of KPNQwest's publicly traded securiiemn November 9, 1999 through May 31, 2002.

QCII's settlement agreement with the putative ctapsesentative is subject to a number of conditamd future contingencies. Among
others, it (i) requires final court approval; (ijovides QCII with the right to terminate the stikent if class members representing more than
a specified amount of alleged securities lossest &3eopt out of the settlement; (iii) provides Q@ith the right to terminate the settlement if
it does not receive adequate protections for clagfeging to substantive liabilities of non-setflidefendants; and (iv) is subject to review on
appeal even if the district court were finally fgpaove it. Any lawsuits that may be brought by jg@rbpting out of the settlement will be
vigorously defended regardless of whether the pegaettlement is consummated. No parties admitvaoiygdoing as part of the proposed
settlement.

Certain individuals and entities have opted ouhefKPNQwest securities settlement class. As dtreélair claims will not be released
even if the settlement is finally approved by theritt court. Some of these individuals and eegithave already filed actions against QCII, as
described below. QCII expects that at least sombebthers who opted out will also pursue actageainst it if it is unable to resolve their
claims amicably. In the aggregate, those who hagaeasted exclusion from the settlement class cilyreantend that they have incurred
losses resulting from their investments in KPNQveesturities during the settlement class period tdast $76 million, which does not
include any claims for punitive damages or interébe amount of these alleged losses may incraasdecoease in the future as QCII learns
more about the potential claims of those who opigddf the settlement class. Due to the fact theyrof those who requested exclusion f
the settlement class have not filed lawsuits basetthe losses they claim to have incurred fromrtileiestments in KPNQwest securities
during the settlement class period, it is diffidoltevaluate the claims that they may assert. Riézgs, QCII will vigorously defend against
such claims.

Other KPNQwest-Related Proceedings

On October 31, 2002, Richard and Marcia Grandyesté¢es of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendaléges, among other things, that the defendaolated state and federal securities |i
and breached their fiduciary duty in connectiorhvifitvestments by plaintiffs in securities of KPNQweQCll was a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie3)seph Nacchio and John McMaster, the former érasand
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Chief Executive Officer of KPNQwest. Plaintiffs alato have lost approximately $10 million in theivestments in KPNQwest. The supe
court granted defendants’ motion for partial sumymadgment with respect to a substantial portioplaintiffs’ claims and the remainder of
plaintiffs’ claims were dismissed without prejudi¢daintiffs have appealed the summary judgmentioia the Arizona Court of Appeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Maijeheir capacities as trustees in the Dutchkhartcy proceeding for KPNQwest,
filed a lawsuit in the federal district court fdret District of New Jersey alleging violations oé tRacketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCIlI was a defanidahis lawsuit along with Joseph
Nacchio, Robert S. Woodruff and John McMaster.rRiffis allege, among other things, that defenc’ actions were a cause of the
bankruptcy of KPNQwest and they sought damagethéobankruptcy deficit of KPNQwest of approximat&R.4 billion. Plaintiffs also
sought treble damages as well as an award of ffifai@ttorneys’ fees and costs. On October 17,8@Be court issued an order granting
defendantsimotion to dismiss the lawsuit, concluding that dispute should not be adjudicated in the UnitedeStal hat decision is subject
appeal.

On June 17, 2005, Appaloosa Investment Limitedréeship I, Palomino Fund Ltd., and Appaloosa Manaay# L.P. filed a lawsuit in
the federal district court for the Southern Digtg€New York against QCII, Joseph Nacchio, JohrivMster and Koninklijke KPN N.V., or
KPN. The complaint alleges that defendants violdg¢el@ral securities laws in connection with thechasse by plaintiffs of certain KPNQwest
debt securities. Plaintiffs seek compensatory dasiaas well as an award of plaintiffs’ attorneygd and costs.

On September 13, 2006, Cargill Financial Markeks,ad Citibank, N.A. filed a lawsuit in the DigttiCourt of Amsterdam, The
Netherlands against QCII, KPN Telecom B.V., Konijdd KPN N.V., Joseph Nacchio, John McMaster, aticeoformer employees
supervisory board members of QCIl, KPNQwest, or KIPhe lawsuit alleges that defendants misrepredeét®NQwest’s financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPNe@st to borrow funds under that facili
The plaintiffs allege damages of approximately €&1iion (or $278 million based on the exchangerah September 30, 2006).

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@i entered into a proposed settlement (and fahwhhas a remaining reserve of
$5.5 million in connection with the proposed settiant), QCII will continue to defend against the gieg KPNQwest litigation matters
vigorously.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatanpmission opened a proceeding to investigate whethavere 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 Ratiah plan, or AFOR. Multiple parties filed commeit that proceeding and variously
argued that we should be subject to a range ofnegents 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
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shortfall must be credited or refunded to our Neexho customers. The Commission also opened anaamfeent and implementation docl
to review our investments and consider the strecamd size of any refunds or credits to be isso@distomers. On May 12 and 13, 2005, we
filed appeals in federal district court and in dhew Mexico State Supreme Court, respectively, engling the lawfulness of the
Commission’s Final Order. On February 24, 2006 félueral district court granted the defendamstion to dismiss and on June 29, 2006
New Mexico Supreme Court issued its opinion affixgithe Commissic's Final Order. The opinion concluded that the Cassion had the
authority to add to the AFOR the incentive requgriwest to issue credits or refunds in the amofititeoshortfall between the investment
commitment and the amount invested during the t&rthe AFOR.

On July 26, 2006, we entered into a settlement thighNew Mexico General Services Department andNthe Mexico Attorney
General that would resolve the disputes describegiea This settlement must be approved by the Casiari, and the hearing to consider the
settlement is set for November 2006. Under théeseént, we would contribute $15 million, for whiefe have established a liability, to the
Students and Teachers Reaching Optimal New Goajed®ra program established and operated underusgices of the New Mexico
Department of Education. In addition, we would isivie our New Mexico network a total of $250 milliover 42 months in specific
categories of telecommunications infrastructurggmts. Our obligation to make these expendituresiavestments will arise only upon
approval of the settlement by the Commission. énuthlikely event that we do not achieve the reglingestment level over the 42 month
period, we would be required under the settlemen¢fund any deficiency to our New Mexico customers

Other Matters

Several putative class actions relating to thelfaton of fiber optic cable in certain rights-afay were filed against QCIl on behalf of
landowners on various dates and in various conr@aiifornia, Colorado, Georgia, lllinois, Indian€éansas, Mississippi, Missouri, Oregon,
South Carolina, Tennessee and Texas. For the radstipe complaints challenge QCII's right to ifisita 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 broughtlvelftof state-wide classes in the
named plaintiffs’ respective states. Several astjpurport to be brought on behalf of mudtate classes. The lllinois state court action @us
to be on behalf of landowners in lllinois, lowa,ifecky, Michigan, Minnesota, Nebraska, Ohio andafisin. The lllinois federal court
action purports to be on behalf of landowners ikalisas, California, Florida, lllinois, Indiana, Mdairi, 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 oneheb trespass and unjust enrichment, as welliagive damages.

On September 1, 2006, Ronald A. Katz Technologghsing, L.P. (“Katz”) filed a lawsuit in Federaldbiict Court in Delaware against
QCII (including a number of its subsidiaries). Thesuit alleges infringement by QCII of 24 pateritke lawsuit also names as defendants a
number of other entities that are unrelated to QK4kz is also involved in approximately 24 othases against numerous other unrelated
entities both in Delaware and in the Eastern Distf Texas. Although the complaint against QCNagjue, it generally alleges infringement
based on QCII's use of interactive voice respogstess to automate processing of customer caitsk@tz seeks unspecified damages,
trebling of the damages based on alleged willfiririgement, attorney’s fees and injunctive relief.

The Internal Revenue Service (“IRS”) proposed aadjustment for tax years 1994 through 1996. Timcjpral issue involves the
allocation of costs between longrm contracts with customers for the installattbieonduit or fiber optic cable and additional caitar fiber
optic cable retained by QCII. The IRS disputes the
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allocation of the costs between QCII and thirdipartSimilar claims have been asserted against @itHIrespect to the 1997 to 1998 and the
1998 to 2001 audit periods. On March 13, 2006,Tére Court issued a decision for the tax years 109096, which was favorable to QCII.
The IRS may appeal the decision to the 10th CirCoitrt of Appeals. The trial for the 199B98 tax years has been scheduled for April 2
If QCII ultimately were to lose this issue for ttax years 1994 through 1998, QCII estimates it wdwlve to pay approximately $57 million
in tax plus approximately $51 million in interestrpuant to tax sharing agreements with the AnsdBotmpany 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 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. Generally, @&slnot provided for liabilities of former affiled members or for claims they have
asserted or may assert against QCII. QCII beliévJess adequately provided for these tax-relatetlersa If the recorded reserves for these
tax-related matters are insufficient, QCII may ne&edecord additional amounts in future periods.
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MANAGEMENT
Directors and Executive Officers
Below you can find information, including biographl information, about our current directors andaiive officers:

Age
Name jfl Position
Richard C. Notebae 59 Director, Chief Executive Officer and Presid:
Oren G. Shaffe 64 Director, Vice Chairman and Chief Financial Offic
Barry K. Allen 57  Executive Vice President, Operatic
Paula Kruge 57  Executive Vice President, Mass Mark
John W. Richardso 61 Controller and Senior Vice Preside

(1) As of September 30, 20(

Richard C. Notebaerhas been a director and our Chief Executive Offéael President since June 2002. Mr. Notebaelsisaadirecto
and Chairman and Chief Executive Officer of QCIltd&pSC. From August 2000 to June 2002, Mr. Notehaast President and Chief
Executive Officer of Tellabs, a communications @quént provider. Prior to that, Mr. Notebaert wasi@an and Chief Executive Officer
Ameritech Corporation from April 1994 to Decemb®09, and, in his 3@ear career with that organization, had numerobsrappointmeni
including President of Ameritech Mobile Communioas (1986), President of Indiana Bell (1989), Riesi of Ameritech Services (1992),
and President and Chief Operating Officer (1993 wiferitech Corporation. Ameritech Corporation iecommunications provider that w
acquired by SBC Communications Inc. in 1999. Mrtéthaert currently serves as a director of Aon Cafpon and Cardinal Health, Inc.
Mr. Notebaert received a bachelor of arts degréd®8® and an M.B.A. in 1983, both from the Univigrsif Wisconsin.

Oren G. Shaffethas been a director and our Vice Chairman andf@&meancial Officer since July 2002. Mr. Shaffes@lholds these
positions with QSC and is Vice Chairman and ChiagRcial Officer of QCII. Prior to joining QCII, MiShaffer was President and Chief
Operating Officer of Sorrento Networks, a makeopfical products, beginning in 2000. From 1994389, he was Chief Financial Officer
Ameritech Corporation, a telecommunications provitiat was acquired by SBC Communications Inc.989L He has also served as
President of Virgo Cap Inc., an investment firmg démom 1968 to 1992 in various positions (includExgecutive Vice President, Chief
Financial Officer and director) at Goodyear TirdR&bber Co. Mr. Shaffer serves on the boards otttire of Belgacom SA, the Daiwa
family of mutual funds and Intermec, Inc. He hoddisachelor of science degree in business admitistrziom the University of California at
Berkeley and an M.S. degree in management fronvilesachusetts Institute of Technology.

Barry K. Allen has served as our Executive Vice President, Gpagtsince March 2004. Mr. Allen also holds thpesitions with
QCIl and QSC. From August 2002 to March 2004, MieAserved as our Executive Vice President an@ftiiman Resources Officer.
From August 2000 to August 2002, Mr. Allen was Rfest of Allen Enterprises, LLC, a private equitw@éstment and management company
he founded. From 1995 to July 2000, Mr. Allen wasdttive Vice President of Ameritech Corporatiotelacommunications provider.
Mr. Allen serves on the boards of directors of EaiDavidson Inc. and the Fiduciary Management, faamily of mutual funds. Mr. Allen
received a bachelor of arts degree from the Unityeo$ Kentucky and an M.B.A. from Boston Univessit

Paula Kruger has served as our Executive Vice President, Maakéfls, since September 2003. Ms. Kruger also hbldgosition
with QSC. From December 2001 to September 2003 KMger served as President of the Customer Rekttip Management service line at
Electronic Data Systems Corporation, a technolagymany. From September 1999 to January 2002, Mgd€rwas a search consultant for
Taylor Winfield and for Heidrick & Struggles, bo#ixecutive search firms. From March 1997 to Septerh®89,
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Ms. Kruger served as Executive Vice President ofr@jions at Excel Communications, Inc., a provimféntegrated media communications.
Ms. Kruger currently serves as a director of Tedbay Solutions Company. Ms. Kruger earned a bachadlarts degree in economics from
C.W. Post—Long Island University and an M.B.A. fr@xW. Post—Roth Graduate School of Business.

John W. Richardsorhas served as our Controller and Senior Vice Beesisince April 2003 and was designated our @gebunting
officer in April 2004. Mr. Richardson also holdse#e positions with QCII. From October 2002 to AgAD3, Mr. Richardson was an
independent consultant. From 1967 to October 2PB2Richardson held various financial positionstet Goodyear Tire & Rubber
Company, the world’s largest tire manufacturerluding most recently Vice President of Financetfa North American tire business unit.
Mr. Richardson currently serves as a director diwarth, Inc. Mr. Richardson received his B.B.A. dsggfrom Ohio University.

Director and Officer Compensatio

Each of the officers and directors listed abowveuisently an officer of QSC or an affiliate of QS&ther than QC, and receives
compensation from QSC or the affiliate. We do ret pny cash or non-cash compensation to our offied directors and no such
compensation is currently proposed to be paid yoddithe officers and directors listed above.
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THE EXCHANGE OFFER

Purpose of the Exchange Offer

This exchange offer is being made pursuant toghestration rights agreement we entered into withititial purchasers of the
outstanding notes on August 8, 2006. The summatlyeofegistration rights agreement contained hateas not purport to be complete an
qualified in its entirety by reference to the réxgiion rights agreement. A copy of the registratights agreement is filed as an exhibit to the
registration statement of which this prospectumfoa part.

Terms of the Exchange Offer; Expiration Time

This prospectus and the accompanying letter obtrattal together constitute the exchange offer.j&ailio the terms and conditions in
this prospectus and the letter of transmittal, viltagcept for exchange outstanding notes thatwaliely tendered at or before the expiration
time and are not validly withdrawn as permittedolpel The expiration time for the exchange offer:806p.m., New York City time, on
December 18, 2006, or such later date and timenhtohwve, in our sole discretion, extend the excleaofger.

We expressly reserve the right, in our sole dismnet
e to extend the expiration tim

« if any of the conditions set forth below under “—@iitions to the Exchange Offer” has not been satisto terminate the exchange
offer and not accept any outstanding notes for @xgh; anc

» to amend the exchange offer in any man

We will give oral or written notice of any extensialelay, non-acceptance, termination or amendamptomptly as practicable by a
public announcement, and in the case of an extensmlater than 9:00 a.m., New York City time,tba next business day after the
previously scheduled expiration time.

During an extension, all outstanding notes previotendered will remain subject to the exchangerméind may be accepted for
exchange by us, upon expiration of the exchangs afihless validly withdrawn.

Each broker-dealer that receives exchange notétsfown account in exchange for outstanding natégre such outstanding notes
were acquired by such broker-dealer as a resuftawket-making activities or other trading activatienust acknowledge in the letter of
transmittal that it will deliver a prospectus imeection with any resale of such exchange notes:‘Blan of Distribution.”

How to Tender Outstanding Notes for Exchange

Only a record holder of outstanding notes may teimdthe exchange offer. When the holder of outditagn notes tenders and we accept
outstanding notes for exchange, a binding agreeb®imteen us and the tendering holder is creatéjediio the terms and conditions in this
prospectus and the accompanying letter of tranaimiikcept as set forth below, a holder of outstamdotes who desires to tender
outstanding notes for exchange must, at or pritineécexpiration time:

« transmit a properly completed and duly executeedetf transmittal, the outstanding notes beingléead and all other documents
required by such letter of transmittal, to U.S. B&tational Association, the exchange agent, aatldress set forth below under the
heading“—The Exchange Age”; or

» if outstanding notes are tendered pursuant to tlo&-entry procedures set forth below, an agent'ssage must be transmitted by
The Depository Trust Company, or DTC, to the exdeaagent at the address set forth below underdhdihg “—The Exchange
Agent,” and the exchange agent must receive, ptior to the expiration time, a confirmation of theok-entry transfer of the
outstanding notes being tendered into the exchagggr's account at DTC, along with the a¢’s message; ¢
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» if time will not permit the required documentatittnreach the exchange agent before the expirdtios br the procedures for book-
entry transfer cannot be completed by the expindiine, the holder may effect a tender by complyiritl the guaranteed delivery
procedures described belc

The term “agent’'s message” means a message that:
» istransmitted by DTC
» isreceived by the exchange agent and forms aparbool-entry transfer

» states that DTC has received an express acknowteslgdehat the tendering holder has received angkago be bound by, and
makes each of the representations and warrantigained in, the letter of transmittal; a

» states that we may enforce the letter of transhatiainst such holde

The method of delivery of the outstanding notes, #hletter of transmittal or agent’s message and atither required documents to
the exchange agent is at the election and sole riekthe holder. If such delivery is by mail, we reemmend registered mail, properly
insured, with return receipt requested. In all case, you should allow sufficient time to assure timgldelivery. No letters of transmittal
or outstanding notes should be sent directly to us.

Signatures on a letter of transmittal must be guer unless the outstanding notes surrenderexkétiange are tendered:

» by a holder of outstanding notes who has not coraglthe box entitled “Special Issuance Instructiams'Special Delivery
Instruction” on the letter of transmittal; «

« for the account of a recognized member in gooddétgnof a Medallion Signature Guarantee Prograrogeized by the exchange
agent, such as a firm which is a member of a regidtnational securities exchange, a member dfi#ienal Association of
Securities Dealers, Inc., a commercial bank ot tompany having an office or correspondent inUhé&ed States or certain other
eligible institutions, each of the foregoing benederred to herein as ¢ eligible institution”

If signatures on a letter of transmittal or notidevithdrawal are required to be guaranteed, therantor must be an eligible institution.
If outstanding notes are registered in the narmepdrson other than the person who signed the tdtteansmittal, the outstanding notes
tendered for exchange must be endorsed by, or gmuted by a written instrument or instruments ahsfer or exchange, in satisfactory
form as determined by us in our sole discretioty dxecuted by the registered holder with the itegézl holder’s signature guaranteed by an
eligible institution.

We will determine in our sole discretion all quess as to the validity, form, eligibility (includjntime of receipt) and acceptance of
outstanding notes tendered for exchange and at oftguired documents. We reserve the absolutétagh
* reject any and all tenders of any outstanding notevalidly tenderec

» refuse to accept any outstanding note if, in odgjuent or the judgment of our counsel, acceptahtieemutstanding note may be
deemed unlawful

» waive any defects or irregularities or conditiofishe exchange offer, either before or after thgirtion time; anc

» determine the eligibility of any holder who seettggnder outstanding notes in the exchange ¢

Our determinations, either before or after the &tjwn time, under, and of the terms and conditiminshe exchange offer, including the
letter of transmittal and the instructions to itas to any questions with respect to the tendangfoutstanding notes, will be final and binc

on all parties. To the extent we waive any condgito the exchange offer, we will waive such candi as to all outstanding notes. Holders
must cure any defects
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and irregularities in connection with tenders ofstanding notes for exchange within such reasoradiied of time as we will determine,
unless we waive such defects or irregularitiestideiwe, the exchange agent nor any other persbbeviinder any duty to give notification
of any defect or irregularity with respect to aepder of outstanding notes for exchange, nor wifl @ us incur any liability for failure to
give such notification.

If you beneficially own outstanding notes registeire the name of a broker, dealer, commercial bankf company or other nominee
and you wish to tender your outstanding notes énetkchange offer, you should contact the registeoddier promptly and instruct it to tender
on your behalf.

WE MAKE NO RECOMMENDATION TO THE HOLDERS OF THE OWHTANDING NOTES AS TO WHETHER TO TENDER C
REFRAIN FROM TENDERING ALL OR ANY PORTION OF THEIRUTSTANDING NOTES IN THE EXCHANGE OFFER. IN
ADDITION, WE HAVE NOT AUTHORIZED ANYONE TO MAKE ANY SUCH RECOMMENDATION. HOLDERS OF THE
OUTSTANDING NOTES MUST MAKE THEIR OWN DECISION AS@® WHETHER TO TENDER PURSUANT TO THE EXCHANGE
OFFER, AND, IF SO, THE AGGREGATE AMOUNT OF OUTSTANRG NOTES TO TENDER, AFTER READING THIS
PROSPECTUS AND THE LETTER OF TRANSMITTAL AND CONSUING WITH THEIR ADVISERS, IF ANY, BASED ON THEIR
FINANCIAL POSITIONS AND REQUIREMENTS.

Book-Entry Transfers

Any financial institution that is a participantMrC’s system must make book-entry delivery of auiging notes by causing DTC to
transfer the outstanding notes into the exchangatagaccount at DTC in accordance with DTC’s Audded Tender Offer Program, known
as ATOP. Such participant should transmit its ataoege to DTC at or prior to the expiration timecomply with the guaranteed delivery
procedures described below. DTC will verify sucbhegatance, execute a book-entry transfer of theeteadoutstanding notes into the
exchange agent’s account at DTC and then sene texithange agent confirmation of such book-ensnystier. The confirmation of such
book-entry transfer will include an agent’'s messadee letter of transmittal or facsimile thereofaor agent’s message, with any required
signature guarantees and any other required dodspmust be transmitted to and received by theangh agent at the address set forth
below under “—The Exchange Agent” at or prior te #xpiration time of the exchange offer, or thedeoimust comply with the guaranteed
delivery procedures described below.

Guaranteed Delivery Procedures

If a holder of outstanding notes desires to tesdeh notes and the holder’s notes are not immeyliatailable, or time will not permit
such holder’s outstanding notes or other requiaalichents to reach the exchange agent before thiagep time, or the procedure for book-
entry transfer cannot be completed on a timelyshastender may be effected if:

» ator prior to the expiration time, the exchangerdgeceives from an eligible institution a validigmpleted and executed notice of
guaranteed delivery, substantially in the form agganying this prospectus, by facsimile transmissioail or hand delivery, setti
forth the name and address of the holder of thstaatling notes being tendered and the amount afutstanding notes being
tendered. The notice of guaranteed delivery wéltesthat the tender is being made and guarantewvithén three New York Stock
Exchange trading days after the date of executidheonotice of guaranteed delivery, the certifisafor all physically tendered
outstanding notes, in proper form for transfera tmook-entry confirmation, as the case may be thagevith a validly completed
and executed letter of transmittal with any recqisggnature guarantees or an agent’s message wrodrem documents required by
the letter of transmittal will be transmitted t@tbxchange agent; a

» the exchange agent receives the certificates f@hgkically tendered outstanding notes, in prdpen for transfer, or a book-entry
confirmation, as the case may be, together withlialy completed and executed letter of transmiktdélh any required signature
guarantees or an ag’s message and a

66



Table of Contents

other documents required by the letter of transipittithin three New York Stock Exchange tradingslafter the date of execution
of the notice of guaranteed delive

The notice of guaranteed delivery must be recepréat to the expiration time.

Withdrawal Rights
You may withdraw tenders of your outstanding neatieany time prior to the expiration time.

For a withdrawal to be effective, a written notafavithdrawal, by facsimile or by mail, must be eé@d by the exchange agent, at the
address set forth below under “—The Exchange Agahgr prior to the expiration time. Any such roaiof withdrawal must:

» specify the name of the person having tenderedukstanding notes to be withdrav
» identify the outstanding notes to be withdrawn|uding the and principal amount of such outstandiotgs;

« where outstanding notes have been tendered pursutire procedure for book-entry transfer descrideolve, specify the name and
number of the account at DTC to be credited withwlithdrawn outstanding notes and otherwise comtly the procedures of
DTC; and

» bear the signature of the holder in the same maasdre original signature on the letter of tranthiif any, by which such
outstanding notes were tendered, with such sigaguaranteed by an eligible institution, unleshsuder is an eligible
institution.

We will determine all questions as to the validftyrm and eligibility (including time of receiptf such notices and our determination
will be final and binding on all parties. Any temdd outstanding notes validly withdrawn will be el not to have been validly tendered for
exchange for purposes of the exchange offer. Pisopéthdrawn notes may be tendered by following one of the procedures desdrilnde
“—How to Tender Outstanding Notes for Exchange”abat any time at or prior to the expiration time.

Acceptance of Outstanding Notes for Exchange; Delivy of Exchange Notes

All of the conditions to the exchange offer mustshésfied or waived at or prior to the expiratafrthe exchange offer. Promptly
following the expiration time we will accept for éxange all outstanding notes validly tendered amdalidly withdrawn as of such date. We
will promptly issue exchange notes for all valityndered outstanding notes. For purposes of theaege offer, we will be deemed to have
accepted validly tendered outstanding notes fohamge when, as and if we have given oral or writigtice to the exchange agent, with
written confirmation of any oral notice to be giveromptly thereafter. See “—Conditions to the Exayg Offer” for a discussion of the
conditions that must be satisfied before we acaaptoutstanding notes for exchange.

For each outstanding note accepted for exchangdydlder will receive an exchange note registerettuthe Securities Act having a
principal amount equal to, and in the denominatifhrihat of the surrendered outstanding note. Adiogtty, registered holders of exchange
notes that are outstanding on the relevant recatel for the first interest payment date followihg tonsummation of the exchange offer will
receive interest accruing from the most recent thataugh which interest has been paid on the audstg notes, or if no interest has been
paid, from the original issue date of the outstagdiotes. Outstanding notes that we accept foramgdwill cease to accrue interest from and
after the date of consummation of the exchange.offe

If we do not accept any tendered outstanding notei§ a holder submits outstanding notes for atreprincipal amount than the hol
desires to exchange, we will return such unacceptedn-exchanged outstanding notes without coftedendering holder. In the case of
outstanding notes tendered by book-entry traneferthe exchange agent’s account at DTC, such ronamged outstanding notes will be
credited to an account maintained with DTC. We waturn the outstanding notes or have them credit&ilr C promptly after the withdraw:
rejection of tender or termination of the exchaaffer, as applicable.
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Conditions to the Exchange Offer

The exchange offer is not conditioned upon theeeond any minimum principal amount of outstandiriges. Notwithstanding any otr
provision of the exchange offer, or any extensibthe exchange offer, we will not be required toegat for exchange, or to issue exchange
notes in exchange for, any outstanding notes andtenminate or amend the exchange offer, by oralinfptly confirmed in writing) or
written notice to the exchange agent or by a tinpegss release, if at any time before the expimatfcthe exchange offer, any of the follow
conditions exist:

e any action or proceeding is instituted or threatieineany court or by or before any governmentahagehallenging the exchange
offer or that we believe might be expected to frittdr materially impair our ability to proceed Wwithe exchange offe

» any stop order is threatened or in effect with eespo either (1) the registration statement ofolthis prospectus forms a part or
(2) the qualification of the indenture governing tiotes under the Trust Indenture Act of 1939 nasraled

» any law, rule or regulation is enacted, adoptedppsed or interpreted that we believe might be ebegketo prohibit or impair our
ability to proceed with the exchange offer or taenially impair the ability of holders generally teceive freely tradeable exchange
notes in the exchange offer. &‘—Consequences of Failure to Exchange Outstandings”;

« any change or a development involving a prospectiange in our business, properties, assets,ifiabjlfinancial condition,
operations, results of operations taken as a whitdé js or may be adverse to

» any declaration of war, armed hostilities or otkiemilar international calamity directly or indirécinvolving the United States, or
the worsening of any such condition that existethatime that we commence the exchange offe

* we become aware of facts that, in our reasonadigment, have or may have adverse significance mpect to the value of the
outstanding notes or the exchange notes to bedssube exchange offe

Accounting Treatment

For accounting purposes, we will not recognize gailoss upon the issuance of the exchange notesifstanding notes. We are
expensing costs incurred in connection with theasse of the exchange notes when incurred.

Fees and Expenses

We will not make any payment to brokers, dealerstiers soliciting acceptance of the exchange efteept for reimbursement of
mailing expenses. We will pay the cash expenses iacurred in connection with the exchange offealuding:

» SEC registration fee:

» fees and expenses of the exchange agent and tr
e our accounting and legal fee

e printing fees; ani

» related fees and expens

Transfer Taxes

Holders who tender their outstanding notes for arge will not be obligated to pay any transfer saxeconnection with the exchange.
If, however, exchange notes issued in the exchaffgeare to be delivered to, or
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are to be issued in the name of, any person dtlaarthe holder of the outstanding notes tenderreifl adransfer tax is imposed for any reason
other than the exchange of outstanding notes inextion with the exchange offer, then the holdestnpay these transfer taxes, whether
imposed on the registered holder or on any othesgpe If satisfactory evidence of payment of orregon from, these taxes is not submitted
with the letter of transmittal, the amount of thésmsfer taxes will be billed directly to the tenichg holder.

The Exchange Agent

We have appointed U.S. Bank National Associatioauasexchange agent for the exchange offer. Altated letters of transmittal
should be directed to the exchange agent at oite afidresses set forth below. Questions and réexjfersassistance respecting the proced
for the exchange offer, requests for additionalie®pf this prospectus or of the letter of transahiind requests for notices of guaranteed
delivery should also be directed to the exchangaiagt one of its addresses below:

Deliver to:
U.S. Bank National Association

By hand delivery at: By mail or overnight courier at:
U.S. Bank U.S. Bank National Association
Attn: Mr. James Jones 60 Livingston Avenue
100 Wall Street, Suite 1600 St. Paul, MN 55107
New York, NY 1000t Attn: Specialized Finance Departmi
or

By Facsimile Transmission
(for eligible institutions only):

(651) 495-8158

Confirm by Telephone:
(651) 495-3476

Delivery of the letter of transmittal to an addressother than as set forth above or transmission ofugh letter of transmittal via
facsimile other than as set forth above will not castitute a valid delivery.

Consequences of Failure to Exchange Outstanding Nest

Outstanding notes that are not tendered or areeteddut not accepted will, following the consumiorabf the exchange offer, contir
to be subject to the provisions in the indenture thie legend contained on the outstanding notesdeat the transfer restrictions of the
outstanding notes. In general, outstanding notdssa registered under the Securities Act, mayaadaiffered or sold except pursuant to an
exemption from, or in a transaction not subjecthe, Securities Act and applicable state secuiéiess. We do not currently anticipate that
will take any action to register under the Secessithct or under any state securities laws the autlshg notes that are not tendered in the
exchange offer or that are tendered in the exchafigebut are not accepted for exchange.

Holders of the exchange notes and any outstanditesnwhich remain outstanding after consummatiah®®exchange offer will vote
together as a single series for purposes of detémgivhether holders of the requisite percentagb@fteries have taken certain actions or
exercised certain rights under the indenture.

Consequences of Exchanging Outstanding Notes

We have not requested, and do not intend to regalesthterpretation by the staff of the SEC as betlver the exchange notes issued in
the exchange offer may be offered for sale, resplatherwise transferred by any
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holder without compliance with the registration gmdspectus delivery provisions of the Securities. Nowever, based on interpretations of
the staff of the SEC, as set forth in a seriesoeéction letters issued to third parties, we baithat the exchange notes may be offered for
resale, resold or otherwise transferred by holdétsose exchange notes without compliance withréigéstration and prospectus delivery
provisions of the Securities Act, provided that:

« the holder is not a“affiliate” of ours within the meaning of Rule 405 promulgateder the Securities Ac
» the exchange notes issued in the exchange offercargred in the ordinary course of the hc's business

» neither the holder, nor, to the actual knowledgsumh holder, any other person receiving exchaogesrfrom such holder, has any
arrangement or understanding with any person ticfzate in the distribution of the exchange nasssied in the exchange offi

» if the holder is not a broker-dealer, the holderas engaged in, and does not intend to engagedistribution of the exchange
notes; anc

» if such a holder is a broker-dealer, such brakeader will receive the exchange notes for its asoount in exchange for outstanc
notes and tha

. such outstanding notes were acquired by such k-dealer as a result of mar-making or other trading activities; a

. it will deliver a prospectus meeting the requiretsesf the Securities Act in connection with theatesof exchange notes
issued in the exchange offer, and will comply with applicable provisions of the Securities Actwispect to resale of any
exchange notes. (In no-action letters issued td farties, the SEC has taken the position tha&tdsrdealers may fulfill their
prospectus delivery requirements with respect thamge notes (other than a resale of an unsolairedta from the original
sale of outstanding notes) by delivery of the peasps relating to the exchange offer). See “Plaisfribution” for a
discussion of the exchange and resale obligatibbsoerdealers in connection with the exchange o

Each holder participating in the exchange offef & required to furnish us with a written reprdaéion in the letter of transmittal that
they meet each of these conditions and agree $e tieems.

However, because the SEC has not considered themrge offer for our outstanding notes in the candé=a no-action letter, we cannot
guarantee that the staff of the SEC would makelairdeterminations with respect to this exchanderoff our belief is not accurate and you
transfer an exchange note without delivering apeotis meeting the requirements of the federalrgmsulaws or without an exemption frc
these laws, you may incur liability under the fedeecurities laws. We do not and will not assuonéndemnify you against, this liability.

Any holder that is an affiliate of ours or thatdens outstanding notes in the exchange offer ptirpose of participating in a
distribution:

* may not rely on the applicable interpretation @& 8EC staff’s position contained in Exxon Capitaldihgs Corp., SEC No-Action
Letter (April 13, 1988), Morgan, Stanley & Co., IN6EC No-Action Letter (June 5, 1991) and Shear&&terling, SEC No-
Action Letter (July 2, 1993); ar

« must comply with the registration and prospectus/ely requirements of the Securities Act in corti@twith a secondary resale
transaction

The exchange notes issued in the exchange offemataye offered or sold in any state unless these limeen registered or qualified for
sale in such state or an exemption from registnatioqualification is available and complied with the holders selling the exchange notes.
We currently do not intend to register or qualtig sale of the exchange notes in any state whereoukl not otherwise be required to
qualify.
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Filing of Registration Statements
Under the registration rights agreement we agraeng other things, that if:

* we determine that an exchange offer registratiorotsavailable or may not be consummated as sopreaticable after the
expiration of the exchange offer because it wouddate applicable law or the applicable interprietas of the SE’s staff;

» the exchange offer registration statement is noladed effective by June 19, 20(

« any holder notifies us after the commencement@fkettchange offer that due to a change in applidableor SEC policy such
holder is not entitled to participate in the exapawffer; or

« ifany holder that participates in the exchangerofénd tenders its registrable securities prigdhéoexpiration thereof), does not
receive exchange notes on the date of exchangenthabe sold without restriction under state amtkfal securities laws (other tr
due solely to the status of such holder as aria#ibf ours or as a participating brc-dealer);

we will file a registration statement under the Béies Act relating to a shelf registration of thetstanding notes for resale by holders an
our commercially reasonable efforts to have suelf sbgistration statement declared effective iy SEC. We are required to use our
commercially reasonable efforts to keep the slegjistration statement effective for the period merieed in Rule 144(k) under the Securities
Act, or such shorter period that will terminate wladl the notes covered by the shelf registratiatesnent have been sold pursuant to the
registration statement. The registration rightsagrent provides that we may delay the filing ordfiectiveness of a registration statement
for a period of up to 30 days during any 90 dayqukr

» because of the occurrence of other material ex@rdsvelopments with respect to us that would riedae described in the
registration statement, and the effectivenessefalistration statement is reasonably requirdzbteuspended while the registrai
statement is amended or supplemented to reflebtsuents or developmen

* Dbecause of the existence of material events orlojlerents with respect to us, the disclosure of Wwhie determine in good faith
would have a material adverse effect on our busjrgserations or prospects;

» because we do not wish to disclose publicly a pendiaterial business transaction that has notegen Ipublicly disclosec
provided that any delay period described abovenilalter our obligations to pay Additional Intstrevith respect to such delay.

We will, in the event of the shelf registrationtstaent, provide to the holder or holders of theliapple notes copies of the prospectus
that is a part of the registration statement filedonnection with the shelf registration statementify such holder or holders when the shelf
registration statement for the applicable notesbea®me effective and take certain other actior@asequired to permit resales of the
applicable notes under the shelf registration state. A holder of outstanding notes that sells suaties pursuant to the shelf registration
statement generally would be required to be narmsexdselling securityholder in the related prospeand to deliver a prospectus to
purchasers, and would be subject to certain o€ithieliability provisions under the Securities Aict connection with such sales.

Although we intend, if required, to file the shedfjistration statement, we cannot assure you hleathelf registration statement will be
filed or, if filed, that it will become or remairifective.

The foregoing description is a summary of certaovisions of the registration rights agreemendldés not restate the registration ric
agreement in its entirety. We urge you to readdiggstration rights agreement, which is an exhibthe registration statement of which this
prospectus forms a part and can also be obtainedds. See “Where You Can Find More Information.”
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DESCRIPTION OF OTHER INDEBTEDNESS

The following is a brief summary of important terofsour material indebtedness:

Other Notes

As of September 30, 2006, we had outstanding $iBi@nbaggregate principal amount of other notethwiarious interest rates ranging
from 5.625% to 8.875%, and maturities ranging fi2z@07 to 2043. All of these notes are unsecuredjatitins. The indentures governing our
other notes contain covenants including:

» alimitation on certain liens on our assets;

e arestriction on mergers or sales of all or suliithy all of our assets, which requires that ttensferee or successor assume the
obligations in respect of the noti

These indentures do not contain any cross defaaNigions.

Senior Term Loan

On June 9, 2003, we completed a $1.75 billion sereion loan with two tranches: a $1.25 billion tiog rate tranche that matures in
2007, and a $500 million fixed rate tranche thatures in 2010. The covenant and default termsgystantially the same as those associated
with our other long-term debt. The floating ratenithe bears interest at LIBOR plus 4.75% (with mimmiim interest rate of 6.50%) and the
fixed rate tranche bears interest at 6.95% permn@n June 17, 2005, we exercised our option tpgy&750 million of the floating rate
tranche of our senior term loan. On August 8, 20@5prepaid the remaining $500 million of the flogtrate tranche, which would otherwise
have matured on June 30, 2007.

Other Debt Related Matters

At September 30, 2006, QCII and its consolidatdabiliaries had total borrowings of $14.9 billiongluding the other notes and senior
term loan described above. Some of this indebtexdisesecured by liens on our stock. As a resulhership of our stock could transfer in the
event of a default on such obligations. At Septen®e 2006, QCII and its consolidated subsidianiese in compliance with all provisions
and covenants of their borrowings.
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DESCRIPTION OF THE NOTES

The exchange notes will be issued under an indentated as of October 15, 1999 between Qwest Gatipoy or QC (formerly known
as U S WEST Communications, Inc.), as issuer, @d\organ Trust Company, National Associationg@scessor in interest to Bank One
Trust Company, N.A.), as supplemented by a firppfemental indenture dated as of August 19, 2004den QC and U.S. Bank National
Association, as trustee (the “Trustee”), a secappemental indenture dated as of November 23, B@ddeen QC and the Trustee, a third
supplemental indenture dated as of June 17, 200&ba QC and the Trustee, and a fourth supplemimtahture dated as of August 8, 2006
between QC and the Trustee establishing the tefithe motes (as supplemented, the “Indenture”). fEn@s of the notes will include those
stated in the Indenture and those made part dhttenture by reference to the Trust Indenture AGt989, as amended (the “Trust Indenture
Act”).

The terms of the exchange notes and the outstamditeg are substantially identical, except thaetk@hange notes:

« will have been registered under the Securities

« will not contain transfer restrictions and registma rights that relate to the outstanding notes}

« will not contain provisions relating to the paymefitAdditional Interest

As used in this section, “QC” means Qwest Corporgta Colorado corporation, and its successorsydiany of its subsidiaries.

Capitalized terms used but not otherwise defingdihdnave the meanings assigned to them in thentodss and those definitions are
incorporated herein by reference.

The notes are a new series of notes and will adetfungibly with any notes previously issued urtterindenture.

Neither QC'’s direct parent corporation, QSC, nsitimate parent corporation, QCII, nor any of @8ubsidiaries has guaranteed the
payment of principal, premium, if any, or interestthe notes or has any other obligation in conoeatith the notes.

The Indenture does not limit the aggregate prin@pzount of notes that may be issued thereundependdes that notes may be issi
thereunder from time to time in one or more series.

The exchange notes will be issued only in registéoem, without coupons, in denominations of $1,@0@ integral multiples of $1,00
The notes are unsecured obligations of QC andeguoklly with all other unsecured and unsubordinatddbtedness of QC.

Holders of the outstanding notes who do not excadhgir outstanding notes for exchange notes wit Yogether as a separate serie
notes with holders of the exchange notes for &lant purposes under the Indenture. In that reghaedindenture requires that certain actions
by the holders of a series of notes (including Eretion following an Event of Default, as defineelow under “—Events of Default”) must
be taken, and certain rights must be exercisedpbgified minimum percentages of the aggregateipahamount of the outstanding notes.
Accordingly, all references in this section will Beemed to mean the requisite percentage in aggrpgacipal amount of the notes then
outstanding (including the exchange notes).

The following description is a summary of the matgprovisions of the Indenture. It does not resthe Indenture in its entirety. We
urge you to read the Indenture because it, anthiotlescription, defines your rights as holderthefnotes. A copy of the Indenture will be
available as described above under the heading f&eu Can Find More Information.”
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Principal, Maturity and Interest

QC will issue up to $600 million in aggregate pipat amount of exchange notes in this offering. @&y “reopen” any series of debt
securities (including the notes) issued under ticketure and issue additional securities of thagsevithout the consent of the holders of 1
series. The notes will not have the benefit of sinking fund.

The exchange notes will bear interest at the rh#e58%6 per annum from the most recent Interest Rayrdate (as defined below) to
which interest has been paid or duly provided fithwiespect to the outstanding notes or, if noregehas been paid or duly provided for,
from and including the date of issuance of thetanting notes. The notes will mature and the ppimichmount will be payable on October 1,
2014. Interest on the notes will be payable semialtyiin arrears on April 1 and October 1 of eaelary commencing on April 1, 2007 (each
such date, an “Interest Payment Date”), to theqresrsn whose names the notes are registered alabe of business on each March 15 and
September 15 immediately preceding the applicatikrést Payment Date. Interest will be calculatethe basis of a 360-day year of twelve
30-day months.

If any Interest Payment Date, maturity date or ngolgon date is a legal holiday in New York, New Kpthe required payment will be
made on the next succeeding day that is not a hefimlay as if it were made on the date such paymas due and no interest will accrue on
the amount so payable for the period from and afteh Interest Payment Date, maturity date or rgdiemdate, as the case may be, to such
next succeeding day. “Legal holiday” means a Satyrd Sunday or a day on which banking institutionthe City of New York are not
required to be open.

Payment

Payment of principal of and interest and premiudrani, on any notes represented by one or moregrexmi global notes in definitive,
fully registered form without interest coupons vii# made to Cede & Co., the nominee for The Depsitrust Company (“DTC”) as the
registered owner of the global notes, by wire tfansf immediately available funds as describedaurle heading “—Form, Denomination,
Transfer, Exchange and Book-Entry Procedures.lalhit the Trustee will act as paying agent for titodes. Payments of principal, premium,
if any, and interest on the notes will be made ®yrwough the paying agent to DTC.

Holders of certificated notes, if any, must suremglich certificated notes to the paying agenbliect principal and interest payments
at maturity. Principal, premium, if any, and int&ren certificated notes will be payable at thécefof the paying agent maintained for such
purpose or, at the option of QC, payment of priakipremium, if any, and interest may be made lackhmailed to a holder’s registered
address. Notwithstanding the foregoing, a holderatés with an aggregate principal amount of $%ianilor more may request in writing, at
least three business days prior to the relevannpay date, that interest be wired to an accourdifspe by such holder.

The principal of and interest and premium, if aoiy the notes will be payable in U.S. dollars osuich other coin or currency of the
United States of America as at the time of payneelggal tender for the payment of public and pevdebts. No service charge will be made
for any registration of transfer or exchange oespbut QC may require payment of a sum suffidieicbver any tax or other governmental
charge payable in connection therewith. The notag ne presented for registration of transfer oharge at the office of the registrar for the
notes or at any other office or agency maintaine@@ or the registrar for such purpose. Initiathg Trustee will act as registrar for the nc

Optional Redemption

The notes will be redeemable at the option of @Qylole at any time or in part from time to time, at least 15 days but not more than
60 days prior written notice mailed to the registeholders thereof, at a redemption price equtddareater of (1) 100% of the principal
amount of the notes to be redeemed or (2) the
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sum, as determined by the Quotation Agent, as eéfiielow, of the present values of the principabant of the notes to be redeemed anc
remaining scheduled payments of interest theremmn the redemption date to the maturity date ohittes to be redeemed (excluding interest
accrued to the redemption date), which we refasttRemaining Life,” discounted from their respeetscheduled payment dates to the
redemption date on a semiannual basis (assumif@-al@y year consisting of 30-day months) at thea3uey Rate, as defined below, plus 50
basis points (the “Make-Whole Premium?”), plus, ither case, accrued and unpaid interest on theipehamount of the notes redeemed to
the date of redemption.

If money sulfficient to pay the redemption priceaofl accrued interest on all of the notes (or postiereof) to be redeemed on the
redemption date is deposited with the Trustee gingaagent on or before the redemption date anghiceother conditions are satisfied, then
on and after such redemption date, interest widkeeto accrue on such notes (or such portion thezakbed for redemption.

“Comparable Treasury Issue” means the United Steasury security selected by the Quotation Agsrttaving a maturity
comparable to the Remaining Life that would bazed, at the time of selection and in accordandk wistomary financial practice, in
pricing new issues of corporate debt securitiesoofiparable maturity with the Remaining Life ash#f aipplicable redemption date.

“Comparable Treasury Price” means, with respeenypredemption date, the average of two Refereneastiry Dealer Quotations for
such redemption date.

“Quotation Agent” means the Reference Treasury &egppointed by QC.

“Reference Treasury Dealer” means each of DeutBelm& Securities Inc. and Merrill Lynch, Pierce, Ren& Smith Incorporated, and
their successors; provided, however, that if anthefforegoing ceases to be a primary U.S. Govenhsezurities dealer in New York City,
QC will substitute therefor another primary U.Sv@mment securities dealer.

“Reference Treasury Dealer Quotations2ans, with respect to each Reference TreasurebDaadl any redemption date, the averag
determined by the Trustee, of the bid and askezgpifior the Comparable Treasury Issue (expresseacim case as a percentage of its
principal amount) quoted in writing to the Trusteesuch Reference Treasury Dealer at 5:00 p.m., Xenk City time, on the third business
day preceding such redemption date.

“Treasury Rate” means, with respect to any redesnpdate, the rate per annum equal to the semiagieldlto maturity of the
Comparable Treasury Issue, calculated on the thisihess day preceding such redemption date ugnigeafor the Comparable Treasury
Issue (expressed as a percentage of its prinaipaliat) equal to the Comparable Treasury Pricedoh sedemption date.

QC may at any time, and from time to time, purchthsenotes at any price or prices in the open ntanketherwise.

Certain Covenants

Other than as described below under “—LimitatiorL@ns,” the Indenture does not contain any pravisithat would limit the ability
of QC to incur indebtedness or that would afforttleos of notes protection in the event of a sudatahsignificant decline in the credit qua
of QC or a takeover, recapitalization or highlydeaged or similar transaction involving QC. Accagly, QC could in the future enter into
transactions that could increase the amount ohbidimess outstanding at that time or otherwiseradlyeaffect QC’s capital structure or
credit rating. See “Risk Factors—Other than covémnlmiting liens and certain corporate transadidhe notes will not contain restrictive
covenants, and there is no protection in the eskatchange of control.”
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Limitation on Liens

The Indenture contains a covenant that if QC mgegapledges or otherwise subjects to any Lierefdtran Permitted Liens) all or
some of its property or assets, QC will securentites, any other outstanding notes and any oflitsr@bligations which may then be
outstanding and entitled to the benefit of a comesanilar in effect to such covenant, equally @noportionally with the indebtedness or
obligations secured by such Lien, for as long assaich indebtedness or obligation is so secure@én™Lmeans, with respect to any asset, any
mortgage, lien, pledge, charge, security interesihacumbrance of any kind, or any other type ofgsemtial arrangement that has the prac
effect of creating a security interest, in respguch asset.

“Permitted Liens” means any of the following:
» Liens existing on August 8, 2006, the date of thtail issuance of the outstanding not
« Liens on any asset existing at the time such #ssejuired, if not created in contemplation oftsacquisition;

« Liens on any asset (a) created within 180 days afteh asset is acquired, or (b) securing theafcstquisition, construction or
improvement of such asset; provided, in either ceset such Lien extends to no property or assedrdghan the asset so acquired,
constructed or improved and property incidentatdtee

* (@) Liens incidental to the conduct of QC’s bustesthe ownership of its properties or otherwisaiired in the ordinary course of
business which (i) do not secure Debt, and (iijpdbin the aggregate materially detract from thieeaf its assets taken as a whole
or materially impair the use thereof in the opemaf its business, and (b) Liens not describetldnse (a) on cash, cash equival
or securities that secure any obligation with respe letters of credit or surety bonds or simdarangements, which obligation in
each case does not exceed $100 mill

» any Lien to secure public or statutory obligationsvith any governmental agency at any time reguing law in order to qualify
QC to conduct all or some part of its businessarder to entitle QC to maintain self-insurancéocoobtain the benefits of any law
relating to workmen’s compensation, unemploymestiiance, old age pensions or other social secorityjth any court, board,
commission or governmental agency as security @mtitb the proper conduct of any proceeding befp

e any Liens for taxes, assessments, governmentajehdevies or claims and similar charges eithendadelinquent or (b) being
contested in good faith by appropriate proceedargsas to which a reserve or other appropriateigicoy if any, as shall be
required in conformity with generally accepted agting principles shall have been ma

» Liens securing the performance of bids, tendeeasds, contracts, sureties, stays, appeals, indemerformance or similar bonds
or public or statutory obligations of like natuiecurred in the ordinary course of busine

* materialmen’s, mechanics, repairmen’s, employeges;ators’ or other similar Liens or charges arismthe ordinary course of
business incidental to the acquisition, construgtinaintenance or operation of any asset of QChwhéve not at the time been
filed pursuant to law and any such Liens and cleanggidental to the acquisition, construction, nbeirance or operation of any
asset of QC, which, although filed, relate to odligns not yet due or the payment of which is bewithheld as provided by law, or
to obligations the validity of which is being costed in good faith by appropriate proceedir

e zoning restrictions, servitudes, easements, licensservations, provisions, covenants, conditisasyers, restrictions on the use
property or minor irregularities of title (and witbspect to leasehold interests, mortgages, oldizgtLiens and other encumbran
incurred, created assumed or permitted to existaaisthg by, through or under or asserted by altadcdr owner of the leased
property, with or without consent of the lessee) ather similar charges or encumbrances, whichneillindividually or in the
aggregate interfere materially and adversely withbiusiness of QC and its subsidiaries taken dsotey

76



Table of Contents

» Liens created by or resulting from any litigatianppoceeding which is currently being contestedadnd faith by appropriate
proceedings and as to which levy and execution baea stayed and continue to be stayed or for wQiChs maintaining adequate
reserves or other provision in conformity with gexlly accepted accounting principle

e any interest or title of vendor or lessor in thegarty subject to any lease, conditional sale ages or other title retention
agreement

» Liens in connection with the securitization or faig of QC’s or any of its subsidiariegceivables in a transaction intended to
“true sal”; and

» any Lien securing a refinancing, replacement, esitan renewal or refunding of any Debt secured hjea permitted by any of the
foregoing clauses of this definition “Permitted Lien” to the extent secured in all material respectdhbysame asset or assi

Notwithstanding the foregoing, “Permitted Liensafimot include any Lien to secure Debt that isuiszg to be granted on an equal and
ratable basis under the “negative pledge”, or emjaitt, provisions of a Debt instrument (includingstanding debt securities) as a result of
the creation of a Lien that itself would constitat&Permitted Lien.”

“Debt” of any person means, at any date, without duptinati) all obligations of such person for borrowadney, (ii) all obligations ¢
such person evidenced by bonds, debentures, notéler similar instruments, (iii) all obligatio$ such person as lessee which are
capitalized in accordance with generally acceptadanting principles, (iv) all Debt secured by ahion any asset of such person, wheth
not such Debt is otherwise an obligation of suals@e, and (v) all Debt of others guaranteed by qsrkon.

The Indenture does not prevent any other entitymfneortgaging, pledging or subjecting to any lieg ahits property or assets, whether
or not acquired from QC.

Consolidation, Merger and Sale of Assets

QC will not consolidate with, merge into or be metdnto, or transfer or lease its property andtasagstantially as an entirety to
another entity; provided that QC may consolidatdnwnerge into or be merged into, or transfer aséeits property and assets substantial
an entirety to another entity if:

» the successor entity is a corporation and assugssfplemental indenture all of QC’s obligationslenthe notes, the Indenture
and any other notes outstanding under the Inderang

» after giving effect to the transaction, no defawlEvent of Default has occurred and is continu

Events of Default
Any one of the following is an “Event of Default”itlv respect to the notes:
» if QC defaults in the payment of interest on théespand such default continues for 90 d.

» if QC defaults in the payment of the principal loé thotes when the same becomes due and payablengpority, upon redemption
or otherwise

» if QC fails to comply with any of its other agreemtein the notes or in the Indenture, which failcoatinues for 90 days after QC
receives notice from the Trustee or the holdeist ¢dast 25% of the aggregate principal amount@eifiotes then outstanding; e

» if certain events of bankruptcy or insolvency ocwith respect to QC
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If an Event of Default with respect to the notesws and is continuing, the Trustee or the holdéet least 25% in aggregate principal
amount of the notes then outstanding may declaretincipal of the notes to be due and payable idiately. The holders of a majority in
principal amount of the notes may rescind suchatatibn and its consequences if the rescissionduoet conflict with any judgment or
decree and if all existing Events of Default hagefcured or waived except nonpayment of prinapatterest that has become due solel
a result of such acceleration.

Holders of notes may not enforce the Indenturdnemiotes, except as provided in the Indenture. Trastee may require indemnity
satisfactory to it before it enforces the Indenturéhe notes. Subject to certain limitations, tleéders of more than 50% in aggregate princ
amount of the notes then outstanding may directithe, method and place of conducting any procegftinany remedy available to the
Trustee or exercising any trust or power confetngon the Trustee. The Trustee may withhold frondérd of notes notice of any continuing
default (except a default in the payment of priatir interest) if it determines that withholdingtite is in their interests.

Amendment and Waiver

With the written consent of the holders of a majoin principal amount of the notes issued underltidenture then outstanding, QC
and the Trustee may amend or supplement the Indeatumodify the rights of the holders of the nofm®vided that any such amendment
that affects the terms of the notes as distinehftioe other series of notes issued under the Indemtill require only the consent of at least a
majority in aggregate principal amount of the ndtes outstanding. Such majority holders may alatvevcompliance by QC of any
provision of the Indenture, any supplemental indenbr notes, except a default in the paymentiotypal or interest. However, without the
consent of the holder of each note affected, amdment or waiver may not:

* reduce the amount of notes whose holders must nbttsan amendment or waive

» change the rate or the time for payment of inte

» change the principal or the fixed maturi

» waive a default in the payment of principal, premjuf any, or interest

* make the notes payable in a different currenc

» make any change in the provisions of the Indentareerning (a) waiver of existing defaults, (bhtigof holders of notes to rece
payment or (¢) amendments and waivers without éimsent of the holder of each note affec

QC and the Trustee may amend or supplement thatimdewithout the consent of any holder of anyhef hotes to:

e cure any ambiguity, defect or inconsistency inltidenture or the note

» provide for the assumption of all of our obligatiamnder the notes and the Indenture by any coliparat connection with a
merger, consolidation or transfer or lease of soperty and assets substantially as an enti

» provide for uncertificated notes in addition toimstead of certificated note

* add to the covenants made by us for the benefiteoholders of any series of notes (and if sucteoants are to be for the benefit of
less than all series of notes, stating that sugkrmants are included solely for the benefit of ssrties) or to surrender any right or
power conferred upon u

e add to, delete from, or revise the conditions, tixtidns, and restrictions on the authorized amdent)s, or purposes of issue,
authentication and delivery of the notes, as st fo the Indenture

e secure any notes as provided under the he#—Limitation on Lien";
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» provide for the issuance of and establish the fanohterms and conditions of a series of notes establish the form of any
certifications required to be furnished pursuarthesterms of the Indenture or any series of not¢s add to the rights of the
holders of any series of note

* make any change necessary to conform to the “Dsgmmiof the Notes” contained in the offering meamatum dated August 3,
2006 relating to the offering of the outstandingesassued on August 8, 2006;

* make any change that does not adversely affectghts of any holder of the notes in any matemspect

Defeasance

QC may terminate all of its obligations under tlmas and the Indenture or any installment of ppakipremium, if any, or interest on
the notes if QC irrevocably deposits in trust witth Trustee money or U.S. government obligatiofifscgent to pay, when due, principal,
premium, if any, and interest on the notes to nitgtor redemption or such installment of princigademium, if any, or interest, as the case
may be, and if all other conditions set forth ie thdenture are met.

Governing Law
The Indenture and the notes are governed by, ahbevtonstrued in accordance with, the laws ofStete of New York.

Concerning the Trustee, the Paying Agent

QC and certain of its affiliates, including QCllamtain banking and other business relationshipkerordinary course of business with
U.S. Bank National Association. In addition, U.&r& National Association and certain of its afféigserve as trustee, authenticating agent,
or paying agent with respect to certain other debtrities of QC, QCII and their affiliates.
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BOOK-ENTRY, DELIVERY AND FORM

DTC will act as securities depository for the nofEse notes will be issued as fullggistered securities registered in the name ob@
Co. (DTC'’s partnership nominee) or such other nammay be requested by an authorized representdtiv€C. One or more fully-
registered note certificates will be issued indbgregate principal amount of the notes, and willbposited with DTC.

DTC, is a limited-purpose trust company organizedar the New York Banking Law, a “banking organizat within the meaning of
the New York Banking Law, a member of the Federddtve System, a “clearing corporation” within theaning of the New York Uniform
Commercial Code, and a “clearing agency” regist@reduant to the provisions of Section 17A of tixeltange Act. DTC holds and provides
asset servicing for issues of securities that DTp@iticipants (“Direct Participants”) deposit wiiTC. Direct Participants include both U.S.
and non-U.S. securities brokers and dealers, baémiss,companies, clearing corporations, and aed#ier organizations. Access to the DTC
system is also available to others such as bothah&non-U.S. securities brokers and dealers,sdnlst companies, and clearing
corporations that clear through or maintain a alisiaelationship with a Direct Participant, eitttBrectly or indirectly (“Indirect
Participants”).

The ownership interest of each actual purchaseotas (each, a “Beneficial Owner”) is recordedtom Direct and Indirect Participants’
records. Transfers of ownership interests in thesiare to be accomplished by entries made onablestof Direct and Indirect Participants
acting on behalf of Beneficial Owners. Beneficialiers will not receive certificates representingittownership interests in notes, except as
described below.

The Direct and Indirect Participants will remaispensible for keeping account of their holdingsehalf of their customers. Notices
and other communications from DTC to Direct Paptieits, by Direct Participants to Indirect Particifsa and by Direct Participants and
Indirect Participants to Beneficial Owners will peverned by arrangements among them, subject tgtatytory or regulatory requirements
as may be in effect from time to time.

Neither DTC nor Cede & Co. (nor any other DTC noaeinwill consent with respect to notes unless aized by a Direct Participant
accordance with DTC's procedures. Under its ust@tgrlures, DTC mails an omnibus proxy to issuesoas as possible after the record
date. The omnibus proxy assigns Cede & €odnsenting or voting rights to those Direct Rgrtints to whose accounts securities are cre
on the record date (identified in a listing attathethe omnibus proxy).

Redemption proceeds, distributions, and dividendr@nts on the notes will be made to Cede & Cosuch other nominee as may be
requested by an authorized representative of DT B practice is to credit Direct Participants’ aoats upon DTC'’s receipt of funds and
corresponding detailed information from an isseerthe payment date in accordance with their rasgeboldings shown on DTC's records.
Payments by Participants to Beneficial Owners bgligoverned by standing instructions and custoipiagtices, as is the case with securities
held for the accounts of customers in bearer formegistered in “street nameghd will be the responsibility of such Participant not of Q(
or DTC nor its nominee or agent, subject to anyustay or regulatory requirements as may be inatfiem time to time. Payment of
redemption proceeds, distributions, and dividenghmnts to Cede & Co. (or such other nominee asheagquested by an authorized
representative of DTC) is our responsibility, dismment of such payments to Direct Participantkbeilthe responsibility of DTC, and
disbursement of such payments to the Beneficial @swill be the responsibility of Direct and Inditdarticipants.

DTC may discontinue providing its services as dé@ppswith respect to the notes at any time by mivis notice that it is unwilling or
unable to continue as depository for the note® T ceases to be registered or in good standingruhé Exchange Act or other applicable
statute or regulation, in the event that a succedspository is not obtained within 90 days, nagificates are generally required to be
printed and delivered. We may decide to discontumes of the system of book-entry transfers thrdD@I (or a successor securities
depository). In that event, note certificates w#l printed and delivered. The information in tlest®n concerning DTC and DTC’s book-
entry system has been obtained from sources thaelieve to be reliable, but we take no resporigjtfibr the accuracy thereof.
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CERTAIN U.S. FEDERAL INCOME TAX CONSIDERATIONS

The following is a summary of the United Statesefaditax consequences of an exchange of outstandieg for exchange notes in the
exchange offer and the purchase, beneficial owipeesid disposition of exchange notes. It is basegrovisions of the U.S. Internal Revel
Code of 1986, as amended (the “Code”), existing@ng@osed Treasury regulations promulgated theruftlde “Treasury Regulations'and
administrative and judicial interpretations theresf as of the date hereof and all of which atgiect to change, possibly on a retroactive
basis. No ruling from the IRS has been or is exgzbtd be sought with respect to any aspect ofrthesactions described herein. Accordingly,
no assurance can be given that the IRS will agidethe views expressed in this summary, or thadwat will not sustain any challenge by
the IRS in the event of litigation. The followinglates only to notes that are held as capital a¢set, generally, property held for
investment). This summary does not address alefLS. federal income tax consequences that magideant to particular holders in light
of their personal circumstances, or to certain $ypieholders that may be subject to special taattnent (such as banks and other financial
institutions, employee stock ownership plans, paghips or other pass-through entities for U.Sefaldncome tax purposes or investors in
such entities, certain former citizens or residefithe United States, controlled foreign corpanasi, corporations that accumulate earnings to
avoid U.S. federal income tax, insurance compamgesexempt organizations, dealers in securitiesfareign currencies, brokers, persons
who hold the notes as a hedge or other integraa@ddction or who hedge the interest rate on thesppersons deemed to sell notes unde
constructive sale provisions of the Code, “U.Sdedd” (as defined below) whose functional curreisayot U.S. dollars, or persons subject to
the alternative minimum tax). In addition, this suary does not include any description of the tawslaf any state, local, or non-U.S.
jurisdiction that may be applicable to a particulatder and does not consider any aspects of €derél tax law other than income taxati

For purposes of this discussion, a “U.S. holde#d eneficial owner of the notes and that is, f@.Jederal income tax purposes:
* anindividual who is a citizen or resident of theitdd States

e acorporation (or other business entity treatea esrporation) created or organized in or undetdtes of the United States or any
state thereof or the District of Columb

* an estate the income of which is subject to U.&erfa income taxation regardless of its sourct

» atrustif a court within the United States canreise primary supervision over its administratiangd one or more United States
persons have the authority to control all of thiessantial decisions of that trust (or the trust wasxistence on August 20, 1996,
and validly elected to continue to be treated bEsSa trust).

A “non-U.S. holder’is a nonresident alien individual or corporatiostage or trust that is a beneficial owner of thees@nd is not a U.
holder.

The U.S. federal income tax treatment of a parimearpartnership (or other entity classified asenership for U.S. federal income tax
purposes) that holds the notes generally will ddpeEmsuch partner’s particular circumstances antheractivities of the partnership. Partners
in such partnerships should consult their own thXsors.

THIS SUMMARY IS FOR GENERAL INFORMATION ONLY AND ISNOT TAX ADVICE. EACH HOLDER OF THE NOTES IS
URGED TO CONSULT THE HOLDERS OWN TAX ADVISOR WITH RESPECT TO THE APPLICATIONPU.S. FEDERAL INCOME
TAX LAWS IN LIGHT OF THE HOLDER'S PARTICULAR CIRCUMSTANCES, AS WELL AS ANY TAX CONSEQUENCES ARISING
UNDER THE LAWS OF ANY STATE, LOCAL, FOREIGN OR OTHETAXING JURISDICTION, OR UNDER ANY APPLICABLE
TAX TREATY.
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U.S. Federal Income Tax Consequences to U.S. Holder
Treatment of Stated Interest

It is expected that the notes will be issued withanginal issue discount for federal income taxgmses. Accordingly, all stated interest
on the notes will generally be taxable to U.S. badcas ordinary interest income as the interestias®r is paid in accordance with the
holder’s regular method of accounting for U.S. fadlexcome tax purposes. If, however, the noteslttsl redemption price at
maturity” (generally, the sum of all payments re@gdiunder the note other than payments of statedest) exceeds the issue price by more
than a de minimis amount, a U.S. holder will beursgd to include such excess in income as origszale discount, as it accrues, in
accordance with a constant yield method basedammgounding of interest before the receipt of qgayments attributable to this income.

Additional Interest

Our obligation to pay you additional interest il #vent that we failed to comply with specifiedigations under the registration rights
agreement could have implicated the provisionsref3ury regulations relating to “contingent paynustit instruments.” We have taken the
position that there was a remote likelihood thathsadditional interest would be paid. Therefore hage taken the position that the notes
should not be treated as contingent payment debuiments and this discussion generally assumeshihaegulations relating to “contingent
payment debt instruments” are not applicable. H@xethe determination of whether such a contingémcgmote or not is inherently factual.
Therefore, we can give you no assurance that aitipo would be sustained if challenged by the IRSuccessful challenge of this position
by the IRS could affect the timing and amount &f.&. holders income and could cause the gain from the sad¢her disposition of a note
be treated as ordinary income, rather than cagétial. Our position for purposes of the contingeatpent debt regulations as to the likelih
of these additional payments being remote is bipdima U.S. holder, unless the U.S. holder disslaséhe proper manner to the IRS that
taking a different position. If, contrary to ourpgectations, we pay additional interest, such aalufti interest should be taxable to a U.S.
holder as ordinary interest income at the time fiaid or accrues in accordance with the U.S. hslaeethod of accounting for U.S. federal
income tax purposes.

Market Discount

A note that is acquired for an amount that is thas its principal amount by more than a de miniamsunt (generally 0.25% of the
principal amount multiplied by the number of reniagnwhole years to maturity), will be treated asihg “market discount” equal to such
difference. Unless the U.S. holder elects to ineladch market discount in income as it accruesSa tlder will be required to treat any
principal payment on, and any gain on the saleh&xge, retirement or other disposition (includirgjf§ of, a note as ordinary income to the
extent of any accrued market discount that hapreiously been included in income. In general,kaadiscount on the notes will accrue
ratably over the remaining term of the notes othatelection of the U.S. holder, under a constaliti method. In addition, a U.S. holder
could be required to defer the deduction of akh gortion of the interest paid on any indebtedmessred or continued to purchase or carry a
note unless the U.S. holder elects to include ntatiseount in income currently. Such an electioplies to all debt instruments held by a
taxpayer and may not be revoked without the conskthte IRS.

Amortization of Premium

A U.S. holder, whose tax basis immediately afteraitquisition of a note is greater than the suallaEmaining payments other than
qualified stated interest payable on the note, bélconsidered to have purchased the note at diprerfQualified stated interest” is stated
interest that is unconditionally payable at leastually at a single fixed rate. A U.S. holder mégceto amortize such bond premium over the
life of the notes to offset a portion of the staitei@rest that would otherwise be includable iroime. Such an election generally applies to all
taxable debt instruments held by the holder orfter ¢he first day of the first taxable year to wini
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the election applies, and may be revoked only #ighconsent of the IRS. Holders that acquire a wittebond premium should consult their
tax advisors regarding the manner in which sucimpre is calculated and the election to amortizedopremium over the life of the
instrument.

Sale, Exchange, or Other Taxable Disposition of tNetes

In general, upon the sale, exchange (other thaxelmange described below under “—Exchange Offeg§emption, retirement at
maturity, or other taxable disposition of a not&l.&. holder will recognize taxable gain or loss@&do the difference between (1) the amount
of the cash and the fair market value of any priyperceived (less any portion allocable to any aedrand unpaid interest, which will be
taxable as interest, as described above) and€2) 8. holder’s adjusted tax basis in the noteoldr’s adjusted tax basis in a note generally
will equal its cost. Gain or loss realized on thkesretirement, or other taxable disposition abge will generally be capital gain or loss. The
deductibility of capital losses is subject to liatibns.

Exchange Offer

The exchange of the notes for otherwise identielt decurities registered under the SecuritiepArduant to the exchange offer (as
described under “Exchange Offer; Registration Righwill not constitute a taxable exchange. Assutg (1) a U.S. holder will not recognize
a taxable gain or loss as a result of exchanginb bolders notes; (2) the holding period of the exchangesatill include the holding peric
of the notes exchanged therefor; and (3) the agtjusix basis of the exchange notes will be the sentlke adjusted tax basis of the notes
exchanged therefor immediately before such exchange

Backup Withholding and Information Reporting

In general, a U.S. holder of the notes will be sabjo backup withholding with respect to inte@stthe notes, and the proceeds of a
of the notes, at the applicable tax rate (curre2®Y6), unless such holder (a) is an entity thakampt from withholding (including
corporations, tax-exempt organizations and cegaalified nominees) and, when required, demongtrdie fact, or (b) provides the payor
with its taxpayer identification number (“TIN”), déies that the TIN provided to the payor is catrand that the holder has not been notified
by the IRS that such holder is subject to backuhhailding due to underreporting of interest or dends, and otherwise complies with
applicable requirements of the backup withholdimigs. In addition, such payments to U.S. holdeas éine not exempt entities will generally
be subject to information reporting requirementsJ) . holder who does not provide the payor wihciirrect TIN may be subject to
penalties imposed by the IRS. The amount of ankigawithholding from a payment to a U.S. holder wé allowed as a credit against such
holder’s U.S. federal income tax liability and mextitle such holder to a refund, provided thatrdgired information is timely furnished to
the IRS.

U.S. Federal Income Tax Consequences to Non-U.S. |tlers
Treatment of Stated Interest

Subject to the discussion of backup withholdinglglunder the “portfolio interest exemption,” a AOIS. holder will generally not be
subject to U.S. federal income tax (or any withiridgdax) on payments of interest on the notes, idex/that:

» the non-U.S. holder does not actually or constvetyiown 10% or more of the total combined votiroyver of all classes of our
stock entitled to vote

« the non-U.S. holder is not, and is not treatecdmnk receiving interest on an extension of craglisuant to a loan agreement
entered into in the ordinary course of its tradéusiness

« the noi-U.S. holder is not “controlled foreign corporatic’ that is related (directly or indirectly) to us; a
» certain certification requirements are n
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Under current law, the certification requirementl e satisfied in any of the following circumstasc

» Ifanon-U.S. holder provides to us or our payiggrat a statement on IRS Form&RBEN (or suitable successor form), together
all appropriate attachments, signed under penafipsrjury, identifying the non-U.S. holder by namnd address and stating,
among other things, that the 1-U.S. holder is not a United States pers

« If a note is held through a securities clearingaoigation, bank or another financial institutioattholds customers’ securities in the
ordinary course of its trade or business, (i) tbe-b.S. holder provides such a form to such orgditn or institution, and (ii) such
organization or institution, under penalty of peyjcertifies to us that it has received such stetet from the beneficial owner or
another intermediary and furnishes us or our pagient with a copy therec

» If a financial institution or other intermediaryathholds the note on behalf of the non-U.S. holderentered into a withholding
agreement with the IRS and submits an IRS Form MY¥8(or suitable successor form) and certain otleguired documentation to
us or our paying ager

If the requirements of the portfolio interest exdimp described above are not satisfied, a 30% wittihg tax will apply to the gross
amount of interest on the notes that is paid torad.S. holder, unless either: (a) an applicabderne tax treaty reduces or eliminates such
tax, and the non-U.S. holder claims the benefthaf treaty by providing a properly completed anty&xecuted IRS Form W-8BEN (or
suitable successor or substitute form) establisgirgification for benefits under the treaty, oy e interest is effectively connected with the
non-U.S. holder’s conduct of a trade or busineghénUnited States and the nonS. holder provides an appropriate statementabefiect ol
a properly completed and duly executed IRS FormBAZI§(or suitable successor form).

If a non-U.S. holder is engaged in a trade or lassinin the U.S. and interest on a note is effdgtis@nnected with the conduct of that
trade or business, the non-U.S. holder will be iregiuto pay U.S. federal income tax on that inteossa net income basis (and the 30%
withholding tax described above will not apply piaed the duly executed IRS Form W-8ECI is provitteds or our paying agent) generally
in the same manner as a U.S. person. If a nonHal8er is eligible for the benefits of an income teeaty between the U.S. and its country of
residence, and the non-U.S. holder claims the itesfehe treaty by properly submitting an IRS FOWh8BEN, any interest income that is
effectively connected with a U.S. trade or businetisbe subject to U.S. federal income tax in thanner specified by the treaty and
generally will only be subject to such tax if suoshome is attributable to a permanent establishrteard fixed base in the case of an
individual) maintained by the non-U.S. holder ie 1.S. In addition, a non-U.S. holder that is #€as a foreign corporation for U.S. federal
income tax purposes may be subject to a branclitgptak equal to 30% (or lower applicable treatyyaf its earnings and profits for the
taxable year, subject to adjustments, that aretdffdy connected with its conduct of a trade osihass in the U.S.

Sale, Exchange, or Other Taxable Disposition of tNetes

Subject to the discussion of backup withholdingdlagla non-U.S. holder generally will not be subject).S. federal income tax (or any
withholding thereof) on any gain realized by suokder upon a sale, exchange, redemption, retireatemiturity, or other taxable dispositi
of a note, unless:

« the non-U.S. holder is an individual present inth8. for 183 days or more during the taxable ydalisposition and who has a
“tax hom in the United States and certain other conditiorswet; o

» the gain is effectively connected with the condafca U.S. trade or business of the non-U.S. hdlaied, if an applicable income tax
treaty so provides, the gain is attributable to.&.permanent establishment of the non-U.S. haldarfixed base in the case of an
individual).

If the first exception applies, the non-U.S. holdenerally will be subject to U.S. federal incorar &t a rate of 30% on the amount by
which its U.S.-source capital gains exceed its 4ddbirce capital losses. If the
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second exception applies, the non-U.S. holdergeifierally be subject to U.S. federal income tathemet gain derived from the sale,
exchange, redemption, retirement at maturity oewothxable disposition of the notes in the samemaaas a U.S. person. In addition,
corporate non-U.S. holders may be subject to a Bach profits tax on any such effectively conneégain. If a non-U.S. holder is eligible
for the benefits of an income tax treaty betweenUhited States and its country of residence, % féderal income tax treatment of any
such gain may be modified in the manner specifiethb treaty.

Exchange Offer
The exchange of notes for registered notes pursadhe exchange offer will not constitute a taxadent for a non-U.S. holder.

Information Reporting and Backup Withholding

When required, we or our paying agent will reportite IRS and to each non-U.S. holder the amouahypfinterest paid on the notes in
each calendar year, and the amount of U.S. federaime tax withheld, if any, with respect to thesgments.

Non-U.S. holders who have provided certificatioriatheir non-U.S. status or who have otherwisael#isthed an exemption will
generally not be subject to backup withholdingdaxpayments of interest if neither we nor our adpavie actual knowledge or reason to
know that such certification is unreliable or tha conditions of the exemption are in fact nois§iad.

Payments of the proceeds from the sale or othposigon (including a redemption) of a note tolmough a foreign office of a broker
generally will not be subject to information repogt or backup withholding. However, additional infeation reporting, but generally not
backup withholding, may apply to those paymentkéfbroker is one of the following: (a) a Uniteci®s person, (b) a “controlled foreign
corporation” for U.S. federal income tax purpoge¥a foreign person 50 percent or more of whossgimcome from all sources for the
three-year period ending with the close of its ldegear preceding the payment was effectively eoted with a U.S. trade or business, or
(d) a foreign partnership with specified connediitmthe United States.

Payment of the proceeds from a sale or other dispogincluding a redemption) of a note to or thgh the United States office of a
broker will be subject to information reporting doackup withholding unless the non-U.S. holderifiestas to its non-U.S. status or
otherwise establishes an exemption from informategorting and backup withholding.

The amount of any backup withholding from a payniera non-U.S. holder will be allowed as a creddiast such holdes’U.S. feder:
income tax liability, if any, and may entitle sueblder to a refund, provided that the requirediimfation is timely furnished to the IRS.
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PLAN OF DISTRIBUTION

Each broker-dealer that receives exchange notatsfown account in the exchange offer must ackedge that it acquired the
outstanding notes for its own account as a regultasket-making or other trading activities and tragree that it will deliver a prospectus
meeting the requirements of the Securities Acbinnection with any resale of the exchange notgzarficipating broker-dealer may use this
prospectus, as it may be amended or supplemermtedtiime to time, in connection with resales of exwype notes received in exchange for
outstanding notes where such outstanding notes agepgred as a result of market-making activitiestber trading activities. The
registration rights agreement we executed in cdiorewith the offering of the outstanding notes\pdes that we will generally not be
required to amend or supplement this prospectua fmriod exceeding 90 days after the date on wthishregistration statement is declared
effective and participating broker-dealers shatllm®authorized by us to deliver this prospectusoimection with resales after that period of
time has expired.

We will not receive any proceeds from any salexahange notes by any participating broker-dealgchBnge notes received by
participating broker-dealers for their own accoputsuant to the exchange offer may be sold frone tiotime in one or more transactions in
the over-the-counter market, in negotiated trafmsast through the writing of options on the exchengtes or a combination of such methods
of resale, at market prices prevailing at the toheesale, at prices related to such prevailingketaprices or negotiated prices. Any resale
be made directly to purchasers or to or throughkdnoor dealers who may receive compensation ifiottme of commissions or concessions
from any such participating broker-dealer and/erpgirchasers of the exchange notes. Any particigdtioker-dealer that resells exchange
notes that were received by it for its own accanrihe exchange offer and any broker or dealerghdicipates in a distribution of the
exchange notes may be deemed to be an “underwwtthih the meaning of the Securities Act and amyfipon any such resale of exchange
notes and any commissions or concessions receivttbbe persons may be deemed to be underwritimpensation under the Securities
Act. The letter of transmittal states that by acklgalging that it will deliver and by delivering agspectus, a participating broker-dealer will
not be deemed to admit that it is an “underwritgithin the meaning of the Securities Act.

We have agreed to pay all expenses incident texbkange offer other than commissions or concessibany brokers or dealers and
will indemnify the holders of the outstanding nofesluding any broker-dealers) against certaihilitees, including liabilities under the
Securities Act.
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LEGAL MATTERS
Certain legal matters with respect to the validityhe exchange notes will be passed upon for Usteghen E. Brilz, Deputy General
Counsel of QCII.
EXPERTS

The consolidated financial statements and schaafu@evest Corporation as of December 31, 2005 affid 2Md for each of the years in
the three-year period ended December 31, 2005, beee included herein in reliance upon the repufrtl€PMG LLP, independent registered
public accounting firm, appearing elsewhere hera, upon the authority of said firm as expertadoounting and auditing.

The audit report covering the consolidated finalnstiatements as of December 31, 2005 and 2004acareh€h of the years in the three-
year period ended December 31, 2005 refers todbptin of certain new accounting standa
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QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

Operating revenue
Operating revenu
Operating reveni—affiliates

Total operating revent

Operating expense
Cost of sales (exclusive of depreciation and arnatitn)
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—net

Total other expense (incon—net

Income before income tax
Income tax expens

Net income

Three Months Ended

Nine Months Ended

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

$2,22( $2,21¢ $6,682 $6,74¢
25€ 251 732 814
2,47¢ 2,47( 7,414 7,56:
53t 554 1,57¢ 1,611
60 56 16¢ 174
447 438 1,33: 1,30¢
257 274 79€ 82¢
52t 587 1,57 1,744
64 79 204 25E
1,88¢ 1,98: 5,65 5,92
154 15¢ 46% 45¢
9 — 9 37
4 ® 8) (19
15¢ 147 464 477
42¢ 34C 1,29 1,164
(152) (130 (477) (442)
$ 277 $ 21C $ 824 $ 722

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 $56 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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September 3C
2006

December 31

2005

(Dollars in millions)

$ 23¢
42

1,007

16t

11t

21¢

1,78%

13,27(
45€
977
267

$ 16,75¢

$ 71
44¢€
541
20%
66<
47C

2,40z

7,61C
2,821
182
1,661
27C

14,95

10,19°
(8,396)

1,801

$ 16,75

$ 16C
8

1,01¢

127

98

21€

1,63(

14,031
594
1,01z
297

$ 17,57

454
60¢
12¢
68t
492

2,361

7,66¢
2,851
19z
1,881
27¢

15,23¢

10,15"
(7,821)

2,33¢

$ 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 net caskigeal by operating activitie:
Depreciation and amortizatic
Provision for bad det—net
Deferred income taxe
Loss on early retirement of d—net
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 expenses and otlrentiliabilities
Accounts payab—affiliates
Deferred revenue and advance billi
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 2P
Interest in net proceeds from investments managegSC
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
Other

Cash used for financing activiti

Cash and cash equivaler
Increase (decrease) in cash and cash equiv:
Beginning balanc

Ending balanc

Nine Months Ended
September 30,

2006

2005

(Dollars in millions)

$ 824

1,777
50
(241)
9
12

(38)
(38)
30

4
(70)
(33)

44

2,33(

(91€)

(34)
43
5

(902)

60C
(590)
(1,321)
(42)

(1,359

75
16C

$ 23t

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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$ 722

1,99¢
53

(159)
37
15

(56)
28
35

(64)

(79)

(52
33

2,517

(854)
14¢

16

(690)

1,15(
(1,134
(1,820)

(43)

(1,847

(25)
34z

$ 317
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Unless the context requires otherwise, referencdkis prospectus to “QC” refer to Qwest Corporatiaeferences to “Qwest,” “we,”
“us,” the “Company” and “our” refer to Qwest Corpaation and its consolidated subsidiaries, and refiees to “QCII” 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 norgnadtiuded 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 flow®BSeptember 30, 2006 and for all periods preseritkese condensed consolidated finar
statements should be read in conjunction with tititad consolidated financial statements and thesihereto included in this prospectus.
The condensed consolidated results of operatiarthéothree and nine months ended September 36, &@dthe condensed consolidated
statement of cash flows for the nine months endgale®nber 30, 2006 are not necessarily indicativbefesults or cash flows expected for
the full year or of the results we would have imedrhad we operated as a stand-alone entity dthinperiods presented.

Certain prior period balances have been recladgifieconform to the current presentation.

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@aae 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 ofsaard liabilities as of the date of the conder®tsolidated financial statements, as well
as the reported amounts of revenue and expensieg dlue periods presented. We also assess potkssas 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 5—Commitments and Contiiegeto our unaudited condensed
consolidated financial statements.

Allocations from Affiliates

We purchase services from our affiliates. Theseices include marketing and advertising, informatiechnology, product and
technical services as well as general supportaesvOur affiliates charge us for these servicesdan market price or fully distributed cost
(“FDC"). Most services are priced by applying an@&bethodology. FDC rates are determined using\saddes, which include factors for
payroll taxes, employee benefits, facilities andnnead costs. Whenever possible, costs are dirssigned to us for the services we use. If
costs cannot be directly assigned, they are abbdcatong all affiliates, including QC, based upostc
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

usage measures; or if no cost usage measure latdeathese costs are allocated based on a gedlle@dtor. From time to time, QCII adjusts
the basis for allocating the costs of a shared@eamong affiliates. Such changes in allocatioth@@ologies are generally billed
prospectively.

Depreciation and Amortizatiol

Property, plant and equipment are shown net ofractated depreciation on our condensed consolidadéxhce sheets. As of
September 30, 2006 and December 31, 2005, acciedudapreciation was $30.4 billion and $29.3 billi;spectively.

Capitalized software is shown net of accumulatedréimation on our condensed consolidated balaneetshAccumulated amortization
was $1.1 billion and $861 million as of Septemb@&rZ)06 and December 31, 2005, respectively.

Recently Adopted Accounting Pronouncemel

In May 2005, the Financial Accounting Standardsrdda-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 feations” (“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 staternsess if that principle had always been used, sritds impracticable to do so. When it is
impracticable to calculate the effects on all pgeriods, SFAS No. 154 requires that the new ppiadde applied to the earliest period
practicable. The adoption of SFAS No. 154 has adtdmaterial effect on our financial position esults of operations.

Effective January 1, 2006, we adopted SFAS No.RR3Ghare-Based Payment” (“SFAS No. 123(R)”), whievises SFAS No. 123,
“Accounting for Stock-Based Compensation.” See Nbte our unaudited condensed consolidated finhetatements for additional
information on this recently adopted accountinghprmcement.

Recently Issued Accounting Pronouncemel

In July 2006, the FASB issued FASB Interpretatian K8, “Accounting for Uncertainty in Income Taxd%*IN 48"), which is effectiv
for us beginning on January 1, 2007. The validitgmy tax position is a matter of tax law, and gatig there is no controversy about
recognizing the benefit of a tax position in a camys financial statements when the degree of denfie is high that the tax position will be
sustained upon examination by a taxing authorityweler, in some cases, the law is subject to vamiedpretation, and whether a tax
position will ultimately be sustained may be una&rt For us, FIN 48 establishes a different protesseasure the impact of uncertainty
associated with the income tax provision than veecairrently using. Under FIN 48, the impact of acertain income tax position on the
income tax provision must be recognized at theglstrgmount 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 48 also requires
additional disclosures about unrecognized tax hitsn@$sociated with uncertain income tax positimmd a reconciliation of the change in the
unrecognized benefit. We currently recognize arettam income tax position related to the timingexognition if we are more likely than
not to prevail. For uncertain income tax positions related to timing of recognition, we recognilze position if it is probable that
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

we will prevail. We are evaluating the impact oNF48 on our financial statements. The standarcéskes a lower threshold for recognizing
the benefit of some uncertain tax positions tharhase historically used. Therefore, the adoptiomedave a significant impact on our
financial statements.

In September 2006, the Securities and Exchange @ssion (“SEC”) issued Staff Accounting Bulletin NH08, “Considering the
Effects of Prior Year Misstatements when QuantifyMisstatements in Current Year Financial Statesigfi6AB 108”), which is effective
for us beginning with our fiscal year ending on Braber 31, 2006. Additionally, in September 2006, ASB issued SFAS No. 157, “Fair
Value Measurements,” which is effective for us begig January 1, 2008 and provides a definitiofaowfvalue, establishes a framework for
measuring fair value, and expands disclosures dhoutalue measurements for future transactions.d&/ not expect the adoption of these
pronouncements to have an impact on our finantaédments.

Also in September 2006, the FASB issued SFAS N8, dmployers’ Accounting for Defined Benefit Pemisiand Other
Postretirement Plans-An amendment of FASB Statesri¢at 87, 88, 106, and 132(R)” (“SFAS No. 158”")ASFNo. 158 represents the first
phase of the FASB’s two phase project to recongldéned benefit pension and other postretirembant pccounting. SFAS No. 158 requires
recognition of the over-funded or under-fundedustatf a defined benefit postretirement plan assaeteor liability in a company’s statement
of financial position and requires a company toggize changes in that funded status in comprebeistome in the year in which the
changes occur. SFAS No 158 also requires measutarhtire funded status of a plan as of the daitsgfear-end statement of financial
position. Phase two will be a comprehensive exatitnaf accounting for defined benefit pension atiter postretirement plans and may
reconsider the guidance of SFAS No. 158.

The guidance of SFAS No. 158 is effective for usanp steps. Step one is effective for us beginmitth our fiscal year ending on
December 31, 2006 and requires us to recognizeionamsolidated balance sheet the over-funded d@ersfunded amount of our defined
benefit postretirement plans. This amount is defiag the difference between the fair value of plssets and the benefit obligation. We are
also required to recognize as a component of ailvaprehensive income, net of tax, the actuariaiggand losses and the prior service costs
and credits that arise but are not currently rexgliio be recognized as components of net periaiefit cost. Other comprehensive incom
then adjusted as these amounts are later recognizeiticome as components of net periodic beweft. The adoption of step one requires
us to record on our consolidated balance sheetases in post-retirement and other post-employbmmfit obligations and increases in
accumulated other comprehensive loss. The adopfistep one could have a significant impact onfmancial statements. Step two is
effective for us beginning with our fiscal year amglon December 31, 2008 and requires us to diséfothe notes to our financial statements
additional information about the expected effectet periodic benefit cost of delayed recognitibthe actuarial gains and losses and the
prior service costs and credits. It also requiissldsure of information about any transition assatbligation remaining from the application
of pre-existing rules and requires a year end nreasent date. We currently use December 31 as tlhsunement date of the funded status of
our plans, which is the same date as our year ensbtidated balance sheet. We do not expect thetiadoof step two to have an impact on
our financial statements.

Note 2: Stock-Based Compensation

Effective January 1, 2006, we adopted SFAS No.RR3Frior to 2006, we accounted for awards of Btk granted to our employe
under the intrinsic-value recognition and measurgrpanciples of Accounting
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Principles Board Opinion No. 25, “Accounting foio8k Issued to Employees” (“APB No. 25"). HoweveFAS No. 123(R) requires that
compensation expense be measured using estiméates fair value of all stock-based awards and aplth new awards and to awards
modified, repurchased, or cancelled after DecerBlheP005, as well as to the unvested portion ofrdsvautstanding as of January 1, 2006.

We are applying the “modified prospective methaal’fiecognizing the expense over the remaining nvgsieriod for awards that were
outstanding but unvested at January 1, 2006. Uthéemodified prospective method, we have not adfutiie financial statements for periods
ended prior to December 31, 2005. Compensationacshg from stock-based awards granted to oul@yeps is recognized as expense
using the straight-line method over the vestindgqekand 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 stpanted to our employees was less |
$1 million for the three and nine months ended &aper 30, 2006. Because we purchase a significantiat of services from our parent, the
direct stock-based compensation costs recorded figristock-based awards granted to our employeesa necessarily indicative of the
costs we would have incurred had we operated t&nd-glone entity during the periods presented.

The following table illustrates the effect on netéme for the three and nine months ended Septe3@h@005 as if compensation costs
arising from stock-based awards of QCII stock grdrib our employees had been determined basecdaitlvalue at the grant dates:

September 30, 2005

Three Months

Nine Months
Ended Ended
(Dollars in millions)
Net income!
As reportec $ 21C $ 722

Deduct: Total stock-based employee compensatioaresgpdetermined
under the fair-value-based method for all awardsofirelated tax

effects of $26 and $33, respectiv (42 (54)
Pro forma net incom $ 16€ $ 66¢

Our direct parent also adopted SFAS No. 123(R)amudry 1, 2006, and as a result of its increasstb cib increased its billings to us
during the three and nine months ended Septembh@08@ by approximately $3 and $10 million, respety. These costs are not directly
assigned, but are billed to us based on a genérehtor and are included in the selling, general administrative—affiliates expense line in
our condensed consolidated statements of opera#ienaf September 30, 2006, QCII had $56 milliortatél unrecognized compensation
cost related to unvested stock-based awards, vithigh recognize over the remaining weighted ayggraresting terms of 2.8 years, and
because our direct parent will continue to recarchsstock-based compensation, it will continueilicalportion of such costs to us. However,
based on the many factors that affect the alloonatiee amount that is ultimately billed to us assult of stock-based compensation recorded
at our direct parent may fluctuate.

F-8



Table of Contents

QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)
Note 3: Borrowings
As of September 30, 2006 and December 31, 2005%@uowings, net of discounts and premiums, coedisf the following:

September 3C December 31
2006 2005

. (Dollars in millions)
Current borrowings

Current portion of lon-term borrowings $ 70 $ —
Current portion of capital lease obligatic 1 1
Total current borrowing $ 71 $ 1

Long-term borrowings

Long-term notes $ 7,60z $ 7,66(
Long-term capital lease obligatiol 8 4
Total lon¢-term borrowings $ 7,61( $ 7,664

On August 8, 2006, we issued $600 million aggregatecipal amount of our 7.5% Notes due 2014. Toies are unsecured obligations
and rank equally in right of payment with all ofrather unsecured and unsubordinated indebtedfibescovenant and default terms are
substantially the same as those associated witbther long-term debt. We plan to file an exchaoffer registration statement with the SEC
for a new issue of substantially identical notegstered under the Securities Act of 1933, as amendithin 315 calendar days of the date of
issuance of the notes. If we fail to file this igtgation statement or fail to satisfy other obligas under the registration rights agreement
relating to the notes, we will be required to pdgitional interest on the notes at a rate of 23slyasints per year. The net proceeds of
approximately $592 million have been or will bedi$er general corporate purposes, including repayrotindebtedness and funding and
refinancing investments in our telecommunicatiossets. Concurrent with the issuance of the notes;alled the remaining $500 million
aggregate principal amount of our floating ratentéwan maturing in June 2007, plus accrued intere$8 million. The prepayment resulted
in a loss on early retirement of debt of $9 million

On September 21, 2006, we also redeemed the rergaé#@D million aggregate principal amount of oury@@r 6.25% debentures due
January 1, 2007 at face value plus accrued intefe&t million.

Note 4: 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 allocatiorsibes 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 SEC. Consequently, we doprotvide our discrete financial information to th©OM on a regular basis.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Revenue derived from external customers for theetland nine months ended September 30, 2006 asd280mmarized in the
following table:

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005

(Dollars in millions)

Voice service: $ 1,55¢ $ 1,66¢ $4,76¢ $5,09¢
Data and Internet servic 65¢ 54¢t 1,90¢ 1,63¢
Other service 5 6 15 13
Total operating revent $ 2,22( $ 2,21¢ $6,68: $6,74¢

Voice servicesvoice services revenue includes local voice, In&@A long-distance voice and access services. Legile 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 revenue s IntraLATA long-distance services within ourdbservice 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 as-sBjgged Internet and ISDN).

Other servicesOther services revenue is predominantly deriverhftioe sublease of some of our real estate, suspaae in our office
buildings, warehouses and other properties.

Affiliate services revenue is derived from telecoumications and other services provided to ouriafél 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.

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

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 5: 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 mattegsther with a discussion of those
matters to which we are a party (primarily the matiscussed below under the heading “Regulatortevfaand the matter discussed below
under the heading “DOJ Investigation and Remaifiegurities Actions — Other”). Only those mattersvtoch we are a party represent
contingencies for which we have recorded, or coessonably anticipate recording, an accrual if appate to do so.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

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

Settlement of Consolidated Securities Acti

Twelve putative class actions purportedly broughbehalf of purchasers of QGilpublicly traded securities between May 24, 198¢
February 14, 2002 were consolidated into a conatdisecurities action pending in federal distiairt in Colorado. The first of these
actions was filed on July 27, 2001. Plaintiffs gd, among other things, that defendants issued faild misleading financial results and
made false statements about QCII's business amdiments, including making materially false statetmién certain of QCII's registration
statements. The most recent complaint in this matteght unspecified compensatory damages and wlefi However, counsel for
plaintiffs indicated that the putative class wosdk damages in the tens of billions of dollars.

On November 23, 2005, QCII, certain other deferglaard the putative class representatives entete@und filed with the federal
district court in Colorado a Stipulation of Part@dttlement that, if implemented, will settle tlmmsolidated securities action against QCII and
certain other defendants. In September 2006, therdé district court in Colorado issued an orderaping the proposed settlement on behalf
of purchasers of QCII's publicly traded securitiegween May 24, 1999 and July 28, 2002. The oxdsubject to appeal.

Under the settlement, QCII will pay a total of $4@0lion in cash—$100 million of which was depositato an escrow account in the
first quarter of 2006, $100 million of which waspisited on October 27, 2006, and $200 million ofcltwill be deposited on January 15,
2007, plus interest on the $200 million at 3.75%yma&r for the period from October 29, 2006 throdghuary 14, 2007.

The settlement resolves and releases the individdaaths of the class representatives and the clafrtfse class they represent against
QCIl and all defendants except Joseph Nacchio, @@&ltmer chief executive officer, and Robert Waafflr QCII's former chief financial
officer. As part of the settlement, QCII receivek$nillion from Arthur Andersen LLP, which is albeing released by the class
representatives and the class they represent Hdtilement is not ultimately effected, QCII wdpay the $10 million to Arthur Andersen.
parties admit any wrongdoing as part of the setiam

As noted below under “Remaining Securities Actibaspumber of persons, including large pension fymeere excluded from the
settlement class at their request. Some of thessigefunds have filed individual suits against QQICII will vigorously defend against su
claims.

Settlement of Consolidated ERISA Actic

Seven putative class actions purportedly brougairast) QCIl on behalf of all participants and beciefies of the Qwest Savings and
Investment Plan and predecessor plans, or the f&tem ,March 7, 1999 until January 12, 2004 haventmmsolidated into a consolidated
action in federal district court in Colorado. Otliefendants in this action include current and fardirectors of QCII, former officers and
employees of QCII and Deutsche Bank Trust Compamgiicas, or Deutsche Bank (formerly doing busirmssBankers Trust Company).
These suits also purport to seek relief on beHati®Plan. The first of these actions was filed/iarch 2002. Plaintiffs assert breach of
fiduciary duty claims against QCII and others unther Employee
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FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Retirement Income Security Act of 1974, as amendielging, among other things, various impropritiemanaging holdings of QCII stock
in the Plan. Plaintiffs seek damages, equitabledcmathratory relief, along with attorneys’ fees aodts and restitution. Counsel for plaintiffs
indicated that the putative class would seek biliof 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@ttQCII has deposited $33 million in cash intsettlement fund for the benefit of the
Plan in connection with the proposed settlementitBide Bank has deposited $4.5 million in cashansettlement fund for the benefit of the
Plan to settle the claims against it in connectiith the proposed settlement. No parties admitwrongdoing as part of the proposed
settlement. QCII received certain insurance progesda contribution by individual defendants te gettlement, which offset $10 million of
QCII's $33 million payment. If the settlement istndtimately effected, QCII will repay these insoca proceeds. In addition to the
$33 million cash settlement, QCII has also agreguhly, subject to certain contingencies, the am@fiahy) by which the Plan’s recovery
from the settlement of the consolidated securai®on is less than $20 million. If approved by thigtrict court, the proposed settlement will
settle and release the claims of the class agai@ftand all other defendants in the consolidatBdSA action. The federal district court in
Colorado has issued orders (1) preliminarily apprgthe proposed settlement, (2) setting a heddnflovember 17, 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 QCIll commark siatheir Plan accounts from
March 7, 1999 until January 12, 2004. The propasttiement is subject to review on appeal if theriit court were finally to approve it.

DOJ Investigation and Remaining Securities Actio

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 QCII's
previously issued consolidated financial statemémtshe year ended December 31, 2002, or QCIIB22Binancial 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 @@tiancial results or financial condition that mdgimately result from 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 belswvell as any additional actions that may be dinbby parties that, as described below
under “Remaining Securities Actions,” have optetlaiuhe settlement of the consolidated securai@®n. QCII has recorded its estimate of
the minimum liability for these matters becauseestimate of probable loss for these matters idtabestimate than any other amount. If the
recorded reserve is insufficient to cover theseensit QCll will need to record additional charge#$ consolidated statement of operation
future periods. The amount QCII has reserved fes¢hmatters is its estimate of the lowest endeptissible range of loss. The ultimate
outcomes of these matters are still uncertain hadimount of loss QCII may ultimately incur couddubstantially more 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 éhastions. Any settlement of or judgment in onenore of these actions substantially in
excess of QCII's recorded reserves could haverdfigignt impact on QCIl, and QCII can give no asswe that it will have the resources
available to pay any such judgment. The magnitddmg settlement or judgment resulting from thestgoas could materially and adversely
affect QCII's financial condition and ability to rekits debt obligations, potentially impactingétedit ratings, its ability to access capital
markets and its compliance with debt covenantadufition, the magnitude of any such settlementidginent may cause QCII to draw down
significantly on its cash balances, which might&QCII to obtain additional financing or explother methods to generate cash. Such
methods could include issuing additional securitieselling assets. As a wholly owned subsidiar@@fl, our business operations and
financial condition would be similarly affected.

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 Offiges investigated various matters that include #&etiens related to the various adjustments
and restatements described in QCII's 2002 Finargt@lements, transactions between QCII and ceavfaia 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. At their request, plaintiffs in thesgians were excluded from the
settlement class of the consolidated securitigerachs a result, their claims were not releasedheydistrict court’s order approving the
settlement of the consolidated securities actidmes€ plaintiffs have variously alleged, among othirgs, that QCIl and others violated
federal and state securities laws, engaged in frauil conspiracy and negligent misrepresentatamy breached fiduciary duties owed to
investors by issuing false and misleading finanpbrts and statements, falsely inflating revesm decreasing expenses, creating false
perceptions of revenue and growth prospects ardiptoying improper accounting practices. Other d@fats in one or more of these acti
include current and former directors of QCII, fomofficers and employees of QCII, Arthur AndersdrPl, certain investment banks and
others. Plaintiffs variously seek, among otherdbircompensatory and punitive damages, restitutignitable and declaratory relief, pre-
judgment interest, costs and attorr’ fees.
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Together, the parties to these lawsuits conteridthieg have incurred losses resulting from theresiments in QCII's securities in
excess of $1.51 billion; they have also assertaiing for punitive damages and interest, in additialaims to recover their alleged losses.

Plaintiff(s) Date Filed Court Where Action Is Pending
State of New Jersey (Treasury Department, Division November 27, 200 New Jersey Superior Court, Merc
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 iircuit Court of Cook County,
lllinois
Stichting Pensioenfonds ABP (SP February 9, 200 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
A number of New York City pension and retiremenmida September 22, 20( Federal District Court in Colorac
New York State Common Retirement FL April 18, 2006 Federal District Court in Colorac
San Francisco Employees Retirement Sys April 18, 2006 Federal District Court in Colorac
Fire and Police Pension Association of Color April 18, 2006 Federal District Court in Colorac
Commonwealth of Pennsylvania Public School May 1, 2006 Federal District Court in Colorado
Employee’ Retirement Syster
Merrill ILynch Investment Master Basic Value Trustriel, June 21, 2006 Federal District Court in Colorado
etal.
Denver Employees Retirement P August 7, 200¢ Federal District Court in Colorac
FTWF Franklin Mutual Beacon Fund, et al. October 17, 2006 Superior Court, State of California,

County of San Francisc

At their request, other persons (including largespen funds) who have not yet filed suit were agoluded from the settlement class.
As a result, their claims were not released byotigker approving the settlement of the consolidatazlirities action. QCII expects that som
these other persons will file actions againstit i§ unable to resolve those matters amicablyhénaggregate, the persons who have requeste
exclusion from the settlement class, excluding ¢hited in the table above, contend that they laaerred losses resulting from their
investments in QCII's securities of approximately billion, which does not include any claims pomitive damages or interest. Due to the
fact that many of the persons who requested exeidsom the settlement class have not filed lavestitis difficult to evaluate the claims that
they may assert. Regardless, QCII will vigorousdyethd against any such claims.

Other

A putative class action purportedly brought on liebfgpurchasers of QCI$ stock between June 28, 2000 and June 27, 200@vamet:
of U S WEST, Inc. stock on June 28, 2000 is pendingolorado in the District
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Court for the County of Boulder. We are also a ddémt in this action. This action was filed on J@ie2002. Plaintiffs allege, among other
things, that QCIlI and other defendants issued fatgkemisleading statements and engaged in impea@&unting practices in order to
accomplish the U S WEST/Qwest merger, to make @@plear successful and to inflate the value of @&itock. Plaintiffs seek unspecified
monetary damages, disgorgement of illegal gainsodimet relief.

KPNQwest Litigation/Investigatior
Settlement of Putative Securities Class Action

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 schechée@ceptive 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 Februgrg006, QCII, certain other defendants and thatpug class representative in this action
executed an agreement to settle the case agairika@certain other defendants. Under the settteragreement, QCII has deposited
$5.5 million in cash into a settlement fund on Bebfthe settlement class, and no later than 3@ dellowing final approval by the court,
QCIl will issue shares of its stock to the settlatfend then valued at $5.5 million as additionahsideration for the settlement. The
settlement agreement would settle the individugihts of the putative class representative andltims of the class he purports to represent
against QCII and all defendants except Koninkli&N N.V. a/k/a Royal KPN N.V., Willem Ackermans, |Ee Blok, Joop Drechsel, Martin
Pieters, and Rhett Williams. Those defendants arées to a separate proposed settlement agreevithrihe putative class representative.
The federal district court for the Southern DigtaENew York has issued orders (1) preliminarippeoving the proposed settlements,

(2) setting a hearing for January 4, 2007 to cardital approval of the proposed settlements, (@haertifying a settlement class on beha
purchasers of KPNQwest's publicly traded securifiesn November 9, 1999 through May 31, 2002.

QCII's settlement agreement with the putative ctagsesentative is subject to a number of conditamd future contingencies. Among
others, it (i) requires final court approval; (ijovides QCII with the right to terminate the satikent if class members representing more than
a specified amount of alleged securities lossest &3eopt out of the settlement; (iii) provides Q@ith the right to terminate the settlement if
it does not receive adequate protections for clagfeging to substantive liabilities of non-setflidefendants; and (iv) is subject to review on
appeal even if the district court were finally fgpaove it. Any lawsuits that may be brought by jg@rbpting out of the settlement will be
vigorously defended regardless of whether the pegaettlement is consummated. No parties admitvaoiygdoing as part of the proposed
settlement.

Certain individuals and entities have opted ouhefKPNQwest securities settlement class. As dtrekair claims will not be released
even if the settlement is finally approved by tligritt court. Some of these individuals and eesithave already filed actions against QCII, as
described below. QCII expects that at least sonmbeobthers who opted out will also pursue actageinst it if it is unable to resolve their
claims amicably. In the aggregate, those who hagaested exclusion from the settlement class cilyreontend that they have incurred
losses resulting from their investments in KPNQveesturities during the settlement class period ast $76 million, which does not
include any claims for punitive damages or interébe amount of these alleged losses may incraadecoease in the future as QCII learns
more about the potential claims of
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those who opted out of the settlement class. Dtileetdact that many of those who requested exalufsam the settlement class have not fi
lawsuits based on the losses they claim to haveried from their investments in KPNQwest securitlesng the settlement class period, it is
difficult to evaluate the claims that they may asdeegardless, QCII will vigorously defend agaiasy such claims.

Other KPNQwest-Related Proceedings

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 amendaéges, among other things, that the defendaolfated state and federal securities |i
and breached their fiduciary duty in connectiorhvifitvestments by plaintiffs in securities of KPNQ@ueQCll was 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 anetremainder of plaintiffs’ claims were
dismissed without prejudice. Plaintiffs have appdahe summary judgment order to the Arizona ColuAppeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Maijeheir capacities as trustees in the Dutchkhgrtcy proceeding for KPNQwest,
filed a lawsuit in the federal district court fdret District of New Jersey alleging violations oé tRacketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCIl was a defanidahis lawsuit along with Joseph
Nacchio, Robert S. Woodruff and John McMaster.rRiffis allege, among other things, that defenc’ actions were a cause of the
bankruptcy of KPNQwest and they sought damagethéobankruptcy deficit of KPNQwest of approximat&R.4 billion. Plaintiffs also
sought treble damages as well as an award of ffifai@ttorneys’ fees and costs. On October 17,8@Be court issued an order granting
defendantsimotion to dismiss the lawsuit, concluding that dispute should not be adjudicated in the UnitedeStal hat decision is subject
appeal.

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

On September 13, 2006, Cargill Financial Markeks,ad Citibank, N.A. filed a lawsuit in the DigttiCourt of Amsterdam, The
Netherlands against QCII, KPN Telecom B.V., Konijd KPN N.V., Joseph Nacchio, John McMaster, atiteoformer employees
supervisory board members of QCII, KPNQwest, or KIPhe lawsuit alleges that defendants misrepreddtBNQwest’s financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPN@st to borrow funds under that facili
The plaintiffs allege damages of approximately €&fiion (or $278 million based on the exchange rait September 30, 2006).

On August 23, 2005, the Dutch Shareholders AsdoonigVereniging 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 tredbeged to have caused the bankruptcy of KPNQimdgday 2002, and an investigation
into alleged mismanagement of KPNQwest by its etreeumanagement, supervisory board members, j@nture entities (QCII and KPN),
and KPNQwest’s outside auditors and accountants.

F-16



Table of Contents

QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Other than the putative class action in which Q@ entered into a proposed settlement (and faxhwhhas a remaining reserve of
$5.5 million in connection with the proposed settiant), QCII will continue to defend against the gieg KPNQwest litigation matters
vigorously.

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 mad20a1l to invest $788 million in communications astructure 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@at $788 million over
the life of the AFOR. The Commission also ruled thave failed to satisfy this investment commitmyeany shortfall must be credited or
refunded to our New Mexico customers. The Commisalso opened an enforcement and implementatioketidc review our investments
and consider the structure and size of any refondsedits to be issued to customers. On May 12187@005, we filed appeals in federal
district court and in the New Mexico State Supré@oeirt, respectively, challenging the lawfulnesshef Commission’s Final Order. On
February 24, 2006, the federal district court gedrthe defendants’ motion to dismiss and on Jun@@%6, the New Mexico Supreme Court
issued its opinion affirming the Commission’s Figalder. The opinion concluded that the Commissiad the authority to add to the AFOR
the incentive requiring Qwest to issue creditsedamds in the amount of the shortfall between tivestment commitment and the amount
invested during the term of the AFOR.

On July 26, 2006, we entered into a settlement thiehNew Mexico General Services Department andNthe Mexico Attorney
General that would resolve the disputes describegtex This settlement must be approved by the Cassiari, and the hearing to consider the
settlement is set for November 2006. Under thdeseéint, we would contribute $15 million, for whieke have established a liability, to the
Students and Teachers Reaching Optimal New Goajed®ra program established and operated undexusces of the New Mexico
Department of Education. In addition, we would isiviea our New Mexico network a total of $250 mitliover 42 months in specific
categories of telecommunications infrastructurggmts. Our obligation to make these expendituresiavestments will arise only upon
approval of the settlement by the Commission. énuthlikely event that we do not achieve the reglingestment level over the 42 month
period, we would be required under the settlemenéfund any deficiency to our New Mexico customers

Other Matters

Several putative class actions relating to thelfaton of fiber optic cable in certain rights-afay were filed against QCIl on behalf of
landowners on various dates and in various conr@Gaiifornia, Colorado, Georgia, lllinois, Indiar€ansas, Mississippi, Missouri, Oregon,
South Carolina, Tennessee and Texas. For the radstipe complaints challenge QCII's right to ifisita 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 CagmliTennessee and Texas) purport to be broughtlwalftof state-wide classes in
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the named plaintiffs’ respective states. Severtbas purport to be brought on behalf of multi-stalasses. The lllinois state court action
purports to be on behalf of landowners in lllind@ya, Kentucky, Michigan, Minnesota, Nebraska, @dnd Wisconsin. The lllinois federal
court action purports to be on behalf of landownerrkansas, California, Florida, Illinois, IndianMissouri, Nevada, New Mexico,
Montana and Oregon. The Indiana action purportseton behalf of a national class of landownerscadjato railroad rights-of-way over
which QCII's network passes. The complaints seekatges on theories of trespass and unjust enrichieemtell as punitive damages.

On September 1, 2006, Ronald A. Katz Technologghsing, L.P. (“Katz”) filed a lawsuit in Federaldbiict Court in Delaware against
QCII (including a number of its subsidiaries). Thesuit alleges infringement by QCII of 24 patefitke lawsuit also names as defendants a
number of other entities that are unrelated to QK4kz is also involved in approximately 24 othases against numerous other unrelated
entities both in Delaware and in the Eastern Distf Texas. Although the complaint against QCNagjue, it generally alleges infringement
based on QCII's use of interactive voice respostess to automate processing of customer caitskatz seeks unspecified damages,
trebling of the damages based on alleged willffririgement, attorney’s fees and injunctive relief.

The Internal Revenue Service (“IRS”) proposed aadjstment for tax years 1994 through 1996. Tiecjral issue involves the
allocation of costs between lomgrm contracts with customers for the installatidrconduit or fiber optic cable and additional caitar fiber
optic cable retained by QCII. The IRS disputesatecation 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, 206,Tiax Court issued a decision for the
tax years 1994 to 1996, which was favorable to QUik IRS may appeal the decision to the 10th @ifeourt of Appeals. The trial for the
1997-1998 tax years has been scheduled for Apdit 200 QCII ultimately were to lose this issue fhe tax years 1994 through 1998, QCII
estimates it would have to pay approximately $5[fianiin tax plus approximately $51 million in imst pursuant to tax sharing agreements
with the Anschutz Company relating to those timequks.

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 liabilitigsany, arising from adjustments to
previously filed returns would be borne by theleffed group member determined to have a deficiemger the terms and conditions of such
agreements and applicable tax law. Generally, @&slnot provided for liabilities of former affiled members or for claims they have
asserted or may assert against QCII. QCII beligvess adequately provided for these tax-relatetfera If the recorded reserves for these
tax-related matters are insufficient, QCII may n&ececord additional amounts in future periods.

Note 6: Severance Accruals

We continue to manage our cost structure and tafiecdmpact of productivity gains achieved. Far three and nine months ended
September 30, 2006, we recorded $32 million andrBi#®n of severance costs, respectively. Thessscwere included in our condensed
consolidated statements of operations in selliegegal and administrative expenses. We expectistautially complete these payments in
2007.

Note 7: Dividends

During the three and nine months ended Septemh&08®, we declared dividends to our parent of $#0lon and $1.4 billion,
respectively. On October 16, 2006 we declared meind of $600 million to our parent.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying consolidated balsineets of Qwest Corporation and subsidiaries Becember 31, 2005 and
2004, and the related consolidated statementsaratipns, stockholder’s equity, and cash flowsgfach of the years in the three-year period
ended December 31, 2005. These consolidated fialesteitements are the responsibility of the Comjzamanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tildasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of
Qwest Corporation and subsidiaries as of Decembg2@5 and 2004, and the results of their oparatamd their cash flows for each of the
years in the thre-year period ended December 31, 2005, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompanying coreselitifinancial statements, effective December 8052the Company adopted FA
Interpretation No. 47, Accounting for Conditionad#et Retirement Obligations. Also, as discussewbia 2, effective January 1, 2003, the
Company adopted Statement of Financial Accountiag@rds No. 143, Accounting for Asset Retiremeligations.

KPMG LLP

Denver, Colorado
February 16, 2006
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CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN MILLIONS)

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 and other intangible assetsrération
Asset impairment chargs

Total operating expens
Other expens—net:
Interest expen—net
Other incom—net
Loss on early retirement of d—net
Total other expen—net
Income before income taxes, discontinued operaamascumulative effect of changes in
accounting principle
Income tax expens

Income from continuing operatiol
Loss from discontinued operations, net of tax bémef $0, $34 and $159, respectivi

Income before cumulative effect of changes in anting principles
Cumulative effect of changes in accounting priresplnet of taxes of $8, $0 and $139, respect

Net income

The accompanying notes are an integral part oktheasolidated financial statements.
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Years Ended December 31,

2005 2004 2003
$ 8,99¢ $ 9,267 $10,02:
1,05¢ 1,064 78¢
10,04¢ 10,331 10,81:
2,13: 2,13¢ 2,23(
24¢€ 30€ 42¢
1,74¢ 1,75¢ 1,927
1,107 1,07% 1,171
2,33( 2,321 2,412
32¢ 36¢€ 33¢

— 54 —
7,892 8,01¢ 8,49¢
607 584 575
(18 (17) (19)

37 6 —
62€ 572 554
1,53( 1,742 1,75¢
(541) (69¢) (675)
98¢ 1,044 1,08:
— (53) (252)
98¢ 991 831
(12) — 21¢
$ 971 $ 991 $ 1,05(
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QWEST CORPORATION

CONSOLIDATED BALANCE SHEETS
(DOLLARS IN MILLIONS)

December 31,

2005 2004
ASSETS
Current asset:
Cash and cash equivalel $ 16C $ 34:
Shor-term investment 8 20€
Accounts receivab—net 1,01¢ 1,06¢
Accounts receivab—affiliates 127 15€
Deferred income taxe 98 112
Prepaid and other ass: 21¢ 262
Total current asse 1,63( 2,144
Property, plant and equipm—net 14,031 15,26¢
Capitalized software and other intangible a—net 594 79¢€
Prepaid pension ass 1,01z 1,021
Other asset 297 35¢€
Total asset $17,57: $19,59(
LIABILITIES AND STOCKHOLDER 'S EQUITY
Current liabilities:
Current borrowing: $ 1 $ 40t
Accounts payabl 454 367
Accounts payab—affiliates 60¢ 675
Dividends payab—QSC 12¢€ 412
Accrued expenses and other current liabili 68t 803
Deferred revenue and advance billii 492 511
Total current liabilities 2,361 3,17:
Long-term borrowings (net of unamortized debt discodr#1®9 and $139, respectivel 7,66¢ 7,25¢
Pos-retirement and other p-employment benefit obligatior 2,851 2,841
Deferred income taxe 1,881 2,194
Other lon¢-term liabilities 27¢ 294
Deferred revenu 19z 22¢
Total liabilities 15,23t 15,98¢
Commitments and contingencies (Note
Stockholde’s equity:
Common stoc—one share without par value, owned by C 10,157 10,15(
Accumulated defici (7,827 (6,54¢)
Total stockholde's equity 2,33¢ 3,60¢
Total liabilities and stockhold’s equity $17,57: $19,59(

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)

Years Ended December 31,

2005 2004 2003

OPERATING ACTIVITIES
Net income $ 977 $ 991 $ 1,05(
Adjustments to reconcile net income to cash praVicle operating activities

Loss from discontinued operations net of tax bés — 53 252
Depreciation and amortizatic 2,65¢ 2,69 2,751
Gain on sale of asse — (5) —
Provision for bad debt 74 32 12t
Deferred income taxe (302 (425) 23¢
Asset impairment chargs — 54 —
Cumulative effect of changes in accounting prires—net of taxes 12 — (219)
Income tax benefit distributed to Q¢ — (32 (179
Loss on early retirement of de 37 6 —
Other no-cash charge——net 24 23 23
Changes in operating assets and liabilii
Accounts receivabl (27) 221 60
Accounts receivab—affiliates 29 (30 10€
Prepaid and other current ass 38 73 5
Prepaid income tax—QSC — — 25E
Accounts payable and accrued expel (32 (337) 73
Accounts payab—affiliates (66) 14z 273
Deferred revenue and advance billit (55) (1849 (159
Other noi-current assets and liabiliti 47 44 163
Cash provided by operating activiti 3,41¢ 3,31¢ 4,82¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipmentiatehgible assel (1,237) (1,437) (1,635
Proceeds from sale of property and equipn — 11 —
Interest in net proceeds from (purchases of) imreats managed by Q< 21C 48 (26€)
Other 9 (5) (32
Cash used for investing activiti (2,019 (1,389 (2,939
FINANCING ACTIVITIES
Equity infusions from QS — 2,231 —
Payment of current borrowin—affiliate by Qwest Wireles — (2,185 —
Repayments of lor-term borrowings, including current maturiti (1,156 (952 (1,277
Proceeds from lor-term borrowings 1,15C 83€ 1,72¢
Dividends paid to QSt (2,536 (2,457 (2,880
Collection of note receivat—affiliate — 28¢€ —
Debt issuance cos (18) 14 (36)
Early debt retirement cos (25) — —
Cash used for financing activiti (2,585 (2,249 (2,45%)
CASH AND CASH EQUIVALENTS
(Decrease) increase in cash and cash equivz (182 (319 43:
Net cash used by discontinued operati — — (5)
Beginning balanc 34z 65E 227
Ending balanc: $ 16C $ 34z $ 65E

CASH FLOWS FROM DISCONTINUED OPERATIONS (revised)
Net cash used in discontinued operating activ $ (62 $ (207)
Cash used in investing activit—discontinued operatior (5) (28)



Cash provided by financing activit—discontinued operatior

Net decrease in ce—discontinued operatior

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

CONSOLIDATED STATEMENTS OF STOCKHOLDER’S EQUITY
(DOLLARS IN MILLIONS)

Balance, December 31, 20C
Net income
Dividends declared on common stc
Stocl-based compensation expel
Income tax benefit distributed to Q¢
Other net asset transfe

Balance, December 31, 20C
Net income
Dividends declared on common stc
Income tax benefit distributed to Q¢
Equity infusions
Wireless subsidiary net asset tran:
Other net asset transfers and collection of nateivable

Balance, December 31, 20C
Net income
Dividends declared on common stc
Other comprehensive incor
Other net asset transfe

Balance, December 31, 20C

Note

Receivable— (Accumulated
Common
Stock Affiliate Deficit) Total

$ 8,40( $ (286 $ (3,61)) $ 4,497
— — 1,05(C 1,05(C
- - (2,306) (2,306)
1 — — 1
(179) — — (179
8 — — 8
8,23¢ (286) (4,879 3,071
— — 991 991
- - (2,669 (2,669
(32) — — (32
2,231 — — 2,231
(29€) — — (29€)
11 28¢€ — 297
10,15¢( — (6,54¢) 3,60¢
— — 977 977
— — (2,250) (2,250)
— — @) 2
7 — — 7
$10,15" $ — $ (7,82) $ 2,33¢

The accompanying notes are an integral part oktheasolidated financial statements.
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Unless the context requires otherwise, referencdkis prospectus to “QC” refer to Qwest Corporatiaeferences to “Qwest,” “we,”
“us,” the “Company” and “our” refer to Qwest Corpaation and its consolidated subsidiaries, and refiees to “QCII” refer to our ultimate
parent company, Qwest Communications Internatibmal and its consolidated subsidiarit

Note 1: Business and Background

We are wholly owned by Qwest Services Corporati@SC”), which is wholly owned by QCII. We providedal telecommunications
and related services, IntraLATA long-distance sssiand data and video services within our log@icearea, which consists of the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesd#ontana, Nebraska, New Mexico, North Dakota, @regouth Dakota, Utah,
Washington and Wyoming. Our operations are includetie consolidated operations of our ultimateepgrQCII, and generally account for
the majority of QCII's consolidated revenue. Odetcemmunications products and services are proviaedigh our telephone network
located within our local service area. In additiorour operations, QCII maintains a wireless bussrend a national fiber optic network.
Through its fiber optic network, QCII provides tfilowing wireline products and services that werad provide:

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

» Virtual private network;

e Web hosting; and

* Professional services.

For certain other products and services we proaidkfor a variety of internal communications fuans, we utilize QCII's fiber optic
network to transport voice and data traffic. AlBopugh its national fiber optic network, QCII pidgs some data and Internet access ser
including private line, ATM and Frame Relay, thed aimilar to services we provide within our losatvice area.

Until May 1, 2004, we provided wireless servicemtigh our wholly owned subsidiary, Qwest Wirelet€L(“Qwest Wireless”). On
May 1, 2004, we transferred ownership of Qwest g to an affiliate. As a consequence, we no lohgee wireless operations, and the
results of operations and financial position of Gt ireless are included in discontinued operatiormur consolidated financial statements.
Please see Note 7—Transfer of Qwest Wireless Qpesatio our audited consolidated financial stateisiér additional information on
discontinued operations.

Note 2: Summary of Significant Accounting Policies

Basis of presentatiof.he accompanying consolidated financial statemiectade our accounts and the accounts of our sigvsd ove
which we exercise control. All intercompany amouwsntsl transactions with our consolidated subsididia/e been eliminated.

We record intercompany charges at the amountgitiieis by our affiliates. Regulatory rules requieetain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 15—Related Party Transacttoresur audited consolidated financial
statements. Regulators periodically review our disnpe with regulations. Adjustments to intercompaharges that result from these
reviews are recorded in the period they become kndVe purchase services, such as marketing andtesiivg, information technology,
product and technical services as well as genemdart services from affiliates. We provide to affiliates telephony and data services as
well as other services.
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Because of the significance of the services welmse from our affiliates and our other affiliat@nsactions, the results of operations,
financial position, and cash flows presented heseénnot necessarily indicative of the resultspdrations, financial position and cash flows
we would have achieved had we operated as a stand-antity during the periods presented.

Use of estimate®©ur consolidated financial statements are preparadcordance with accounting principles generadigepted in the
United States of America (“GAAP”These accounting principles require us to makeairegstimates, judgments and assumptions. We ke
that the estimates, judgments and assumptions wilagle accounting for items and matters such as ferg-contracts, customer retention
patterns, allowance for bad debts, depreciatiomrapnation, asset valuations, internal labor cdigiidgion rates, recoverability of assets,
impairment assessments, employee benefits, teesmvies and other provisions and contingencieseasdnable, based on information
available at the time they are made. These estapjaidgments and assumptions can affect the rapart®unts of assets and liabilities as of
the date of the consolidated financial statemexgtsyell as the reported amounts of revenue ancherpealuring the periods presented. We
also assess potential losses in relation to thnedter pending legal matters. If a loss is considgrobable and the amount can be reasonably
estimated, we recognize an expense for the estihags. Actual results could differ from these resties.

ReclassificationsWe utilize the cash management services of QSC. €BCentrates our cash with that of all of its othebsidiaries
and manages and invests the cash on our behalpr&V@usly reported as cash and cash equivalentsiohalance sheets the amount of cash
held by QSC on our behalf. QSC’s cash managemetfbfjo includes cash, money market funds, qualifieirchaser funds, repurchase
agreements, commercial paper, investments in auddiie securities and U.S. government agency amqmbrade notes. In March 2005, QCII
reclassified its investment in auction rate semsgifrom cash and cash equivalents into short-temestments in its consolidated balance
sheets. Following QCII's reclassification of théiseestments, we decided that our proportionateeshithe QSC portfolio of invested cash
and our agency relationship with QSC is more apabgly reflected by reclassifying out of cash @agh equivalents into short-term and
long-term investments our proportionate share efitlrestment in auction rate securities and U.8egunent agency and corporate notes.
Accordingly, we have reclassified $218 million afsh and cash equivalents as of December 31, 2694206 million of short-term
investments and $12 million of other non-currerseds in our consolidated balance sheets. We halasssified our interest in the investments
managed by our parent in our consolidated statesértash flows, decreasing cash used for invesiitigities by $48 million from
$1,431 million to $1,383 million for the year endedcember 31, 2004 and increasing cash used fesiimg activities by $266 million from
$1,667 million to $1,933 million for the year endedcember 31, 2003. This reclassification has rairthon previously reported total assets
or results of operations or on our debt covenamtisiedoes not affect previously reported cash fidsm operating or financing activities.

Certain other prior year balances have been réfitabto conform to the current year presentatiweiuding reclassifications of $144
million and $131 million from selling, general aadministrative expense to selling, general and atnative-affiliates for the years ended
December 31, 2005 and 2004, respectively.

In 2005, the company separately disclosed the Gipgranvesting and financing portions of the clsws attributable to its
discontinued operations, which in prior periodseveaported on a combined basis as a single amount.

Revenue recognitioiRevenue for services is recognized when the relsgedces are provided. Payments received in advare
deferred until the service is provided. Up-frorgdeeceived, primarily activation fees and instadfacharges, as well as the associated
customer acquisition costs, are deferred and rezedmover
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the expected customer relationship period, whiclgea from one to five years. The amount of custamaquisition costs which are deferre:
less than or equal to the amount of up-front fedferded. Costs in excess of up-front fees are daxbas an expense in the period incurred.
Expected customer relationship period is estimagédg historical data. Termination fees or othesfen existing contracts that are negoti
in conjunction with new contracts are deferred exwbgnized over the new contract term.

Revenue related to equipment sales is recognized apceptance by the customer, and when all theitaams for revenue recognition
have been satisfied. Customer arrangements tHatmboth equipment and services are evaluatedttine whether the elements are
separable based on objective evidence. If the elenaze separable and separate earnings procegstesotal consideration is allocated to
each element based on the relative fair valueBeo§eparate elements and the revenue associatedaghi element is recognized as earned. If
separate earnings processes do not exist, totaidaration is deferred and recognized ratably tdvetonger of the contractual period or the
expected customer relationship period.

Advertising costsCosts related to advertising are expensed as edufdvertising expense was $240 million, $158iomilland
$97 million for the years ended December 31, 2@094 and 2003, respectively, and is included ilingglgeneral and administrative on our
consolidated statements of operations.

Income taxesWe are included in the consolidated federal inctemaeturn of QCII. The QCII tax allocation politneats our
consolidated results as if we were a separate yaxp@he policy requires that each subsidiary p&yaix liabilities in cash based upon each
subsidiary’s separate return taxable income. T@#tent a subsidiary has taxable losses, no furidingceived and therefore such benefit is
retained by QCII. We are also included in combistde tax returns filed by QCII, and the same payraad allocation policy applies.

The provision for income taxes consists of an arhfamaxes currently payable and an amount forcansequences deferred to future
periods, and adjustments to our liabilities for emain tax positions. Deferred income tax assedsliabilities are recognized for the future tax
consequences attributable to the differences bettheefinancial statement and tax basis of assetdiabilities as well as for operating loss
and tax credit carryforwards using enacted taxsrai@ected to apply in the year in which the défees are expected to affect taxable
income. The effect on deferred income tax assetdiabilities of a change in tax rate is recogniredperations in the period that includes
enactment date. Valuation allowances are establigiinen necessary to reduce deferred income taksassiiie amounts expected to be
recovered.

We use the deferral method of accounting for inmesit tax credits earned prior to the repeal of swetits in 1986. We also defer
certain transitional investment tax credits earaier the repeal, as well as investment tax creditaed in certain states. We amortize these
credits ratably over the estimated service livethefrelated assets as a credit to our incomertasigion in our consolidated statement of
operations.

Cash and cash equivalent/e utilize the cash management services of QCIIll @@nages our cash in accordance with its cash
investment policy, which restricts investmentsiiswge preservation of principal and maintenandaofdity. Although cash and cash
equivalents balances are generally unsecured,adandes are maintained with financial institutitimst QCIl and we believe are creditwort
We consider cash on hand, deposits in banks amgtiments purchased with original maturities oféhrenths or less to be cash and cash
equivalents. Our cash investment policy limits ¢bacentration of investments with specific finahaigtitutions or among certain products
and includes criteria related to credit worthinesany particular financial institution.
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Allowance for doubtful accounthe allowance for doubtful accounts receivableaiafl our best estimate of probable losses inherent
our receivable portfolio determined on the basikisforical experience, specific allowances forwndroubled accounts and other currently
available evidence.

Property, plant and equipmerRroperty, plant and equipment are carried at phss, the estimated value of any associated legal
retirement obligations. Property, plant and equipiage depreciated primarily using the straighe-lgroup method. Under the straight-line
group method, assets dedicated to providing telemamications services (which comprise the majorftgur property, plant and equipment)
that have similar physical characteristics, useexpkcted useful lives are categorized in the gequired on the basis of equal life groups for
purposes of depreciation and tracking. Generaligeun the straight-line group method, when an assatld or retired, the cost is deducted
from property, plant and equipment and chargedattoimulated depreciation without recognition of anga loss. A gain or loss is recognized
in our consolidated statements of operations draydisposal is abnormal or unusual or when aigat@ves land or assets associated with the
sale of customer contracts. Leasehold improvenaetamortized over the shorter of the useful Infethe assets or the lease term.
Expenditures for maintenance and repairs are ergesms incurred. Interest is capitalized duringdtwestruction phase of network and other
internal-use capital projects. Employee-relatedscdsectly related to construction of internal assets are also capitalized during the
construction phase. Property, plant and equipmguplges used internally are carried at average easept for significant individual items
which cost is based on specific identification.

We have asset retirement obligations associatduting removal of a limited group of property, pland equipment assets from leased
properties, and the disposal of certain hazardatenals present in our owned properties. Whensaptaetirement obligation is identified,
usually in association with the acquisition of Hwset, we record the fair value of the obligatism diability. The fair value of the obligation
also capitalized as property, plant and equipmedttaen amortized over the estimated remainingulitiéd of the associated asset. Where
removal obligation is not legally binding, the west to remove assets is expensed in the periathich the costs are actually incurred.

Our policy for asset retirement obligations wasndea at December 31, 2005 to include accrualdhiestimated disposal costs of
certain hazardous materials present in our ownegegties, pursuant to our adoption of FIN 47. Sethér discussion below in the section
entitledRecently Adopted Accounting Pronouncemedis.policy for asset retirement obligations wa® alsanged in 2003 with the adoption
of Statement of Financial Accounting Standards ASF) No. 143, “Accounting for Asset Retirement Qjaltions” (“SFAS No. 143”). Prior
to 2003, we included estimated net removal costadval costs less salvage) in our group depreoiasites, including those asset retirement
obligations that were not legally binding. Thesstsdad been reflected in the calculation of daatien expense and, therefore, were
recognized in accumulated depreciation. The chanpelicy in 2003 required us to record a cumulatffect of a change in accounting
principle benefit of $365 million before taxes. Tiogal net income impact of the 2003 change ingyolias $219 million ($365 million less .
asset retirement obligation of $7 million, netrméome taxes of $139 million).

Impairment of long-lived asset/e review long-lived assets, other than intangéssets with indefinite lives, for impairment wheeaev
facts and circumstances indicate that the carrgingunts of the assets may not be recoverable. paiiment loss is recognized only if the
carrying amount of the asset is not recoverableexigdeds its fair value. Recoverability of assetse held and used is measured by
comparing the carrying amount of an asset to ttimated undiscounted future net cash flows expettd generated by the asset. If the
asset’s carrying value is not recoverable, an impamt charge is recognized for the amount by wttiehcarrying amount of the asset exceeds
its fair value. We determine fair values by usingpanbination of comparable market values and distalicash flows, as appropriate.
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Capitalized software and other intangible assktternally used software, whether purchased or ldpeel, is capitalized and amortized
using the straightine group method over an estimated useful lifé®Mmonths to five years. In accordance with Amerikestitute of Certifie
Public Accountants Statement of Position 98-1, ‘@utting for the Costs of Computer Software DevetbpeObtained for Internal Use,” we
capitalize certain costs associated with softwaoh ss costs of employees devoting time to theeptejand external direct costs for materials
and services. Costs associated with internally ldpeel software to be used internally are expens#titbe point at which the project has
reached the development stage. Subsequent additmatfications or upgrades to internal-use sofenae capitalized only to the extent that
they allow the software to perform a task it prewgiy did not perform. Software maintenance ancdhingi costs are expensed in the period in
which they are incurred. The capitalization of e@ifte requires judgment in determining when a ptdjes reached the development stage
the period over which we expect to benefit fromuke of that software.

Intangible assets with finite lives are amortizedaostraight-line basis over that life. Where themeno legal, regulatory, contractual or
other factors that would reasonably limit the ukbfel of an intangible asset, we classify the ngible asset as indefinite lived and such
intangible assets are not amortized.

Derivative instrumentdAll derivatives are measured at fair value and gatxed as either assets or liabilities on our chdated balanc
sheets. Changes in the fair values of derivatiggruiments that do not qualify as hedges and/oiirseffective portion of hedges are
recognized as a gain or loss in our consolidat&gstent of operations in other income—net in threerit period. Changes in the fair values
of derivative instruments used effectively as failue hedges are recognized in earnings (losdesy with the change in the value of the
hedged item. Changes in the fair value of the &ffegortions of cash flow hedges are reportedfireocomprehensive income (loss) and
recognized in earnings (losses) when the hedgedigeecognized in earnings (losses).

Restructuring charge®eriodically, QCIl commits to exit certain busin@ssivities, eliminate administrative and netwarkdtions,
and/or significantly reduce our number of employédghe time a restructuring plan is approved lyilQwe record a charge to the
consolidated statement of operations for our egéthaosts associated with the plan. We also rezafthrge when we permanently cease use
of a leased location. Charges associated with #egeor restructuring plans incorporate variostineates, including severance costs,
sublease income and costs, disposal costs, lefigith@on market for abandoned rented facilitied aontractual termination costs. Estimates
of charges associated with abandoned operatingdeasme of which entail long-term lease obligatj@re based on existing market
conditions and net amounts that we estimate wepaiflin the future. In accordance with SFAS No.,I#&counting for Costs Associated
with Exit or Disposal Activities” (“SFAS No. 146"gharges associated with abandoned operating leesmsled under restructuring plans in
2003 and subsequently were measured using thenpreslae of the estimated net amounts we will pamlevcharges recorded prior to 2003
were measured on an undiscounted basis.

Fair value of financial instrument®ur financial instruments consist of cash and eglivalents, accounts receivable, accounts payabl
and borrowings and interest rate swap agreemehescdrrying values of cash and cash equivalentsuats receivable, auction rate
securities, accounts payable and short-term bomgsvapproximate their fair values because of gtairt-term nature. Our borrowings had a
fair value of approximately $8.2 billion at DecemB&, 2005 and 2004. The fair values of our borrgsiare based on quoted market prices
where available, if not available, based on distedifuture cash flows using current market interatgts. We did not have any interest rate
swap agreements in effect at December 31, 2005infarest rate swap agreements had a fair val$®.@f million at December 31, 2004.
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Stock based compensati®@ome of our employees participate in QCII’'s stoaekdrdl compensation plans. These plans are accdonted
using the intrinsic-value recognition and measummpeinciples of Accounting Principles Board OpimiNo. 25, “Accounting for Stock
Issued to Employees.” Under the intrinsic valuehndtno compensation expense is recognized formpticanted to employees when the
strike price of those options equals or exceedsdhee of the underlying security on the measurdrdate. Any excess of the stock price on
the measurement date over the exercise priceasded as deferred compensation and amortized beeservice period during which the
stock option award vests using the acceleratedadeathscribed in Financial Accounting Standards B§dfrASB”) Interpretation (“FIN”)

No. 28,“Accounting for Stock Appreciation Rights and Othariable Stock Option or Award Plans.” QCII alléesto us our share of the
deferred compensation expense described hereid baseptions granted to our employees.

Had compensation cost for our employees’ parti@gpan the QCII stock-based compensation plans lbietéermined under the fair-
value method in accordance with the provisionseAS No. 123, “Accounting for Stock-Based Compemsati our net income would have
been changed to the pro forma amounts indicatemhbel

Years Ended December 31,

2005 2004 2003

(Dollars in millions)

Net income:
As reportec $ 977 $ 991 $1,05(
Deduct: Total stock-based employee compensatioaresgpdetermined under the fair-val
based method for all awards, net of related teeces (57 (22 (20
Pro forma $ 92C $ 96¢ $1,03(

The pro forma amounts reflected above may not peesentative of the effects on our reported nedrime or loss in future years beca
the number of future shares to be issued undee thless is not known and the assumptions usedi¢ordime the fair value can vary
significantly. Following are the weighted-averagswamptions used with the Black-Scholes option-pgenodel to estimate the fair value of
all QCII options granted to our employees in 2@H)4 and 2003:

Years Ended December 31,

2005 2004 2003
Risk-free interest rat 3.8% 2.8% 2.7%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected option life (year: 4.4 4.3 4.4
Expected stock price volatilil 88% 88% 88%
Weighte-average grant date fair val $ 2.7¢4 $ 3.1C $ 2.37

On August 18, 2005, the Compensation and HumanuRes® Committee of QCII's Board of Directors accafed the vesting of all
outstanding and unvested stock options that hawexartise price equal to or greater than $3.79%Hhvhias the closing market price of QCII's
common stock on such date. The impact of the aat@e on net income as shown in the above tabkamancrease in pro forma stock-
based compensation expense of approximately $3®mih 2005. Aside from the acceleration of thatugg date, the terms and condition:
the stock option agreements governing the undeylgtock options remain unchanged.

The purpose of the acceleration was to avoid razognfuture compensation expense associated wittatcelerated options upon the
adoption of SFAS No. 123R, “Share Based Paymef®&”AS No. 123R”). SFAS No. 123R sets forth accautiequirements for “share-
based” compensation to employees and requires
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companies to recognize in their income stateméetgtant-date fair value of stock options and ottggrity-based compensation.

Stockholder’s equityin the normal course of business we transfer assetsd from our parent, QSC. It is QCII's and palicy to
record asset transfers to and from QSC based oyirmavalues.

Recently Adopted Accounting Pronouncements and Cuative Effect of Adoptior

In December 2005, we adopted FIN No. 47, “Accounfor Conditional Asset Retirement Obligations” NF47"). FIN 47 is an
interpretation of SFAS No. 143 and requires ustmgnize asset retirement obligations that areitondl on a future event, such as the
obligation to safely dispose of asbestos when @ingj is remodeled or demolished. Upon adoptioRIdf 47, we determined that we have
conditional asset retirement obligations to propditpose of or encapsulate asbestos in sevemairdfuildings and to dispose of fuel storage
tanks and other similar potentially hazardous ite¥ie recorded a cumulative effect of a change aoawting principle charge upon adoption
of FIN 47 of $12 million (liability of $23 milliorless an asset of $3 million, net of income taxe$8imillion) in 2005. Had FIN 47 been
adopted prior to 2003, our liabilities associatethwsset retirement obligations would have inaeddsy $23 million both at December 31,
2004 and 2003. Had we adopted FIN 47 prior to 26@8rating results for the years ending Decembg2@Qd5, 2004 and 2003 would not
have changed materially.

In December 2004, the FASB issued SFAS No. 153chBrges of Non-Monetary Assets” (“SFAS No. 153jiah we adopted on
July 1, 2005. Prior to the adoption of SFAS No., W88 were required to measure the value of ceassets exchanged in non-monetary
transactions by using the net book value of thetas$inquished. Under SFAS No. 153, we now meaassets exchanged at fair value, as
long as the transaction has commercial substaratéharfair value of the assets exchanged is detaitste within reasonable limits. A non-
monetary exchange has commercial substance ifithesfcash flows of the entity are expected to ghaignificantly as a result of the
exchange. The adoption of SFAS No. 153 has nothadterial effect on our financial position or fésof operations for the year ended
December 31, 2005.

Recently Issued Accounting Pronouncemel

In May 2005, the FASB, as part of an effort to @ynf to international accounting standards, issUefiSSNo. 154, “Accounting
Changes and Error Corrections” (“SFAS No. 154")jekhwas effective for us beginning on January D&®FAS No. 154 requires that all
voluntary changes in accounting principles be sgteatively applied to prior financial statementsf déisat principle had always been used,
unless it is impracticable to do so. When it is iagpicable to calculate the effects on all priofiges, SFAS No. 154 requires that the new
principle be applied to the earliest period praatile. Currently, we do not anticipate any voluntetignges in accounting principles that, upon
the adoption of SFAS No. 154, would have a matefigct on our financial position or results of ogéons.

In April 2005, the Securities and Exchange Comnis$iSEC”) delayed the effective date of SFAS N23R. SFAS No. 123R became
effective for us as of the interim reporting perlmehinning January 1, 2006. SFAS No. 123R reqtirascompensation cost relating to share-
based payment transactions be recognized in thadial statements based on the fair value of thiéyeqr liability instruments issued. SFAS
No. 123R covers a wide range of sl-based compensation arrangements including shédieneprestricted share plans, performance-based
awards, share appreciation rights and employee shachase plans. We do not anticipate that thptamfoof SFAS No. 123R will have a
material impact on our financial position or resudf operations.
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Note 3: Accounts Receivable
The following table presents details of our acceupteivable balances:

December 31,

2005 2004

(Dollars in millions)

Trade receivable $ 64¢ $ 68C
Earned and unbilled receivabl 20z 21C
Purchased receivabl 23¢€ 24¢

Subtotal 1,08t 1,13¢
Less: Allowance for bad dek (66) (72
Accounts receivable n-affiliates—net 1,01¢ 1,06¢
Accounts receivab—affiliates 127 15€

Accounts receivab—net $1,14¢ $1,22:

We are exposed to concentrations of credit risknfonistomers within our local service area and fotiner telecommunications service
providers. We generally do not require collatesadécure our receivable balances. We have agregméhtother telecommunications serv
providers whereby we agree to bill and collecttwirtbehalf for services rendered by those progideiour customers within our local serv
area. We purchase accounts receivable from otlemoi@munications service providers on a recourseslaand include these amounts in our
accounts receivable balance. We have not expedemtye significant losses related to these purcheszzivables.

Note 4: Property, Plant and Equipment
The components of property, plant and equipmenasifellows:

December 31,

Depreciable
Lives 2005 2004
(Dollars in millions)
Land N/A $ 10C $ 101
Buildings 15-40 year 2,90¢ 2,987
Communications equipme 8-10 years 18,65 18,55!
Other network equipmel 8-50 years 19,49¢ 18,98¢
General purpose computers and o 5-11 years 2,011 2,18¢
Construction in progres N/A 13¢ 99
Total property, plant and equipme 43,31( 42,91
Less: accumulated depreciati (29,279 (27,649
Property, plant and equipm—net $ 14,03 $ 15,26¢

Asset Retirement Obligatior

As discussed in Note 2Summary of Significant Accounting Policies to oudded consolidated financial statements, we adbBteAS
No. 143 on January 1, 2003, and we adopted FINMDexember 31, 2005. At December 31, 2005, out asteement obligations primaril
related to the costs of removing circuit equipment
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from leased properties when leases expire, andas$is of properly disposing of asbestos and otaeatious materials when we remodel or
demolish buildings we own. Asset retirement obligya are included in other long-term liabilities @ur consolidated balance sheets. The
following is a reconciliation of our asset retiramebligations for the periods indicated:

200¢ 200¢ 200¢

(Dollars in millions)
Asset retirement obligations, January 1 $4 $4 $3
Accretion expense — —

1
Liabilities incurred, including adoption of FIN 47 — —
23
Asset retirement obligations, December 3 $27 $4 $4

Note 5: Intangible Assets
As of December 31, 2005 and 2004, we had capithEpé&ware with finite lives of between 1.5 andéags with carrying costs of
$1,455 million and $1,819 million, respectively deecccumulated amortization of $861 million and ®1,enillion, respectively.

We recorded amortization expense of $329 millio2005 for intangible assets with finite lives. Bésm the current balance of
intangible assets subject to amortization, theveged amortization for each of the succeeding Bsyisaas follows:

Estimated
Amortization

Expense
(Dollars in millions)
2006 $ 263
2007 162
2008 99
2009 52
2010 18
Total $ 594

Note 6: Borrowings
Current Borrowings
As of December 31, 2005 and 2004, our current lpomgs consisted of;

December 31,

2005 2004

(Dollars in millions)

Current portion of lon-term borrowings $ — $ 40C
Current portion of capital lease obligations arttko 1 5
Total current borrowing $ 1 $ 40t
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Long-term Borrowings

As of December 31, 2005 and 2004, our long-termdwangs consisted of the following:

Notes with various rates ranging from 5.50% to %e0hcluding LIBOR* plus 4.75%

December 31,

2005

2004

(Dollars in millions)

with maturities from 2007 to 20¢ $7,78¢ $7,78¢
Unamortized discount and premit (129 (139
Capital lease obligations and ot 5 11
Less: current portio Q) (40%)
Total lon¢-term borrowings $7,664 $7,25¢
* London interbank offering ra
Our long-term borrowings had the following interesties and maturities at December 31, 2005:
Maturities
Thereafter
Interest Rates 2006 2007 2008 2009 2010 Total
(Dollars in millions)
Above 5% to 6% $— $ 70 $32¢ $— $— $ — $ 39C
Above 6% to 7% — 90 — — 50C 1,00C 1,59
Above 7% to 8% — — 2 — — 3,557  3,65¢
Above 8% to 9% — — — — — 1,75C 1,75C
Above 9% — 50C — — — — 50C
Total $— $66C $32z $— $50C $ 6,307 7,78¢
Capital lease obligations and ot 5
Unamortized discount and premit (129
Less: current portio @
Total lon¢-term borrowings $7,66¢

Covenants

The indentures governing the notes in the above t@mntain certain covenants including, but noitu to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitabonmergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with refgatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2805.

New Issues

On June 17, 2005, QC issued a total of $1.15 hilliggregate principal amount of new debt consigiir§j/50 million of Floating Rate
Notes due 2013 with interest at LIBOR plus 3.25%4% as of December 31, 2005) and $400 million.62%% Notes due 201

On November 23, 2004, QC issued $250 million agapegrincipal amount of its 7.875% Notes due 2011.
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On August 19, 2004, QC issued an aggregate of 85llibn of 7.875% Notes due 2011.

The aggregate net proceeds from the above offehiage been or will be used for general corporatpgaes, including funding or
refinancing our investments in telecommunicaticsets

Tender offers and related payments at maturity
On June 7, 2005, QC commenced the following castheteoffers

* QC offered to purchase up to $250 million aggregaitecipal amount of its 8/ 8% Notes due 2005 (the “QC % 8 % Notes”). We
received and accepted tenders of approximately $#llibn face amount of these notes for $212 milli®n September 15, 2005,
QC paid the remaining $39 million of these notex thatured on that dal

* QC offered to purchase up to $150 million aggregaitecipal amount of its 6/ 8% Notes due November 15, 2005 (the “QC/&
% Notes”). We received and accepted tenders ofoappately $129 million face amount for $130 millicdn November 15, 2005,
QC paid the remaining $21 million of these notex thatured on that dal

On August 11, 2004, QC commenced a cash tenderfoffep to $750 million aggregate principal amoahits 7.20% Notes due
November 1, 2004. QC received and accepted teofleygproximately $569 million face amount for $5%dlion in cash. On November
2004, QC paid the remaining $181 million of thesten that matured on that date.

Prepaymen

On June 20 and June 23, 2005, QC pre-paid an aaggrefy$750 million face amount of the $1.25 billitoating rate tranche of its
senior term loan that matures in June 2007 for $@iM®n.

Redemptior

On May 1, 2004, QC redeemed the entire $100 milietstanding principal on its 5.65% Notes due Naverri, 2004 and the entire
$41 million outstanding principal amount on its B®ar 5.5% debentures due June 1, 2005 at face.value

Registered exchange offe

On May 27, 2005, QC commenced registered exchaffigies dor its 7.875% Notes due 2011 (the “2011 Q@&ds”) and its 8/8%
Notes due 2012 (tH2012 QC Notes”) pursuant to the registration righgreements that it entered into in connectioh thi¢ issuance of
these notes. QC completed the registered exchdfegs tor the 2011 QC Notes and 2012 QC Notes tnSu2005.

Interest Rate Swap Activit

In 2004 we entered into interest rate swap agretweith notional amounts totaling $575 million. \Weeviously disclosed that these
interest rate swap agreements were designated-asfize hedges, which effectively converted thaterl fixed-rate debt to floating rate
through the receipt of fixed-rate amounts in excgjeafor floating-rate interest payments. While ttracture of the swaps did not change, we
determined in the first quarter of 2005 that thegeements did not meet all the requirements toela¢ed as fair-value hedges.
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As a result of this change, the changes in thevidire of the swap agreements were included irr dtitceme— net in our consolidated
statement of operations. Had we applied this saroeumting treatment to the swap agreements in 28@4mpact would have been less than
$1 million in our 2004 financial statements.

In the second quarter of 2005, we terminated afhe$e interest rate swap agreements and paidl@mbd terminate the agreements.
The changes in fair value prior to termination teslin a $3 million non-operating loss for the yeaded December 31, 2005, which is
included in other income—net in our consolidatedeshents of operations.
Other debt related matters

As of December 31, 2005, QCII, QSC and QC weremgiance with all of the provisions and covenarfttheir borrowings.

Interest

The following table presents the amount of grossrest expense, capitalized interest and cashfpaidterest during 2005, 2004 and
2003:

Years Ended December 31,

2005 2004 2003

(Dollars in millions)

Gross interest expen $ 614 $ 59: $ 58€
Capitalized interes @) 9) (13

Net interest expens $ 607 $ 584 $ 573
Cash interest pai $ 58t $ 567 $ 57¢

Note 7: Transfer of Qwest Wireless Operations

On April 30, 2004, QSC made a capital contribut®i$2.185 billion to us. We, in turn, made a cdpitantribution of the same amount
into Qwest Wireless, which used these proceedayapwn its $2.185 billion in outstanding borrowséng

On May 1, 2004, we transferred ownership of Qwestldss to an affiliate. The transfer was madénanform of a dividend to QSC,
and as a result, no consideration was exchangeslt®ihis transfer, we no longer have wireless apars, and the results of Qwest Wireless
operations are presented as discontinued operatidhese financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. We now redrgrithe Qwest revenue from affiliate wireless opiere in our consolidated statements of
operations.
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The following table presents the summarized resfltperations related to our discontinued openatior the years ended
December 31, 2004 and 2003:

Years Ended December 31,

2004 2003

(Dollars in millions)

Wireless operating reveni $ 16¢ $ 594
Qwest revenue from affiliate wireless operati 43 (144
Net revenue 12¢ 45C
Costs and expense

Costs of sale (64) (222)
Selling, general and administrati (88) (217)
Depreciation and amortizatic ) (55)
Asset impairment charges and ot — (230
Loss from operation (39 (26¢)
Other expens (53 (143
Loss before income tax (87) (417)
Income tax benef 34 15¢
Loss from discontinued operatio $ (59 $ (252

Note 8: Realignment and Restructuring Charges

During 2005 we, as part of QCII's activities, inca charges of $11 million related to severanceeaditthg operating leases in the
normal course of right sizing our operations. Thefs@rges which are included in our consolidatetbéstant of operations in selling, general
and administrative expenses and the related liegsilivere not considered to be a significant restining of our operations and therefore are
not included in the table or amounts discussedvwelde, as part of QCII’'s 2004 and prior restruatgrplans, identified specific employee
reductions in various functional areas to balangeworkload with business demands and consolidatess facilities. The restructuring
reserve balances discussed below are includedrioamsolidated balance sheets in the categoryafiad expenses and other current
liabilities for the current portion and other loteym liabilities for the longerm portion. Charges and reversals discussed terlewncluded il
our consolidated statement of operations in selljgmeral and administrative expenses. As of Deeeidib, 2005 and 2004, the amounts
included as current liabilities were $11 millionda®49 million, and the non-current portions werendiBion and $12 million, respectively.
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The following table summarizes the activity relatedhe remaining liability for restructuring costiscussed below, comprised prima
of estimated severance payments and future netgragnon abandoned operating leases, as of Dec&hp2005. These future net payments
for lease obligations are also included in our catmnts table in Note 16—Commitments and Contingento our audited consolidated
financial statements.

Our Portion of QClI's

2004 2003 2002 and Priol
Restructuring Restructuring Total
Restructuring

Plan Plan Plans

(Dollars in millions)

December 31, 2002 Balan $ — $ — $ 82 $ 82
Provisions — 71 — 71
Utilization — (20 47 (67)
Reversal: — — (14 (14

December 31, 2003 Balan — 51 21 72
Provisions 71 — 4 75
Utilization (32 (35) 5) (72
Reversal: @) 9 3 (14)

December 31, 2004 Balan 37 7 17 61
Provisions — — 1 1
Utilization (20 (@) ©) (24)
Reversal: (10 (5) 4 (19

December 31, 2005 Balan $ 7 $ 1 $ 11 $ 19

2004 Restructuring Plan

During the year ended December 31, 2004, as pam ohgoing effort of evaluating costs of operatid@ClI reviewed our employee
levels in certain areas of our business. QCII ifiedtapproximately 2,090 of our employees fromieas functional areas to be terminated as
part of the 2004 restructuring plan. As a resuét,agtablished a reserve and recorded a charge 8964 consolidated statement of operat
for $71 million and utilized $32 million for costs severance benefits pursuant to established @esepolicies.

During the year ended December 31, 2005, we ulil#20 million of the 2004 restructuring reservesdmployee severance payments.
As of December 31, 2005, approximately 2,030 of2{®0 planned employee reductions had been coeaplas the employee reduction
was essentially complete and actual costs werghassoriginally estimated, we reversed $10 millidrseverance benefits during the year
ended December 31, 2005. We anticipate using tlaata of the 2004 reserve balances primarily forai@ing severance payments provided
by the plans.

2003 Restructuring Plan

During the year ended December 31, 2003, as pain ohgoing effort of evaluating costs of operatjdQClII reviewed our employee
levels in certain areas of our business. QCI! ifiedtapproximately 1,600 of our employees fromioas functional areas to be terminated as
part of this restructuring. As a result of thistresturing, we established a reserve and recorddthege to our 2003 consolidated statement of
operations for $71 million to cover the associatests. The restructuring reserve included charg&8% million related to severance benefits
pursuant to established severance policies andiliémfor real estate exit obligations, which pamily include estimated future net payments
on abandoned operating leases. The real estateostdt include the net present value of rental gagsndue over the remaining term of the
leases, net of estimated sublease rentals andagstiroosts to terminate the leases. Through Deaedih@003, we had utilized $20 million
of the 2003 restructuring reserves for severangenpats.
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During the year ended December 31, 2004, we util®4 million of the 2003 restructuring plan ress¥or employee severance
payments and $1 million for real estate exit-relgtayments. As the 2003 employee reduction planesssntially complete and actual costs
were less than originally estimated, we reversethiB@on of severance related reserves during #erended December 31, 2004.

During the year ended December 31, 2005, we redéiSenillion of the 2003 restructuring plan sevesarelated reserves as the
employee severance benefit payments were complealso utilized $1 million for payments under teeaining operating leases.

2002 and Prior Restructuring Plans

QCII had identified 7,200 employees to be termidate part of the 2002 and prior restructuring pkmd as of December 31, 2003 tr
employee reductions were complete. As the 2002psiod restructuring plans were complete, and aatoats were less than originally
estimated, we reversed $14 million of the restmictureserve during the year ended December 313.2D0ring the year ended December
2003, we utilized $33 million of the reserves form@oyee severance payments, and utilized $14 mifldo real estate exit-related payments.
The remaining restructure reserve as of Decemhe2@®13 for the 2002 and prior restructuring plarduded $4 million for severance
payments and $17 million for real estate exit costs

During the year ended December 31, 2004, for tl2 20hd prior restructuring plans we increased esenves for real estate exit costs
by $4 million, primarily due to downward revisiomsexpected sub-lease rentals, utilized $5 milfmrreal estate exit-related lease
obligations, and reversed $3 million of severarated reserves as the employee severance beagfitlemts were essentially complete.

During the year ended December 31, 2005, for tf2 20d prior restructuring plans we utilized $3liwiil of the reserves for real-estate
exit-related payments. We re-evaluated our estidhaal estate costs resulting in a net reductiauin2002 and prior reserves of $3 million.
We anticipate using the balance of the 2002 arat peserve balances primarily for remaining neséepayments provided by the plans over
the remaining terms of the leases which are ujxtgesars.

Segment Informatior

We do not have separate segments although we lpatettio QCII5 segments. Our restructuring (reversals) charéld) million, $57
million, and $52 million are included in QCII's veline services segment and ($4) million, $4 milliand $5 million are included in QClII's
other services segment for the years ended Dece3ith@005, 2004 and 2003, respectively.

Cumulative Plan Utilization
The following table outlines our cumulative utiliman of the 2004, 2003 and 2002 and prior restmireguand merger-related plans
through December 31, 2005:

December 31, 2005—
Cumulative Utilization

Severanci Real Estate
and Exit and

Related Related Total

(Dollars in millions)

2004 restructuring pla $ 52 $ — $ 52
2003 restructuring pla 54 2 56
2002 restructuring and prior pla 432 69t 1,127

Total cumulative utilizatiol $ 53¢ $ 697 $1,23¢
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Note 9: Other Financial Information
Prepaid and other asse

Prepaid and other assets contain $170 million 84 $nillion of deferred installation and activatiomarges as of December 31, 2005
and 2004, respectively.
Accrued Expenses and Other Current Liabilitie

Accrued expenses and other current liabilities it the following:

December 31,

2005 2004

(Dollars in millions)

Accrued property and other tax $ 26¢ $ 25C
Employee compensatic 16¢ 21F
Current portion of state regulatory and other legakrve: 61 131
Accrued interes 124 12C
Restructuring and realignment reser 32 50
Other 31 37

Total accrued expenses and other current liats $ 68t $ 802

Other Long-Term Liabilities
Other long-term liabilities primarily include unamiaed investment tax credits, customer depositd,deferred rents.

Note 10: Employee Benefits
Pension, Posretirement and Other Post-employment Benefits

Our employees participate in the QCII pension, goakfied pension, post-retirement healthcare #adrisurance, and other post-
employment benefit plans. The amounts contributedsare not segregated or restricted to pay arealudg to our employees and may be
used to provide benefits to other employees of @Clts affiliates. QCII allocates the cost of pens non-qualified pension, and post-
retirement healthcare and life insurance benefitsthe associated obligations and assets to udetednines our required contribution. The
allocation is based upon demographics of our eng@lsyzompared to all the remaining participantsleltermining our allocated amounts,
QCIl makes numerous assumptions. Changes in a@tifs assumptions could have a material impacthenexpense allocated to us.

In accordance with SFAS No. 132, “Employers’ Distites about Pensions and Other Postretirement iBghefe are required to
disclose the amount of our contributions to QClatige to the QCII pension, post-retirement anceofost-employment benefit plans. No
pension funding was required during 2005 or 200# as1of December 31, 2005 and 2004, the fair vafltlee assets in the qualified pension
trust exceeded the accumulated benefit obligatfdheoqualified pension plan. During 2005 and 2004 ,made contributions of $6 million
and $14 million, respectively to the post-retiremiegalthcare plan. We expect 2006 contributiortset@approximately $3 million.
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Our allocated pension expense (credits) for 200842and 2003 were $19 million, ($70) million, g#d.08) million, respectively. Our
allocated post-retirement benefit costs for 2042 and 2003 were $160 million, $229 million, &&97 million, respectively. These
allocated amounts represent our share of the peesioense (credits) and post-retirement benefisdugsed on the actuarially determined
amounts.

The accumulated post-retirement benefit obliga(féiB0O”) for QCII's occupational (union) healthcaeand life insurance post-
retirement plan benefits is estimated based otetimes of the written plan as negotiated with oupkayees’ unions as well as numerous
assumptions, estimates and judgments, includingdiiimited to, healthcare cost trend rates andatity trend rates. In the third quarter of
2005, we negotiated new three-year collective hangg agreements covering approximately 23,000 niagd employees. These new
agreements reflect changes for the occupationad 38890 retirees, including: (i) retirees will begiantributing to the cost of healthcare
benefits in excess of specified limits on the conypunded portion of retiree healthcare costs (edderred to as “capsBeginning January
2009, rather than January 1, 2006, the previoextfe date of the caps: (ii) retirees will receaveeduced life insurance benefit starting
January 1, 2006; and (iii) retirees will pay ined out of pocket costs through plan design chastgeting January 1, 2006. These changes
have been considered in the determination of th® A QCII's occupational (union) employee benefiteler the plan. If the caps were not
considered to be substantive in QCII's determimatibthe ABO, QCII's ABO would increase approximgt$2.3 billion which would
increase our future allocated costs significantly.

For 2005, 2004, and 2003, the net pension andrptisément benefit expense allocated to cost @ssaias $123 million, $104 million
and $127 million respectively. For 2005, 2004, 8083, the net pension and post-retirement bengfi¢rese allocated to selling, general and
administrative (“SG&A”) was $56 million, $55 millloand $62 million, respectively.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescription Droggrbvement and Modernization Act of 2003 (the “Mizde Act”) became law in
the United States. The Medicare Act introduceseaqiption drug benefit under Medicare as well &daral subsidy to sponsors of retiree
healthcare benefit plans that provide a benefitithat least actuarially equivalent to the Medichenefit. QCIl sponsors a post-retirement
healthcare plan that provides prescription drugefienthat it deems actuarially equivalent to Medé&Part D. Accordingly, we adopted the
provisions of FASB Staff Position FAS No. 106-2,c#unting and Disclosure Requirements Relatedagdvtedicare Prescription Drug,
Improvement and Modernization Act of 2003.” As ault of adoption, we reduced our allocated accutadlpost-retirement benefit
obligation by $197 million, and reduced our all@zhhet periodic post-retirement benefit cost by B@lion and $27 million in 2005 and
2004, respectively. During 2005, the Center for Mark and Medicaid Services issued and clarifiégsrtor implementing the Medicare Act.
QCllI revised its actuarial estimate of the fedstdisidy and using our December 31, 2005 measuredagstthe total reduction in our
allocated accumulated post-retirement benefit alilbg is $442 million. This reduction was recordedan unrecognized actuarial gain which
will be amortized to expense. The issuance andfickion of the rules for implementing the Medieakct during 2005 are expected to furi
reduce our benefit cost in 2006.

Other Benefit Plans

401(k) plan

QCII sponsors a qualified defined contribution Hén@an covering substantially all management andupational (union) employees.
Under this plan, employees may contribute a peagenof their annual
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compensation to the plan up to certain maximumsgéised by the plan and by the Internal Revenugi&e (“IRS”). Currently, QCII, on our
behalf, matches a percentage of our employeestibatibns in cash. We made cash contributions imeation with our employees’
participation in QCII's 401(k) plan of $43 millicend $28 million for 2005 and 2004, respectivelyatidition, QCII, on our behalf, made
contributions of QCIl common stock valued at $1Tiom in 2004.

Deferred Compensation Plans

QCII sponsors several non-qualified unfunded defeonompensation plans for various groups that decleertain of our current and
former management and highly compensated emplo@estain of these plans are open to new particgpddarticipants in these plans may
their discretion, invest their deferred compensatiovarious investment choices, including QClisramon stock.

Our portion of QCII's deferred compensation obligas for these plans is included on our consoldi@i@ance sheet in other long-term
liabilities. Investment earnings, administrativgperses, changes in investment values and increasesreases in the deferred compensation
liability resulting from changes in the investmeatues are recorded in our consolidated statenfesgarations. Our deferred compensation
liability in the QCII plan as of December 31, 208%d 2004 was $3 million and $4 million, respectiv&ur portion of QCII's deferred
compensation plans’ assets was $1 million at Deeerdb, 2005 and 2004, and is included in other@mm assets on our consolidated
balance sheets.

Note 11: Stock Incentive Plans
Stock Options

Some of our employees participate in QCII's stoekdrl compensation plans. These plans are accdontgesing the intrinsic-value
recognition and measurement principles of AccognBninciples Board Opinion No. 25, “Accounting Btock Issued to Employees.” Under
the intrinsic value method no compensation expeneecognized for options granted to employees viherstrike price of those options
equals or exceeds the value of the underlying ggcur the measurement date. Any excess of th& sioce on the measurement date over
the exercise price is recorded as deferred compensand amortized over the service period duritictv the stock option award vests using
the accelerated method described in FIN No. 28ctAating for Stock Appreciation Rights and Otheriglale Stock Option or Award
Plans.” QCII allocates to us our share of the detecompensation expense described herein basggtions granted to our employees.

Employee Stock Purchase Ple

Our employees may participate in QCII's Employeac&tPurchase Plan (“ESPP”). Under the terms oEtBEP, eligible employees
may authorize payroll deductions of up to 15% efitthase compensation, as defined, to purchase £@iinmon stock at a price of 85% of
the fair market value of the stock on the lastitrgdlay of the month in which the stock is purcliage accordance with APB No. 25, we do
not recognize compensation expense for the difterdéetween the employees’ purchase price and ithe#aket value of the stock.

Note 12: Stockholder’'s Equity
Common Stock (no par value)

We have one share of issued and outstanding constook owned by QSC.
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Equity Infusion from QSC, Transfer of Assets and i@ Transfers with QS(

In April 2004, we received a capital contribution$@.185 billion from QSC related to our transféoanership of Qwest Wireless to
affiliate, as further described in Note 7—TransieQwest Wireless Operations to our audited codatdid financial statements. In the normal
course of business, we transfer assets to and@8@. It is our policy to record these asset trassds contributions or distributions, based on
carrying values. During 2003, QSC transferred t8&isnillion of net assets and $1 million for stazkmpensation. During 2004, QSC
transferred to us $11 million in net asset trarssfBuring 2004 and 2003, we transferred to QSC,iln and $173 million in tax benefits,
respectively. During 2004, we transferred to ailiafé $296 million for the net assets of Qwest 8léss. Also, in 2004 we received
$332 million in cash from QSC comprised of $286liorl for payment of a note receivable and $46 millas an additional equity infusion.

Dividends

Prior to August 2003, we declared and paid regiilddends to QSC based on our consolidated netiecdn August 2003, we
modified our dividend practice to exclude the impafcQwest Wireless’s net income (loss) on our otidated earnings for purposes of
determining the amount of regular dividends we aechnd pay. During the first quarter of 2004, welared a dividend of $1.360 billion
relating to net income from prior periods that wia$ declared or paid as dividends in those perilwdduly 2004, we modified our dividend
practice to balance our financial needs, cashipasind credit profile with those of our parent. &gesult, going forward, we may declare
pay dividends in excess of our earnings to thendgermitted by applicable law. Our debt covenaatsot limit the amount of dividends we
can pay to our parent.

We declared cash dividends to QSC of $2.250 billgh664 billion and $2.306 billion during 2005,020and 2003, respectively. We
paid cash dividends of $2.536 billion, $2.451 bitliand $2.880 billion in 2005, 2004 and 2003, respely. At December 31, 2005, we had
$126 million in dividends payable.

Contested Liability Trust

We established a contested liability trust, or ¢patrust, related to the payment of certain caygim obligations. During 2000, the trust
was funded with a contribution of a note receivaifl$286 million. We recorded the $286 million asiacrease to common stock, and the
related $286 million note receivable into commartktas well. During 2004 we received $286 milli@sle from affiliates in settlement of the
note receivable.

Note 13: Income Taxes

The components of the income tax expense from woint operations are as follows:

Years Ended December 31,

2005 2004 2003

(Dollars in millions)
Current tax provision

Federal $ 711 $1,007 $401
State and loce 131 14C 52
842 1,143 458

Deferred tax (benefit) expens
Federal (210 (419 184
State and loce (92) (35) 38
(307 (449 222
Income tax expens $ 541 $ 69¢ $67E
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The effective tax rate for our continuing operasiagiffers from the statutory tax rate as follows:

Years Ended December 31,

2005 2004 2003

(in percent)

Federal statutory income tax r 35.(% 35.(% 35.(%
State income tax—net of federal effec 1.7 3.€ 3.3
Other 1.3 1.1 0.1
Effective income tax rat 35.4% 40.(% 38.4%

The components of the deferred tax assets anditiedbare as follows:

December 31,

2005 2004

(Dollars in millions)

Property, plant and equipme $(2,57¢) $(2,990)
Other (115 (12¢)
Total deferred tax liabilitie (2,697 (3,119
Pos-retirement benefi—net of pensiol 712 86%
Other 19¢€ 171
Total deferred tax asse 90¢ 1,03¢

Net deferred tax liabilitie $(1,787) $(2,082)

We paid $940 million, $1,044 million, and $135 raill to QCII, through QSC, for income taxes in 200804, and 2003, respectively.

We had unamortized investment tax credits of $30%8Y million as of December 31, 2005 and 200{eetvely, which are included
in other long-term liabilities on our consolidatealance sheets. These credits are amortized owdifdtof the related asset. Amortization of
investment tax credits of $7 million, $17 millicemyd $11 million are included in the provision focome taxes for the years ended
December 31, 2005, 2004, 2003, respectively.

In accordance with SFAS No. 109, “Accounting focdme Taxes” (“SFAS No. 109”), we have performedaaluation of the
recoverability of our deferred tax assets. It is @pinion that it is more likely than not that ttleferred tax assets will be realized and should
not be reduced by a valuation allowance.

Note 14: Contribution to QCIl Segments

Our operations are integrated into and are pati@segments of the QCII consolidated group. Thef dperating decision maker
(“CODM") for QCII makes resource allocation decisfoand assessments of financial performance fardghsolidated group based on
wireline services, wireless services and other sggation. Our business contributes to the segnreptsted by QCII, but the QCII CODM
reviews our financial information only in connectiwith our quarterly and annual reports that we fiith the SEC. Consequently, we do not
provide our discrete financial information to th®8M on a regular basis.

Due to the May 1, 2004 transfer of our wirelessrapiens to one of our affiliates, we no longer ud# wireless revenue and expenses in
our continuing operations. Wireless revenue aneéese are included in our
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discontinued operations. See Note 7—Transfer of SpWéreless Operations to our audited consolidéitedhcial statements. Following the
transfer of the wireless operations, essentiallgfabur operations contribute to QCII's wirelinergices segment. As such, we no longer
report our contribution to QCII's segments, as thisrmation does not differ materially from ournsmlidated statements of operations,
excluding affiliate transactions. However, we couaé to provide the following enterprise-wide infation on revenue from external
customers for each group of similar products amdices.

Years Ended December 31,

2005 2004 2003

(Dollars in millions)

Voice service $6,75¢ $7,117 $ 7,881
Data and Internet servic 2,22¢ 2,13¢ 2,12¢
Other service 15 12 20
Operating revenue from external custon $8,99: $9,267 $10,027

Voice servicesvoice services revenue includes local voice sesyiti@raLATA long-distance voice services and ass=svices. Local
voice services revenue includes revenue from basat exchange services, switching services, custaliing features, enhanced voice
services, operator services, and collocation sesvicocal voice services revenue also includeswayérom the provision of network
transport, billing services and access to our loeaivork on a wholesale basis. IntraLATA long-digta voice services revenue includes
revenue from IntraLATA long-distance services witbur local service area. Access services revaraledes fees charged to other long-
distance providers to connect to our network.

Data and Internet serviceBata and Internet services revenue includes daticses (such as traditional private lines, wholegaivate
lines, frame relay, ISDN and ATM) and Internet segg (such as high-speed Internet, Internet dizdsscand related equipment).

Other servicesOther services revenue is predominantly derivethfsobleases of some of our real estate, such ae spaur office
buildings, warehouses and other properties.

Affiliate revenue is derived from telecommunicaicand other services provided to our affiliatedtiesst We generally provide the sa
telecommunications products and services to oilizadfd entities as we do in the marketplace. Theesgices include both retail and
wholesale products and services. In addition, veeide billing and collection services, joint marikef, lease of space, and other non-
telecommunications services to affiliates.

Although revenue from affiliates provided more thian percent of our total operating revenue, waatchave any single major
unrelated customer that provides more than terepéaf our operating revenue.

Note 15: Related Party Transactions

We purchase services from our affiliates, such aketing and advertising, information technologyduct and technical services as
well as general support services. We provide toaffiirates telephony and data services and otberices.

Our affiliates provide services and also contractises from third parties on our behalf. In thigdlacase, the third parties bill our
affiliates who in turn charge us for our respecghare of these third-party expenses.
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Our affiliates charge us for services based on atartice or fully distributed cost (“FDC"). Mostrsgces are priced by applying an FDC
methodology. FDC rates are determined using saédeg, including factors for taxes, employee besecilities and overhead costs. These
services are charged to us based on direct assignhenever possible. If costs cannot be diretbigned, they are allocated among all
affiliates including QC based upon cost causatieasares, or if no cost causative measure is al@ilaksed on a general allocator.
Occasionally Qwest will adjust the basis for allirgthe costs of a shared service among affilialee adjusted allocation applies beginning
with the current reporting period. In addition, @ffiliates charge market prices for telecommunare services that they also provide to
third-party customers.

We charge our affiliates based on tariffed or fdilee rates for telephony and data services. Weeither FDC or market rates for other
services.

We describe in further detail below the servicas/ated by our affiliates.

Marketing, Sales and Advertising

Marketing, sales and advertising, which supportjaiarketing of our services, include the developinoé marketing and advertising
plans, sales unit forecasts, market research, salesg and compensation plans.

Information Technology Services

Information technology services primarily includee abor cost of developing, testing and implemrmgnthe system changes necessary
to support order entry, provisioning, billing, neftk, and financial systems, as well as the cognpfoving, maintaining and operating our
operations support systems and shared internal coneations networks.

Product and Technical Services

Product and technical services relate to forecgstemand volumes and developing plans around nktmwiization and optimization,
developing and implementing plans for overall preidievelopment, provisioning and customer care.

General Support Services

General support services include legal, regulaipeyeral finance and accounting, tax, human resswand executive support.
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Note 16: Commitments and Contingencies
Commitments
Future Contractual Obligations
The following table summarizes our future contratttash obligations, as of December 31, 2005:

Payments Due by Period

2011 and
2006 2007 2008 2009 2010 Thereafter Total
(Dollars in millions)

Future Contractual Obligations(1)(3)
Long-term deb $— $ 66C $322 $— $ 50C $ 6,307 $ 7,78¢
Interest on debt(Z 601 571 544  52¢ 511 4,67¢ 7,43:
Capital lease obligatior 2 2 2 1 1 7 15
Operating lease 97 89 78 63 50 24C 617
Purchase commitment obligatio 22 15 1 — — — 38

Total future contractual obligatiol $722 $1,337 $947 $592 $1,062 $ 11,23: $15,89:

(1) The table does not includ

e our open purchase orders as of December 31, 20@selpurchase orders are generally at fair vateggenerally cancelable
without penalty and are part of normal operatic

» accounts payable of $1 billion, dividends payabl®8C of $126 million, accrued expenses and otheent liabilities of
$685 million, deferred income taxes of $1.9 billamd other long-term liabilities of $279 milliorl] af which are recorded on our
December 31, 2005 consolidated balance shee!

« amounts related to the legal contingencies destiieéow under the heading “Contingencies.”

(2) Interest expense in all years may differ dutitare refinancing of debt. Interest on our flogtrate debt was calculated for all years
using the rates effective as of December 31, 2

(3) We have various long-term, non-cancelable pselfcommitments for services with various vendorsita processing, technical and
software support. Future payments under certaivicgs contracts will vary depending on our actiszge. In the table above we
estimated payments for these service contractdlmsthe level of services we expect to rece

Employee Benefit PlanQCII offers pension, non-qualified pension, podireenent healthcare and life insurance benefitsuto
employees, some of which are due under contraatiraements. Pension and certain post-retiremesefiteare paid through trusts and
therefore are not included in this table, as wenateable to reliably estimate our portion of fitwequired contributions to the trusts. As of
December 31, 2005, QCII's qualified defined bengéihsion plan was fully funded. As of DecemberZI)5, we had a liability of
$2.851 hillion for our allocation of QClI's non-dlifeed pension, post-retirement healthcare andifiiurance, and other post-employment
benefit obligations. The liability is impacted bgnious actuarial assumptions and will differ frdme sum of the future value of actuarially
estimated payments. See further discussion of enefit plans in Note 10—Employee Benefits to outitad consolidated financial
statements.

Capital Leases We lease certain office facilities and equipmamder various capital lease arrangements. Assgtsrad through
capital leases during 2005, 2004 and 2003 wereiidm $1 million and $9 million, respectively. Asts recorded under capitalized lease
agreements included in property, plant and equipmen
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consisted of $29 million, $35 million and $94 mohi of cost less accumulated amortization of $10ianil $14 million and $63 million at
December 31, 2005, 2004 and 2003, respectively.

The future minimum payments under capital leased B®cember 31, 2005 are reconciled to our codatdid balance sheet as follows:

Capital Lease
Obligations

(Dollars in millions)

Total minimum payment $ 15
Less: amount representing interest and executstg (20
Present value of minimum payme| 5
Less: current portio Q)
Long-term portion $ 4

Operating Lease<ertain office facilities, real estate and equiptreee subject to operating leases. We also hawaveat (right-of-
way) agreements with railroads and public trangian authorities that are accounted for as opegdtiases. Rent expense under these
operating leases was $162 million, $162 million @2 million during 2005, 2004 and 2003, respetyivnet of sublease rentals of $6
million, $7 million and $4 million, respectively uure contractual obligations for operating leaa®seported in the table above have not beer
reduced by minimum sublease rentals of $39 millhe realized under non-cancelable subleases.

Letters of Credit and Guarantees
At December 31, 2005, the amount of letters of iti@mastanding was $4 million and we did not haag autstanding guarantees.

Contingencies

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

Throughout this note, when we refer to a clasoads “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 publicly traded secwwit€QCII between May 24, 1999
and February 14, 2002 have been consolidated intmsolidated securities action pending in fedéisttict court in Colorado. The first of
these actions was filed on July 27, 2001. Plamtifege, among other things, that defendants dsfalse and misleading financial results and
made false statements about QCII's business am$iments, including making materially false statetsién certain QCII registration
statements. The most recent complaint in this ma#eks unspecified compensatory damages and
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other relief. However, counsel for plaintiffs indted that the putative class would seek damagigeitens of billions of dollars. The SPA
action described below has also been consolidaitbdtiee consolidated securities action.

On November 23, 2005, QCII, certain other deferglaanid the putative class representatives entete@nd filed with the federal
district court in Colorado a Stipulation of Part@gdttlement that, if implemented, will settle trmmsolidated securities action against QCII and
certain other defendants. On January 5, 2006 itherél district court in Colorado issued an ordgmpgeliminarily approving the proposed
settlement, (2) setting a hearing for May 19, 2@éonsider final approval of the proposed settieimend (3) certifying a class, for
settlement purposes only, on behalf of purchade@I’s publicly traded securities between May 2899 and July 28, 2002.

Under the proposed settlement agreement, QCIl woayda total of $400 million in cash—3$100 milliohwehich was paid 30 days after
preliminary approval of the proposed settlementhgyfederal district court in Colorado, $100 mifliof which would be paid 30 days after
final approval of the settlement by the court, 880 million of which would be paid on January 2807, plus interest at 3.75% per annum
on the $200 million between the date of final apptdy the court and the date of payment.

If approved, the proposed settlement agreemensetfile the individual claims of the class représves and the claims of the class
they represent against QCII and all defendantkerconsolidated securities action, except Joseglehia QCII's former chief executive
officer, and Robert Woodruff, QCII's former chiefiincial officer. (The non-class action brought3BA that is consolidated for certain
purposes with the consolidated securities actiomtgart of the settlement.) As part of the pragbsettlement, QCIl would receive $10
million from Arthur Andersen LLP, which would alé® released by the class representatives andabe ttley represent, which will offset
$10 million of the $400 million that would be payalby QCII.

The proposed settlement agreement is subject twrdo@r of conditions and future contingencies. Amotigers, it (i) requires final cot
approval; (i) provides plaintiffs with the right terminate the settlement if the $250 million Q@iéviously paid to the SEC in settlement of
its investigation against QCII is not distributedte class members; (iii) provides QCII with tight to terminate the settlement if class
members representing more than a specified amdatieged securities losses elect to opt out ostlement; (iv) provides QCII with the
right to terminate the settlement if it does naieige adequate protections for claims relatingutzsgantive liabilities of non-settling
defendants; and (v) is subject to review on appeanh if the district court were finally to approveAny lawsuits that may be brought by
parties opting out of the settlement will be vigasty defended regardless of whether the settlenestribed herein is consummated. No
parties admit any wrongdoing as part of the progesttiement.

DOJ Investigation and Remaining Securities Actions

The Department of Justice, or DOJ, investigatioth e securities actions described below presetgrraband significant risks to QC
The size, scope and nature of the restatementS€tfsgonsolidated financial statements for 200#&l 2000, which are described in QCIlI's
previously issued consolidated financial statemémtthe year ended December 31, 2002, or our ZFd@@ncial Statements, affect the risks
presented by this investigation and these actmsmhese matters involve, among other things, @@lior accounting practices and related
disclosures. Plaintiffs in certain of the secusitéetions have alleged QCII's restatement of itenssipport of their claims. We can give no
assurance as to the impacts on our and QCII's diahresults or financial condition that may ultiraly result from all of these matters.
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QCIl has a reserve recorded in its financial stateis1of approximately $105 million relating to teenaining securities actions
described below, which amount represents the mimrastimated amount of loss QCII believes is probabth respect to these matters.
has recorded its estimate of the minimum liabitifithese matters because no estimate of probaddefdo these matters is a better estimate
than any other amount. If the recorded reservesisfficient to cover these matters, QCII will neéedecord additional charges to its
consolidated statement of operations in futuregasti Additionally, QCII is unable at this time tmpide a reasonable estimate of the upper
end of the range of loss associated with theseensatue to their complex nature and current stan, as a result, the amount QCII has
reserved for these matters is its estimate ofdhes$t end of the possible range of loss. The utématcomes of these matters are still
uncertain and the amount of loss QCIl may ultimaietur could be substantially more than the resértas provided.

QCIl believes that it is probable that a portiortte# recorded reserve for the remaining secuiiti®ns described below and the
consolidated securities action described abovehaillecoverable from a portion of the insurancegeds that were placed in a trust to cover
its losses and the losses of individual insuretleviing its November 2003 settlement of disputethwiertain of its insurance carriers related
to, among other things, the DOJ investigation awlisties actions. The insurance proceeds are dubjelaims by QCII and other insureds
for, among other things, the costs of defendingag@matters and, as a result, such proceeds arg #epleted over time. In any event, the
terms and conditions of applicable bylaws, cemrifés or articles of incorporation, agreements pfiegible law may obligate QCII or us to
indemnify its or our current and former directarffjcers and employees with respect to certainlitas, and QCIlI and we have been
advancing legal fees and costs to many currenf@anuer directors, officers and employees in connactvith the DOJ investigation,
securities actions and certain other matters.

QCII continues to defend against the securitieastdescribed below vigorously and is currentlghie to provide any estimate as to
the timing of the resolution of these actions. Aegtlement of or judgment in one or more of thed®as substantially in excess of QCII's
recorded reserves could have a significant impac@@ll, and QCII can give no assurance that it hélle the resources available to pay any
such judgment. The magnitude of any settlementagrent resulting from these actions could matgraid adversely affect QCII's ability
to meet its debt obligations and its financial dtod, potentially impacting its credit ratingss iability to access capital markets and its
compliance with debt covenants. In addition, thgnitaide of any such settlement or judgment maye&Gll to draw down significantly on
its cash balances, which might force QCII to obtadditional financing or explore other methods ¢nerate cash. Such methods could
include issuing additional securities or sellingeds. As a wholly owned subsidiary of QCII, ourihass operations and financial condition
would be similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. aity’s Office for the District of Colorado of a rinal investigation of QCII's
business. QCII believes the U.S. Attorney’s Offies investigated various matters that include #etins 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 individuaisoziated with QCII, and certain prior disclosuresde by QCII. QCIl 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.
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Remaining Securities Action

QCll is a defendant in the securities actions desdrbelow. Plaintiffs in these actions have vaslpwlleged, among other things, that
QCll violated federal and state securities lawsgiagred in fraud, civil conspiracy and negligent ejgesentation, and breached fiduciary
duties owed to investors and current and formereyegs. Other defendants in one or more of thesenscinclude current and former
directors of QCII, former officers and employeegXll, Arthur Andersen LLP, certain investment baald others.

ERISA actions. Seven putative class actions purportedly broughiedralf of all participants and beneficiaries af twest Saving
and Investment Plan and predecessor plans, oildhe fRfom March 7, 1999 until January 12, 2004 hiagen consolidated into a
consolidated action in federal district court inl@ado. These suits also purport to seek relidbemalf of the Plan. The first of the
actions was filed in March 2002. Plaintiffs asd@gach of fiduciary duty claims against QCII andess under the Employee
Retirement Income Security Act of 1974, as amendieging, among other things, various improprietie managing holdings of
QCIlI stock in the Plan. Plaintiffs seek damagesitagle and declaratory relief, along with attorsidges and costs and restitution.
Counsel for plaintiffs has indicated that the putatlass will seek billions of dollars of damagAsion-<class action alleging simili
claims was filed in the federal district court iroktana in June 2003 and was later transferreddieréé district court in Colorad

Colorado action. A putative class action purportedly brought on lfetiapurchasers of QCII's stock between June Z®)®and
June 27, 2002 and owners of U S WEST, Inc. stockume 28, 2000 is pending in Colorado in the Qistiourt for the County of
Boulder. We are also a defendant in this actiors &htion was filed on June 27, 2002. Plaintiftegé, among other things, that the
defendants issued false and misleading statemedtsrayaged in improper accounting practices inra@accomplish the U S
WEST/QCII merger, to make QCII appear successfdltarinflate the value of QCII's stock. Plaintifgeek unspecified monetary
damages, disgorgement of illegal gains and otHif.r

New Jersey actionAn action by the State of New Jersey (Treasury Biepent, Division of Investment), or New Jerseypénding

in the New Jersey Superior Court, Mercer Countys Biation was filed on November 27, 2002. New Jeadleges, among other
things, that defendants caused QCII's stock toetitdhrtificially inflated prices by employing imggrer accounting practices and by
issuing false statements about QCII's businesgme® and profits, and contends that it incurredihests of millions of dollars in
losses. Among other requested relief, New Jerseyssieom the defendants, jointly and severally, pensatory, consequential,
incidental and punitive damage

CalSTRS action.An action by the California State Teachers’ RetieabSystem, or CalSTRS, is pending in the Sup&aurt of
the State of California in and for the County oh$aancisco. This action was filed on December2002. CalSTRS alleges, amc
other things, that defendants engaged in a schieaéaisely inflated QCII's revenues and decreatseexpenses so that it would
appear more successful than it actually was duhiageriod in which CalSTRS purchased QCII's séigg;i and CalSTRS asserts
that defendants’ actions caused it to lose in exo€$150 million invested in QCII's equity and delecurities. Plaintiff seeks
compensatory, special and punitive damages, réstifipre-judgment interest and cos

SURSI action.An action by the State Universities Retirement &ysof lllinois, or SURSI, is pending in the Circ@iburt of Cook
County, lllinois. This action was filed on Janudf, 2003. SURSI alleges, among other things, tefrdlants engaged in a scheme
to falsely inflate QCII's revenue and decreasexgenses by improper conduct related to transactidgth various customers and
suppliers and claims that its losses from investsgnQCI's securities are in excess of $12.5 million. SU&Iks
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among other things, compensatory and punitive desyagpsts, equitable relief, including an injunctio freeze or prevent
disposition of the defendal’ assets, and disgorgeme

* SPA action.An action by Stichting Pensioenfonds ABP, or SBAeénding in federal district court in ColoradoisTaction was
filed on February 9, 2004. SPA alleges, among dthiags, that defendants created a false percepfiQCII’'s revenue and growth
prospects and that its losses from investmentsdH'Qsecurities are in excess of $100 million. Sg&%&ks, among other things,
compensatory and punitive damages, rescissiorsoisgionary damages, -judgment interest, attorne’ fees and cost:

e SHC action.An action by Shriners Hospital for Children, or SHEpending in federal district court in Coloraddnis action was
filed on March 22, 2004. SHC alleges, among othigs, that defendants issued false and misleditingcial reports about QCII.
SHC alleges compensatory damages of approximaiglhynsllion. SHC seeks compensatory and punitive atgas, interest, costs
and attorney’ fees.

* TRSL action. An action by the Teachers’ Retirement System ofisiana, or TRSL, is pending in federal district ddo Colorado.
This action was filed on or about March 30, 200RSL alleges, among other things, that defendastefalse and misleading
financial reports about QCII. TRSL alleges compémgadamages of approximately $23 million. TRSLkseeompensatory and
punitive damages, interest, costs and attor fees.

* NYC Funds action.An action by a number of New York City pension aatirement funds, or NYC Funds, is pending in fedler
district court in Colorado. This action was filed September 22, 2004. NYC Funds allege, among thiregs, that defendants
created a false perception of QCII's revenue awgvtir prospects and that their losses from investsn@nQCII’'s securities are in
excess of $300 million. NYC Funds seek, among dttiegs, compensatory and punitive damages, résniss rescissionary
damages, p-judgment interest, attorne’ fees and cost:

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 Februgrg006, QCII, certain other defendants and thatpugt 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 is subject to a number of ¢iondiand future contingencies. Among
others, it (i) requires both preliminary and ficalurt approval; (ii) provides QCII with the rightt terminate the settlement if class members
representing more than a specified amount of allegeurities losses elect to opt out of the sedttendiii) provides QCII with the right to
terminate the settlement if it does not receiveqadée protections for claims relating to substanliabilities of non-settling defendants; and
(iv) is subject to review on appeal even if theritis court were finally to approve it. Any lawssiithat may be brought
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by parties opting out of the settlement will beorgusly defended regardless of whether the settiedescribed herein is consummated. No
parties admit wrongdoing as a part of the settldragreement.

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 amendaliéges, among other things, that the defendaolfated 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, QCII's former Chairman and Chigdutive Officer, and John
McMaster, the former President and Chief Execufiiécer of KPNQwest. Plaintiffs claim to have laghproximately $10 million in their
investments in KPNQwest. The court granted defetstlamtion for partial summary judgment with resptca substantial portion of
plaintiffs’ claims. The court entered judgment fafendants on those claims and dismissed the rargaitfaims without prejudice. QCII has
entered into a tolling agreement with plaintiffatiallows them to refile these remaining claim$ofeing their appeal of the court’s order
granting summary judgment to defendants on a satiskg@ortion of plaintiffs’ claims. Plaintiffs havfiled such an appeal with the Arizona
Court of Appeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Maijeheir capacities as trustees in the Dutchkhartcy proceeding for KPNQwest,
filed a complaint in the federal district court thie District of New Jersey alleging violationstioé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amidmanagement under Dutch law. QCII is a defenitatftis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, Q(s former Chief Financial Officer, and John McMastelaintiffs allege, among other things, that
defendants’ actions were a cause of the bankrugftlPNQwest and the bankruptcy deficit of KPNQwesss in excess of $3 billion.
Plaintiffs seek compensatory, treble and punitiamdges, as well as an award of plaintiffs’ attoshéses and costs.

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

Various former lenders to KPNQwest or their assggnéncluding Citibank, N.A., Deutsche Bank AG Londand others, have notified
QCII of their intent to file legal claims in conrtiem with the origination of a credit facility arslibsequent borrowings made by KPNQwest of
approximately €300 million under that facility. Ttheave indicated that QCIl would be a defendarthis threatened lawsuit along with
Joseph Nacchio, John McMaster, Drake Tempest, @@tmer General Counsel, KPN and other former eygas of QCII, KPN or
KPNQwest.

On August 23, 2005, the Dutch Shareholders AssoaoigVereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN&WVEB 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 etreeumanagement, 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@l$ entered into a proposed settlement (and fahwhhas recorded a reserve of $11
million in connection with the proposed settleme@LIl will continue to defend
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against the pending KPNQwest litigation matterovogisly and will likewise defend against any claimsserted by KPNQwest's former
lenders if litigation is filed.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatammission opened a proceeding to investigate whetkere in compliance with
are likely to meet a commitment that we made in12@0invest in communications infrastructure in Nlgd@xico through March 2006
pursuant to an Alternative Form of Regulation plamAFOR. The AFOR says, in part, that “Qwest coisrto devote a substantial budget to
infrastructure investment, with the goal of achigyvthe purposes of this Plan. Specifically, Qwelitmake capital expenditures of not less
than $788 million over the term of this Plan. Tleigel of investment is necessary to meet the comerits made in this Plan to increase
Qwest’s investment and improve its service quatitlew Mexico.” Multiple parties filed comments tinat proceeding and variously argued
that we should be subject to a range of requiresnectuding an escrow account for capital spendiggy investment obligations, and
customer credits or price reductions.

On April 14, 2005, the Commission issued its Fidadler in connection with this investigation. Ingliinal Order, the Commission ru
that the evidence in the record indicates we watllre in compliance with the investment commitrregrthe conclusion of the AFOR in Mau
2006, and if the current trend in our capital expemes continues, there will be a shortfall of 828illion or more by the end of the AFOR.
The Commission also concluded that we have an uhitonal commitment to invest $788 million over tlife of the AFOR. Finally, the
Commission ruled that if we fail to satisfy thiz@stment commitment, any shortfall must be creditextfunded to our New Mexico
customers. The Commission also opened an enfordeandrimplementation docket to review our investtaemd consider the structure and
size of any refunds or credits to be issued toatnsts. On May 12 and 13, 2005, we filed appeafederal district court and in the New
Mexico State Supreme Court, respectively, challegdine lawfulness of the Commission’s Final Ord&m.May 31, 2005, the Commission
issued an order, in response to a report we fifelay 20, 2005, designating a hearing examineotauact proceedings addressing whether
customer credits and refunds should be imposedsdrased on our investment levels as of June 3@, 201l prior to the expiration of the
AFOR in March 2006.

We have vigorously argued, among other things, ttitunderlying purposes of the investment commitrset forth in the AFOR have
been met in that we have met all service quality service deployment obligations under the AFOR,tin light of this, we should not be
held to a specific amount of investment; and that@ommission has failed to include all eligibleastments in the calculation of how much
we have actually invested. Nevertheless, we beliegeunlikely the Commission will reverse its denination that we have an unconditional
obligation to invest $788 million. In addition, vave argued, and will continue to argue, that custocredits or refunds are an impermiss
and illegal form of relief for the Commission tader in the event there is an investment shori@il January 30, 2006, Qwest filed with the
New Mexico Commission an Offer of Settlement an&&vise AFOR. This Offer proposes to extend the trariod for Qwest to comple
$788 million in investments to three years follogitme approval of the Offer. Under the Offer, Qwiesss included within the $788 million of
total investments a proposal to invest $85 millioprojects approved by the Commission. In an od#ged February 7, 2006, the
Commission rejected the Offer on technical grounaling that it was improper as to form. In thigler, the Commission also encouraged
Qwest and the other parties to continue settlemegotiations.

We believe there is a substantial likelihood that diltimate outcome of this matter will result mhaving to make expenditures or
payments beyond those we would otherwise makesimtéihmal course of business. These expendituneayanents could take the form of ¢
or more of the following: penalties, capital
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investment, basic service rate reductions and mestoefunds or credits. At this time, however, we ot able to reasonably estimate the
amount of these expenditures or payments and, diogty, have not reserved any amount for such piatiability. Any final resolution of
this matter could be material.

Other Matters

Several putative class actions relating to thelfaton of fiber optic cable in certain rights-afay were filed against QCIl on behalf of
landowners on various dates and in various conr@aiifornia, Colorado, Georgia, lllinois, Indianéansas, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT&or the most part, the complaints challenge’'®@ght to install its fiber optic cable
in railroad rights-of-way. Complaints in Coloradliinois and Texas, also challenge QCII’s rightitetall fiber optic cable in utility and
pipeline rights-of-way. The complaints allege ttrat railroads, utilities and pipeline companies @alimited property right-of-way that did
not include the right to permit QCII to install fiser optic cable in the right-of-way without tFéaintiffs’ consent. Most actions (California,
Colorado, Georgia, Kansas, Louisiana, Mississilglissouri, North Carolina, Oregon, South Carolinanfiessee and Texas) purport to be
brought on behalf of state-wide classes in the mbph&intiffs’ respective states. Several actiongpptt to be brought on behalf of multi-state
classes. The lllinois state court action purparteé on behalf of landowners in lllinois, lowa, Kacky, Michigan, Minnesota, Nebraska, C
and Wisconsin. The lllinois federal court actionmrts to be on behalf of landowners in Arkansaaif@nia, Florida, Illinois, Indiana,
Missouri, Nevada, New Mexico, Montana and Oregdre Thdiana action purports to be on behalf of @nat class of landowners adjacent
to railroad rights-of-way over which QCII's netwoplasses. The complaints seek damages on theotiespéss and unjust enrichment, as
well as punitive damages.

The IRS proposed a tax adjustment for tax yeard #@®ugh 1996. The principal issue involves thecaltion of costs between long-
term contracts with customers for the installatbiconduit or fiber optic cable and additional caiter fiber optic cable retained by QCII.
The IRS disputes the allocation of the costs betw@€ll and third parties. Similar claims have basserted against QCII with respect to the
1997 to 1998 and the 1998 to 2001 audit periods.T¥94-1996 claim is currently being litigatedhie tTax Court, and QCII does not believe
the IRS will be successful, although the ultimatécome is uncertain. If QCII were to lose this s$or the tax years 1994 through 1998,
QCIl estimates it would have to pay approximatedy $nillion in tax plus approximately $43 million interest pursuant to tax sharing
agreements with the Anschutz Company relating dse¢ttime periods.

In 2004, QCII recorded income tax expense of $18Bom related to a change in the expected timihdeductions related to its tax
strategy, referred to as the Contested Liabilitgéleration Strategy, or CLAS, which it implemenbe@000. CLAS is a strategy that sets
aside assets to provide for the satisfaction cfréag liabilities associated with litigation inaxtefficient manner. CLAS accelerated
deductions for contested liabilities by placingaeasdor potential litigation liabilities out of theontrol of the company and into trusts managed
by a thirdparty trustee. In 2004, QCIl was formally notifieg the IRS that it was contesting the CLAS taxtsgg. Also in 2004 as a result
a series of notices on CLAS strategies issued ®&yRI$ and the receipt of legal advice with respigeteto, QCII adjusted its accounting for
CLAS as required by SFAS No. 109. The change ireetqal timing of deductions caused an increase iV QI&bility for uncertain tax
positions and a corresponding increase in its petaiing loss carry-forwards, or NOLs. Because @&Ctiot currently forecasting future
taxable income sufficient to realize the benefftth@s increase in its NOLSs, it recorded an inceeisits valuation allowance on deferred tax
assets as required by SFAS No. 109. Additionatly2004 the IRS proposed a penalty of $37 millioritos strategy. QCII believes that the
imposition of a penalty is not appropriate as teddn good faith in implementing this tax stratégyeliance on two contemporaneous tax
opinions and adequately disclosed this transastidghe IRS in its initial and subsequent tax resu@CII intends to vigorously defend its
position on this and other tax matters.
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QCII has other tax related matters pending agéinstrtain of which, in addition to CLAS, are bedcdhe Appeals Office of the IRS.

QCII believes it has adequately provided for thesdters.

Note 17: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First

Second Third Fourth
Quarter Quarter Quarter

Total

Quarter
2005
Operating revenu $2,551
Income before cumulative effect of changes in anting principles 262
Net income 262
2004
Operating revenu $2,61%
Income before cumulative effect of changes in antiog principles 258
Net income 258
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(Dollars in millions)

$2,54: $2,47C $2,48¢
25C 21C 267
25C 21C 25¢

$2,56¢  $2,56C  $2,59(
19¢ 274 26¢€
19¢ 274 26¢€

$10,04¢
98¢
977

$10,33:
991
991
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of February 16, 2006, we reported ortdimsolidated balance sheets of Qwest Corporatidrsabsidiaries as of
December 31, 2005 and 2004, and the related cdasetl statements of operations, stockholder’s yomitd cash flows for each of the years
in the three-year period ended December 31, 280&hnection with our audits of the aforementionedsolidated financial statements, we
also audited the related consolidated financiaéstant schedule, Schedule Il - Valuation and Qyialif Accounts. This financial statement
schedule is the responsibility of the Company’s aggment. Our responsibility is to express an opiwio this financial statement schedule
based on our audits.

In our opinion, such financial statement scheduten considered in relation to the basic consdididinancial statements taken as a
whole, presents fairly, in all material respedig, information set forth therein.

KPMG LLP

Denver, Colorado
February 16, 2006
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SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
(DOLLARS IN MILLIONS)

Balance at
beginning of Charged tc
period expense
Allowance for doubtful account
2005 72 74
2004 10z 32
2003* 96 12¢

* The 2003 figures on the table above have beentadjts reflect the discontinuance of our wirelegsrations
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Deductions

80
62
11¢

Balance a

end of
period

66
72
10z
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PROSPECTUS

$600,000,000

Qwest Corporation

Exchange Offer for All Outstanding

7.5% Notes due 2014
(CUSIP Nos. 74913G APO and U7490R AG4)
for new
7.5% Notes due 2014
that have been registered under the Securities Acf 1933

November 17, 2006




