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PART I—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

QWEST CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(DOLLARS IN MILLIONS)

(UNAUDITED)
Six Months
Three Months Ended Ended
June 30, June 30,
2003 2002 2003 2002
Operating revenue $ 2670 $ 2906 $ 541t $ 587¢
Operating revenu—affiliates 14¢ 96 282 192
Total operating revenut 2,821 3,00z 5,697 6,07(
Operating expense
Cost of sales (exclusive of depreciation and amatitn detailed
below) 60= 602 1,201 1,20¢



Cost of sale—affiliates 11¢ 91 21C 20t
Selling, general and administrati 45¢€ 63€ 96( 1,20
Selling, general and administrat—affiliates 35¢ 30C 66C 59C
Depreciatior 61€ 687 1,22¢ 1,382
Intangible assets amortizati 87 76 172 14C
Asset impairment chargs — 82t — 82t
Restructuring, Mergr-related and other charges (cred 11 — 23 (30
Total operating expens 2,251 3,215 4,45k 5,527
Operating income (los! 57C (215) 1,24z 543
Other expense (income
Interest expen—net 13¢ 14C 27¢ 26C
Interest expen—ne—affiliates 38 46 74 91
Other (income) expen—net (6) 13 2 5
Total other expen—net 171 19¢ 352 35€
Income (loss) before income taxes and cumulatifexebf change in
accounting principl 39¢ (419 89C 187
Income tax (expense) bene (151) 161 (33¢) (70
Income (loss) before cumulative effect of changeadcounting principl 24¢ (253) 552 117
Cumulative effect of change in accounting principlet of taxes of $0,
$0, $139 and $0, respective — — 21¢ —
Net income (loss $ 248 $ (259 $ 771 3% 117

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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Current asset:
Cash and cash equivalel
Restricted cas
Accounts receivab—net
Accounts receivab—affiliates
Deferred income taxe
Prepaid and other ass:
Prepaid income tax—QSC

Total current asse

Property, plant and equipm—net

Intangible asse—net
Other asset

QWEST CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

(DOLLARS IN MILLIONS)

December 31,

June 30, 2003 2002
(unaudited)
$ 1,72¢  $ 232
11 26
1,21¢ 1,494
61 12C
10z 13z
29¢ 328
20 25¢
3,43¢ 2,58¢
17,09t 17,31
1,20¢ 1,27¢
1,38¢ 1,35¢




Total asset $ 23,127 $ 22,52¢

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current borrowing: $ 43 $ 1,25¢
Current borrowing—affiliates 2,05: 1,88¢
Accounts payabl 55¢ 587
Accounts payab—affiliates 48¢ 331
Dividends payab—QSC 56€ 774
Accrued expenses and other current liabili 891 952
Deferred revenue and customer depc 55¢ 59t
Total current liabilities 5,16( 6,382
Long-term borrowings (net of unamortized debt disgcof $161 million, and
$142 million, respective—see Note 3 7,742 6,01¢
Pos-retirement and other p-employment benefit obligatior 2,62¢ 2,612
Deferred income taxe 2,461 2,181
Deferred credits and oth 72t 837
Total liabilities 18,71« 18,02¢

Commitments and contingencies (Note
Stockholder's equity

Common stoc—one share without par, owned by Q 8,31¢ 8,40(
Note receivabl—affiliate (28¢€) (28¢€)
Accumulated defici (3,61%) (3,61%)
Total stockholder's equi 4,41: 4,49
Total liabilities and stockholder's equ $ 23,127 $ 22,52¢

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

(UNAUDITED)
Six Months Ended June 30,
2003 2002
OPERATING ACTIVITIES
Net income $ 771 $ 117
Adjustments to net income:
Depreciation and amortization 1,401 1,522
Provision for bad debts 96 238
Cumulative effect of changes in accounting prirespt-net (219 —
Asset impairment charges — 82t
Deferred income tax 17z (65)
Income tax benefit distributed to QSC (83) —
Other non-cash items 7 4

Changes in operating assets and liabilities:
Accounts receivable 18C 49



Accounts receivable—affiliates 59 (40
Prepaid and other current assets 5 (11
Prepaid income taxes—QSC 23t (38)
Accounts payable, accrued expenses and other tlieitities (67) (127
Accounts payable—affiliates 15¢ 88
Deferred revenue and customer deposits (81) (36)
Other long-term assets and liabilities (36) (114
Cash provided by operating activities 2,59¢ 2,407

INVESTING ACTIVITIES
Expenditures for property, plant and equipment (754 (2,080
Other 2 6
Cash used for investing activities (75€) (1,079

FINANCING ACTIVITIES
Net repayments of current borrowir — (1,017
Net proceeds from (repayments of) current borrog—affiliates 165 (597)
Proceeds from long-term borrowings 1,72¢ 1,47¢
Repayments of current portion of long-term borraygin (1,225 (128§
Dividends paid to QSC (980) (1,029
Debt issuance costs (35 (36)
Cash used for financing activities (34€) (1,326

CASH AND CASH EQUIVALENTS

Increase in cash 1,49¢ 7
Beginning balance 232 15C
Ending balance $ 1,728 % 157

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

(UNAUDITED)

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

Note 1: Basis of Presentation

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

We have revised this presentation to canftor our current year consolidated financial staets. These statements include all



adjustments necessary to fairly present our coratkosnsolidated results of operations, financiaitpm and cash flows as of June 30, 2003
and for all periods presented. These condensedkdated financial statements should be read ijurmion with the audited consolidated
financial statements included in our annual reparForm 10-K for the year ended December 31, 26@2"@002 Form 10-K"). The
condensed consolidated results of operations fothttee and six month periods ended June 30, 2@d&e condensed consolidated
statement of cash flows for the six month periodeghJune 30, 2003 are not necessarily indicatitheofesults or cash flows expected for
full year.

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

Related party transactior

We record intercompany charges at the atsdhilted to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distifed cost as more fully described in Note Belated Party Transactions. Regulators periodi
review our compliance with regulations. Adjustmetotintercompany charges that result from thesevesare recorded in the period they
become known. We purchase services such as magleetthadvertising, information technology, prodartl technical services as well as
general support services from affiliates. We previol our affiliates telephony and data servicesgless as well as other services.

Recently adopted accounting pronouncements andlativeieffect of adoptio

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

Prior to the adoption of SFAS No. 143, veedincluded in our group depreciation rates eséthaet removal costs (removal costs less
salvage). These costs have historically been tefieio the calculation of depreciation expensethedefore recognized in accumulated
depreciation. When the assets were actually resinelremoval costs were expended, the net remogts were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asetirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsl@ation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million pretax upon adoption d&/&S No. 143 on January 1, 2003. The net income dtnfioa the six months ended June 30,
2003 related to the adoption of SFAS No. 143 isog2dllion ($365 million less the $7 million chargésclosed above, net of income taxes of
$139 million).

On a going forward basis, the net costeofoval related to these assets will be chargedit@onsolidated statement of operations ir
period in which the costs are incurred. As a resiodt adoption of SFAS No. 143 is expected to desm®ur depreciation expense on an at
basis by approximately $33 million and increaseraiiieg expenses related to the accretion of thevédue of our legal asset retirement
obligations by approximately $1 million annuallygiening January 1, 2003. Based on historical chaegel activity through the six months
ended June 30, 2003, we believe that recurring vahmamsts will be approximately $35 million to $dbllion annually which will be charged
to our consolidated statement of operations agiiadu

In December 2002, the Financial Accountitgndards Board ("FASB") issued SFAS No. 148, "Arting for Stock-Based
Compensation—Transition and Disclosure—an amendofedrASB Statement No. 123" ("SFAS No. 148"), whisleffective for financial
statements related to periods ending after Decefhe2002. SFAS No. 148 requires the following ejed disclosure regarding stob&sec
compensation.

Our employees participate in the QCII stoaentive plans which are more fully describedhie QCII annual report on Form 10-K for
the year ended December 31, 2002 (the "QCII 200&hA®-K"). QCII's stock incentive plans, in whichreemployees participate, are
accounted for using the intrinsic-value recognitiord measurement principles of Accounting Prinsifdeard Opinion No. 25, "Accounting
for Stock Issued to Employees." Under the intringitue method, no compensation expense is recagjfizeptions granted to employees
when the strike price of those options equals ceedls the value of the underlying security on tkasarement date. In certain instances



strike price has been established prior to the oreasent date, in which event, any excess of thekgidce on the measurement date over the
exercise price is recorded as deferred compensatidramortized over the service period during whiehstock option award vests using the
accelerated method described in FASB Interpretadtion28, "Accounting for Stock Appreciation Riglasd Other Variable Stock Option or
Award Plans." QCII charges us for stock option cemgation expense through a contribution to comnmeksand our share of the stock
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compensation expense. QCII allocates to us, thrauggntribution, our share of the deferred compimsaxpense described herein based on
options granted.

Had compensation cost for our employeeatigization in the QCII stock-based compensatiamplbeen determined under the fair-
value-method in accordance with the provisionseAS No. 123, "Accounting for Stock-Based Compesatiour net income (loss) would
have been changed to the pro forma amounts indide®w:

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

2003 2002 2003 2002

(Dollars in millions)

Net income (loss)

As reportec $ 246 $ (259 $ Tl 117
Add: Stock-option-based employee compensation esg#rcluded in

reported net income (loss), net of related taxcts — — — —
Deduct: Total stock-option-based employee compensakpense

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

effects (11) 13 (22 (26)

Pro forma $ 237 $ (266) $ T4¢ % 91

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

Note 2: Asset Impairment Charges

Effective June 30, 2002, pursuant to SFAS M4, "Accounting for the Impairment or DisposiLong-Lived Assets" ("SFAS
No. 144"), a general deterioration of the telecomizations market, downward revisions to our expeéteure results of operations and ot
factors indicated that our investments in longdiassets may have been impaired at that datecordance with SFAS No. 144, we
performed an evaluation of the recoverability & tarrying value of our long-lived assets usingsgrandiscounted cash flow projections. For
impairment analysis purposes, we grouped our ptppgiant and equipment and projected cash flowsunytraditional telephone network
and our wireless network. Based on the gross uodiged cash flow projections, we determined thatti@aditional telephone network was
not impaired. However, we determined that our wesslnetwork, which provided personal communicatsamsices ("PCS") in select markets
in our local service area, was impaired at Jun€B02. For the wireless network, we then estim#iiedair value based on replacement cost.
Based on our analysis, the estimated fair valub@fvireless assets was less than our carrying mimand we recorded an impairment ch
of $825 million as of June 30, 2002. Replacemest a@s determined by using current cost adjustegtgsical deterioration, functional
obsolescence and economic obsolescence.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new s dounting purposes. As such,
approximately $410 million in accumulated depreoiatvas eliminated in connection with the accoumfior the impairments as of June 30,
2002. The impact of the

impairments has reduced our annual depreciatioraarattization expense by approximately $135 millieffiective July 1, 2002.

Subsequent Eve—Asset Impairmer



In August 2003, we entered into a servagreement with a subsidiary of Sprint Corporatit8p(int") that allows us to resell Sprint
wireless services, including access to Sprint®natde PCS wireless network, to consumer and lessicustomers, primarily within our
local service area. We plan to begin offering thegent services under our brand name in early 2004 wireless customers who are
currently being serviced through our proprietaryaldss network will be transitioned onto Springswork. Due to the anticipated decrease in
usage of our own wireless network following thensiéion of our customers onto Sprint's networkthia third quarter of 2003 we performed
an evaluation of the recoverability of the carryirjue of our long-lived wireless network assets.

In accordance with SFAS No. 144, we compgmss undiscounted cash flow projections to Hreying value of the long-lived wireless
network assets and determined that certain assepgmwere not expected to be recovered throughefyiwjected cash flows. For those asset
groups that were not recoverable, we then estintaieéhir value using recent selling prices for gamable assets. Our cell sites, switches,
related tools and equipment inventory and certafiormation technology systems that support the legenetwork were determined to be
impaired by $230 million. Estimating the fair valakthe asset groups involved significant judgmeemd a variety of assumptions.

In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new sk founting purposes. As such,
approximately $25 million in accumulated deprediativas eliminated in connection with the accounfarghe impairments. The impact of
the impairments will reduce our annual depreciatind amortization expense by approximately $40anilleffective October 1, 2003.

Note 3: Borrowings

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

June 30, December 31,
2003 2002

(Dollars in millions)

Current borrowings

Current borrowing—affiliates $ 2,05 $ 1,88¢
Current portion of lon-term borrowings — 1,17¢
Current portion of capital lease obligations arttko 43 76

Total current borrowings $ 2,09 $ 3,14

Long-term borrowings

Long-term notes $ 7721 $ 5,99t
Long-term capital lease obligations and ot 15 21
Total long-term borrowings $ 7,74 % 6,01¢

Current borrowings—affiliates representrstterm borrowings on unsecured lines of credié (tAffiliates Lines of Credit") by our
wholly owned subsidiary, Qwest Wireless from adiiéis that are

wholly owned by QCII. The Affiliates Lines of Crédnature in January 2005 and have an interesbfaté0% per annum. We expect that
the maturities of these lines of credit will beanded by our affiliates as necessary. Qwest Catipardoes not guarantee the borrowings of
Qwest Wireless.

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

The floating rate tranche bears interetioaidon Interbank Offered Rates plus 4.75% (withinimum interest rate of 6.50%) and the
fixed rate tranche bears interest at 6.95% perraniine interest rate on the floating rate tranche &.50% at June 30, 2003. The lenders
funded the entire principal amount of the loan sabjo the original issue discount for the floatiage tranche of 1.00% and for the fixed rate
tranche of 1.652%.

Note 4: Restructuring Charges



The restructuring reserves balances discuigslow are included on our condensed consolidzdtsthce sheet in the category of accrued
expenses and other current liabilities for the entrportion and deferred credits and other foldding-term portion.

2003 Activities

During the six months ended June 30, 2@@3,as part of QCII's restructuring plan, identfeamployee reductions in various functional
areas. As a result, we established a reserve anddexl a charge, to our condensed consolidatezhstat of operations of $19 million to
cover the costs associated with these actions & fuldy described below.

An analysis of activity associated with partion of the 2003 restructuring reserve forghemonths ended June 30, 2003 is as follows:

June 30,
2003 2003 2003
Provision Utilization Balance
(Dollars in millions)
Severance and employ-related charge $ 19 $ 9 % 10

The 2003 restructuring includes charges1® million for severance benefits and other cheugesuant to established severance policies
associated with a reduction in employees. We ifledtapproximately 650 employees from various fioral areas to be terminated as pa
this reduction. Through June 30, 2003, approxirgat@D of the planned reductions had been compkateds9 million of the restructuring
reserve had been used for severance payments hadoea pension benefits.
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Other charges classified as restructupnignarily severance-related payments not associatiédspecific plans, were $2 million and
$4 million for the three and six months ended B®e2003, respectively.

2002 Activities

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

An analysis of activity associated with #@02 restructuring plan for the six months endet B30, 2003 is as follows:

January 1, June 30,
2003 2003 2003
Balance Utilization Balance

(Dollars in millions)

Severance and employ-related charge $ 37 % 25 % 12
Contractual settlements, legal contingencies aaskléosse 23 3 20
Total $ 60 $ 28 % 32

During 2002, QCI!I identified approximately400 of our employees from various functional ar@ebe terminated as part of this
reduction. At June 30, 2003, approximately 2,30€hefplanned reductions had been accomplishedaantd six months ended June 30,
2003, $25 million of the restructuring reserve baén used for severance payments and enhancedméesiefits. We expect the remaining
employee reductions to be essentially completeBdgember 31, 2003.

Also as part of the 2002 restructuring,pgemanently abandoned 25 leased facilities anddedaa charge to restructuring and other
charges in our condensed consolidated statemaqesftions. The abandonment costs include reny@h@ats due over the remaining terms
of the leases, net of estimated sublease rentalsestimated costs to terminate the leases. Faixhmonths ended June 30, 2003, we utilized
$3 million of the established reserves primarily fayments of amounts due under the leases. Wetkgebalance of the reserve to be
utilized over the remaining terms of the leasedctviare up to five years.

2001 Activities



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

leases as discussed in more detail below. A relifod of activity associated with our 2001 plantfee six months ended June 30, 2003 is as
follows:

January 1, June 30,
2003 2003 2003
Balance Utilization Balance

(Dollars in millions)

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

In 2001, QCII identified approximately 4086f our employees from various functional areasdderminated as part of an employee
reduction and we accrued a restructuring resenvedeerance benefits for those employees. At JOn2@3, approximately 3,700 employ:
had been terminated. For the six months ended 32003, $1 million of the 2001 restructuring resehad been used for severance
payments, enhanced pension benefits and other gaglelated outlays. In 2002, in response to thist&ll in planned employee
terminations, QCII reviewed our manpower compleniemither functional areas and identified employtedse terminated as part of another
staffing reduction. These planned reductions aseusised above in connection with our 2002 restrimcf@ctivities.

Due to our staffing reduction and consdlmtaof our operations, we accrued a restructurasgrve associated with the termination of
nine operating lease agreements across the cofairyhe six months ended June 30, 2003, we uilZemillion of the established reserve
for payments associated with contract terminatimstsrelated to exiting these buildings.

Subsequent event

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

Note 5: Contributions to QCII Segments

Our operations are integrated into andoaré of the segments of the QCII consolidated grdinye chief operating decision maker
("CODM") for QCII makes resource allocation decisaand assessments of financial performance fardhsolidated group based on
wireline, wireless and other segmentation. For niafiemation about QCII's reporting segments, $&eQCIl 2002 Form 10-K. Our business
contributes to the segments reported by QCII, heitQCll CODM reviews our financial information orty connection with this filing.
Consequently, we do not provide discrete finariafarmation for Qwest Corporation to a CODM on gutar basis. However, for reporting
purposes only, we have separated our operatingtagifor all periods presented into segments inaamner consistent with consolidated
segment results regularly reviewed by QCII's COOMis segment presentation excludes affiliate reeeand expenses that are eliminated in
consolidation by QCII.
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Revenue and expenses are based on thedfypesducts and services described below. Netwdrlstructure is designed to be scalable
and flexible to handle multiple products and segsicAs a result, QCIl does not allocate networkastfucture costs to individual products.
Direct administrative costs include sales, custosugport, collections and marketing. Indirect adstrative costs such as finance,
information technology, real estate, legal, margtervices and human resources are included iotliee services operating expenses. QCII
manages indirect administrative services costgagntconsequently, these costs are not allocatedreline or wireless services. Similarly,
depreciation, amortization, interest expense, @steincome and other income (expense) are notadddo either wireline or wireless servii
operating expenses.

Wireline services include revenue from phevision of voice services and data and Interestises. Voice services consist of local vc
services (such as basic local exchange servicéshaug services, custom calling features, enhanoacke services, operator services, pu



telephone services, collocation services and revémm the sales of customer premises equipmemRE"D); IntraLATA long-distance voice
services (long-distance services within our loeaVEe area); and access services (which are phymanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs"),uee of our local network to connect their
customers to their long-distance networks. An 1X@ itelecommunications company that provides lastgace services to end-users by
handling calls that are made from a phone exchangee local access transport area ("LATA") to acheinge in another LATA or between
exchanges within a LATA. Data and Internet servioetude data services (such as traditional priliats, wholesale private lines, integrated
services digital network, frame relay, asynchronoassfer mode and related CPE) and Internet ss\{guch as digital subscriber line,
Internet dial access, professional services arde@ICPE). Depending on the product or servicehased, a customer may pay an up-front
fee, a monthly fee, a usage charge or a combinafitimese fees and charges.

Our wireless services are provided throoghwholly owned subsidiary, Qwest Wireless, whiciids 10 Megahertz licenses to provide
PCS in most markets in our local service area. ¥i&r wireless services to residential and busimestomers providing them the ability to
use the same telephone number for their wirelesaghs for their home or business phone. In Aug@@8, we entered into a services
agreement with a subsidiary of Sprint that allowgairesell Sprint wireless services, includingesscto Sprint's nationwide PCS wireless
network, to consumer and business customers, glymathin our local service area. In the third qtga of 2003 we reviewed the carrying
value of our wireless assets and determined tlegtwlere impaired. Accordingly, we recorded a chafg®230 million to our condensed
consolidated statements of operation. See Note ZetAmpairment Charges/Subsequent Event—Asset impat.

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

Other services revenue is predominatelivddrfrom subleases of some of our unused reateeassets, such as space in our office
buildings, warehouses and other properties. Owratarvices expenses include unallocated corpexgenses for functions such as finance,
information technology, real estate, legal, marg8ervices and human resources.
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The revenue and expenses shown below areeddrom transactions with external customers.

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

2003 2002 2003 2002

(Dollars in millions)

Operating revenue

Wireline services $ 2517 $ 2721 $ 5102 $ 5,49¢
Wireless services 154 18z 30¢& 371
Other services 2 2 7 8

Total contribution to QCIl segment revenue $2,67: $ 290¢ $ 541t $ 587¢

Operating expense

Wireline services $ 712 $ 832 $ 1452 $ 1,61F
Wireless services 86 152 184 311
Other Services 265 254 52¢ 48¢

Total contribution to QCIl segment expenses $1,061 $ 1,23 $ 2,161 $ 241t

Contribution to QCIl segment income (los

Wireline services $ 180t $ 188 $ 364¢ $ 3,88
Wireless services 68 31 121 60
Other services (267) (252 (51¢) (487)

Total contribution to QCIl segment income $1612 $ 1668 $ 3,252 $ 3,46

Capital expenditure:
Wireline $ 317 $ 381 $ 62 $ 81¢

Wireless — 11 11 42



Other 77 63 121 23¢

Total contribution to QCII capital expenditures 394 45k 76C 1,10C
Non-cash investing activities 4 3 (6) (20
Total contribution to QCII cash capital expenditire $ 39C $ 45z $ 754 $  1,08C
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The following table reconciles the segniefdrmation to net income (loss) for the three andmonths ended June 30, 2003 and 2002:

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

2003 2002 2003 2002

(Dollars in millions)

Total contribution to QCII segment incor $ 1612 $ 1668 $ 3252 $  3,46:
Add:
Affiliate revenue 14¢ 96 282 19z
Cumulative effect of change in accounting principlet of
taxes — — 21¢ —
Deduct:
Affiliate expense: 47¢€ 391 87C 79t
Depreciatior 61€ 687 1,22¢ 1,38:
Intangible assets amortizati 87 76 17z 14C
Asset impairment chargs — 82t — 82t
Restructuring, Merg«-related and other charges (cred 11 — 23 (30
Total other expen—net 171 19¢ 352 35¢€
Income tax expense (benel 151 (161) 33¢ 70
Net income (loss $ 24t $ (259 $ 771 $ 117

Note 6: Related Party Transactions

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

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

We charge our affiliates based on tariffees for telephony and data services. We bill gitiag third party rates for wireless services
and for other services we bill using either FDCGrarket rates.

We describe in further detail below thevgms provided by our affiliates.
Marketing, Sales and Advertising

Marketing, sales and advertising, whichpurppreparation for joint marketing of our sengcnclude the development of marketing and
advertising plans, sales unit forecasts, marketared, sales training and compensation plans.
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Information Technology Services

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

Product and Technical Services

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

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

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. NacahtbRobin R. Szeliga on behalf of purchasers ofl@@&lock between June 28, 2000 and
June 27, 2002 and owners of U S WEST, Inc. ("U SSWE stock on June 28, 2000. The complaint allegegng other things, that QCII &
the individual defendants issued false and mistepdiatements and engaged in improper accountawipes in order to accomplish the
June 30, 2000 acquisition of U S WEST, (the "Mefge¢o make QCII appear successful and to inflatevtalue of QCII's stock. The
complaint asserts claims under Sections 11, 12nti517 of the Securities Act of 1933, as amendes"@933 Act"). The complaint seeks
unspecified monetary damages, disgorgement ofillggins and other relief. On July 31, 2002, thenidants removed this state court action
to federal district court in Colorado and subsediyenoved to consolidate this action with the cditded securities action identified below.
The plaintiffs have moved to remand the lawsuitdtacstate court. Defendants have opposed thabmotihich is pending before the court.
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Regulatory matters

On February 14, 2002, the Minnesota Depantrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectamnreements with the Minnesota
Commission relating to certain of our wholesalet@oers, and thereby allegedly discriminated agaitistr competitive local exchange
carriers ("CLECs"). On October 21, 2002, the MirstasCommission adopted in full a proposal by aniatsnative law judge that we
committed 26 individual violations of federal law failing to file, as required under Section 252td Telecommunications Act of 1996, 26
distinct provisions found in 12 separate agreemwittsindividual CLECs for regulated services infvliesota. The order also found that we
agreed to provide and did provide to McLeodUSA mpooated ("McLeod"), and Eschelon Telecom, Incs¢felon™), discounts on regulated
wholesale services of up to 10% that were not neadéable to other CLECs, thereby unlawfully distinating against them. The order
found we also violated state law, that the harnsediby our conduct extended to both customers amgpetitors, and that the damages to
CLECs would amount to several million dollars fomdesota alone.

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

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

. grant all carriers other than Eschelon and McLeodtimy credits of $13 to $16 per unbundled netwaldment platform lin



(subject to certain offsets) during the months of/&mber 2000 through February 2001;

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

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

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

Arizona, Colorado, New Mexico, Washingttmwa and South Dakota have also initiated formatpedings regarding our alleged falil
to file required agreements in those states. OnzZiil 2003, we entered into a settlement with th# sf the Arizona Corporation
Commission to settle this and several other praogsdThe proposed settlement, which must be ajgprby the Arizona Commission,
requires that we provide approximately $21 millinrconsideration in the form of a voluntary conttiion to the Arizona State Treasury,
contributions to certain organizations and/or isfracture investments and refunds in the form Ibtbédits to CLECs. On December 1, 20
an administrative law judge issued a recommendeisidae denying the proposed settlement. The judgger@commended final orders
requiring us to pay approximately $11 million impaéies and to issue credits to CLECs for a 24-im@etiod from October 2000 to
September 2002 equal to 10% of all
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wholesale intrastate services performed by us. \ate tp file exceptions to the recommended deciswitts the full Arizona Commission.
New Mexico has issued an order providing its intetggtion of the standard for filing these agreemeidentified certain of our contracts
coming within that standard and opened a sepacatieeti to consider further proceedings. Coloradoahss opened an investigation into th
matters. On June 26, 2003, we received from theaé€ommunications Commission ("FCC") a lettemojuiry seeking information about
these matters. We submitted our initial responghisoinquiry on July 31, 2003. The proceedings iawvestigations in New Mexico, Colorado
and Washington and at the FCC could result iniygosition of fines and other penalties againshas ¢ould be material. lowa and South
Dakota have concluded their inquiries resultinganmposition of penalties or obligations to issuedits to CLECs in those states.

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

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

Other matters

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

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

Legal Proceedings Involving QCII

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

On April 3, 2002, the Securities and Exa@®@ommission ("SEC") issued an order of invesigathat made formal an informal
investigation of QCII initiated on March 8, 2002CQ s continuing in its efforts to cooperate fullyith the SEC in its investigation. The
investigation includes, without limitation, inquiiyto several specifically identified QCII accourgipractices and transactions and related
disclosures that are the subject of the variousstiients and restatements described in the QCH E6m 10-K. Some of those accounting
practices and transactions and related disclosusesare the subject of various adjustments andtessents described in our 2002 Form 10-
K. The investigation also includes inquiry intodasure and other issues related to transactiomgle QCIl and certain of its vendors and
certain investments in the securities of those wently individuals associated with QCII.

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

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

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

In addition, as previously reported, theC3tas conducted an investigation concerning Q€#taings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily fro@Ii@ Merger with U S WEST. On November 21, 200k SEC staff informed QCII of |
intent to recommend that the SEC authorize anmetgminst QCII that would allege it should havduded in the earnings release a stater
of its earnings in accordance with GAAP. At theedat this filing, no action has been taken by tBe€CSHowever, QCII expects that if its
current discussions with the staff of the SEC tasuh settlement, such settlement will includegéditions concerning the January 24, 2001
earnings release.
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Also, as previously announced in July 2B92he General Services Administration ("GSA"), G8A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \weéoemed that the Inspector General
of the GSA had referred to the GSA Suspension/Deéat Official the question of whether QCII (incladius and its other subsidiaries)
should be considered for debarment. QCII has h&#enmed that the basis for the referral is lastrBaly's indictment against four former
QCIl employees in connection with a transactiorhwtite Arizona School Facilities Board in June 2808 a civil complaint filed the same
day by the SEC against the same former employeksthers relating to the Arizona School Facilifdesard transaction and a transaction
with Genuity Inc. ("Genuity") in 2000. QCII is coemating fully with the GSA and believes that it ame will remain suppliers of the
government, although QCII cannot predict the outeaiithis referral.

Securities actions and derivative actions

Since July 27, 2001, 13 putative clasoactiomplaints have been filed in federal distrmiint in Colorado against QCII alleging
violations of the federal securities laws. Onehafse cases has been dismissed. By court ordeerttaning actions have been consolidated
into a consolidated securities action (the "comnkstéd securities action”). Plaintiffs in the coimdated securities action named as defendal
the Fourth Consolidated Amended Class Action Comp(éhe Fourth Consolidated Complaint "), whicls\iled on or about August 21,
2002, QCIl, its former Chairman and Chief Executdéicer, Joseph P. Nacchio, its former Chief FitiahOfficers, Robin R. Szeliga and
Robert S. Woodruff, other of its former officersdacurrent directors and Arthur Andersen LLP. Therfto Consolidated Complaint is
purportedly brought on behalf of purchasers of Gublicly traded securities between May 24, 1888 February 14, 2002, and alleges,
among other things, that during the putative ctessod, QCII and certain of the individual defentlamade materially false statements
regarding the results of QCII's operations in wiola of section 10(b) of the Securities Exchangé &c934 ("Exchange Act"), that certain of
the individual defendants are liable as controspes under section 20(a) of the Exchange Act, laadduring the putative class period,
certain of the individual defendants sold somehefrtshares of QCII's common stock in violatiorse€tion 20A of the Exchange Act. The
Fourth Consolidated Complaint also alleges thatl®@@hancial results during the putative classgeand statements regarding those results
were false and misleading due to the alleged:v@rstatement of revenue, (ii) understatement afs¢¢s) manipulation of employee benef



in order to increase profitability and (iv) misstatent of certain assets and liabilities. The FoGdhsolidated Complaint further alleges that
QCIl and certain of the individual defendants viethSection 11 of the 1933 Act, and that certaithefindividual defendants are liable as
control persons under Section 15 of the 1933 Agbiieparing and disseminating false registratiotestants and prospectuses for: (1) the
registration of 897,907,706 shares of QCII's comstoek to be issued to U S WEST shareholders diatee 21, 1999, as amended

August 13, 1999 and September 17, 1999; (2) theamge of $3.25 billion of QCII's notes dated Juy 2001; and (3) the exchange of
$3.75 billion of QCII's notes dated October 30, 20bhe Fourth Consolidated Complaint seeks unspedoifompensatory damages and other
relief. However, lead counsel for the plaintiffsshadicated that plaintiffs will seek damages ie Hillions of dollars. On September 20, 2002,
both QCII and the individual defendants filed magdo dismiss the Fourth Consolidated Complainesehmotions are currently pending
before the court. On November 4, 2002, lead pfénith the consolidated securities action filed ation for a temporary restraining order and
preliminary
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injunction seeking to enjoin QCII's sale of QwestxDInc. or, in the alternative, to place the peatseof such sale in a constructive trust for
the benefit of the plaintiffs. The court deniedtbatotions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @ofar the District of Colorado, naming as
defendants each of the then members of QCII's Bafaldrectors (the "Board"), and naming QCII ascamninal defendant. The derivative
complaint is based upon the allegations made idnsolidated securities action and alleges, anotimgy things, that the Board members
intentionally or negligently breached their fidugiauties to QCII by failing to oversee implemeidatof securities laws that prohibit insider
trading. The derivative complaint also alleges thatBoard members breached their fiduciary dute3ClIl by causing or permitting it to
commit alleged securities violations, thus (i) édagst to be sued for such violations, and (ii) gating it to adverse publicity, increasing its
cost of raising capital and impairing earnings. @ieevative complaint further alleges that cert@imectors sold shares between April 26, 2
and May 15, 2001 using non-public information ab@@ll. On or about October 31, 2001, the courtfiém order consolidating this
derivative lawsuit with the consolidated securitiesion. In December 2001, the derivative lawswswtayed, pending further order of the
court, based on the fact that the merits of thévdgve lawsuit are intertwined with the resolutiohthe consolidated securities action. In
March 2002, plaintiffs filed a first amended detiva complaint. The first amended derivative corimladds allegations relating to the
disclosures of QCII's consolidated financial resédbm April 2000 through February 2002. On or alddavember 5, 2002, plaintiffs filed a
second amended derivative complaint. The seconadadecomplaint adds as defendants to the lawsd#indormer officers, including
Robin R. Szeliga, Robert S. Woodruff and othere $tcond amended complaint contains allegatioaddition to those set forth in the prior
complaints, stating, among other things, that€itain officers and/or directors traded QCII's ktadile in the possession of inside
information, and (ii) certain officers and/or ditecs caused the restatement of more than $1 biligavenue by concealing improper
accounting practices. Plaintiffs seek, among otaeredies, disgorgement of alleged insider tradiodits. The lawsuit remains stayed.

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

Since March 2002, seven putative clas®adiits were filed in federal district court inl@@do purportedly on behalf of all participa
and beneficiaries of the Qwest Savings and Investi&an and predecessor plans (the "Plan") fromchar 1999 until the present. By court
order, five of these putative class actions hawnhmnsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplant described below and referred to as the "clidested ERISA action”. QCII
expects the seventh putative class action to beatioiated with the other cases since it assertstantially the same claims. The consolidated
amended complaint filed on July 5, 2002 names tendants, among others, QCII, several former amcentidirectors, officers and
employees of QCII, Qwest Asset Management, the'®lamestment Committee, and the Plan Administea®ommittee of the p-Merger



QCII 401(k) Savings Plan. Plaintiffs filed a Secdkmiended and Consolidated Complaint on May 21, 26@&ing as additional defendan
former employee and QCII's Plan Design Committde2 donsolidated ERISA action, which is brought uridle Employee Retirement
Income Security Act ("ERISA"), alleges, among ottléngs, that the defendants breached fiduciariedub the Plan members by allegedly
excessively concentrating the Plan's assets imd@st@®Cll's stock, requiring certain participanghe Plan to hold the matching contributi
received from QCII in the Qwest Shares Fund, fgitim disclose to the participants the alleged agting improprieties that are the subject of
the consolidated securities action, failing to stigate the prudence of investing in QCII's stadqtinuing to offer QCII's stock as an
investment option under the Plan, failing to inigeste the effect of the Merger on Plan assets lagid failing to vote the Plan's shares against
it, preventing plan participants from acquiring @€stock during certain periods and, as againstesof the individual defendants,
capitalizing on their private knowledge of QCliisgncial condition to reap profits in stock salekintiffs seek equitable and declaratory
relief, along with attorneys' fees and costs astittgion. Plaintiffs moved for class certificatiom January 15, 2003, and QCII has opposed
that motion, which is pending before the court. éefants filed motions to dismiss on August 22, 2dbdse motions are also pending be
the court.

On August 9, 2002, an alleged derivatiwveslait was filed in the Court of Chancery of thet8taf Delaware, naming as defendants each
of the then members of the Board and QCII currdniefdinancial Officer, Oren G. Shaffer, and nam@®@ll as a nominal defendant. On or
about September 16, 2002, an amended complaintile@sn the action, naming the same defendantggtx®lir. Shaffer, who is no longer a
defendant in the action. A separate alleged devivdawsuit was filed in the Court of Chancery lo¢ tState of Delaware on or about
August 28, 2002. That lawsuit names as defenda@tg<former Chairman and Chief Executive Officgmseph P. Nacchio, QCII's former
Chief Financial Officer, Robert S. Woodruff, formBoard member, Marilyn Carlson Nelson, and eadh®then members of the Board and
names QCII as a nominal defendant. On October@R,2hese two alleged derivative lawsuits weresotidated, and an Amended
Complaint (the "Second Amended Complaint") wasrlfited on or about January 23, 2003, and hameetendants the current members of
the Board, former Board member Hank Brown, QCtisrfer Chief Executive Officer, Joseph P. Nacchim @CII's former Chief Financial
Officer, Robert Woodruff, and names QCII as a nahdefendant. In the Second Amended Complaintpthi@tiffs allege, among other
things, that the individual defendants (i) breactier fiduciary duties by allegedly engaging iegal
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insider trading in QCII's stock; (ii) failed to ams compliance with federal and state disclosumg;feaud and insider trading laws within
QCII, resulting in exposure to it; (iii) appropréat corporate opportunities, wasted corporate aaseltself-dealt in connection with
investments in initial public offering securitiggough QCII's investment bankers; and (iv) imprbpawarded severance payments of

$13 million to QCIllI's former Chief Executive OfficeMr. Nacchio. The plaintiffs seek recovery of@mtive compensation allegedly
wrongfully paid to certain defendants, all seveepayments made to Messrs. Nacchio and Woodruffalirtosts including legal and
accounting fees. Plaintiffs have also requestedrgnother things, that the individual defendantsijgensate QCII for any insider trading
profits. Plaintiffs likewise allege that QCII istifed to contribution and indemnification by eaafhthe individual defendants. Plaintiffs
request that the court cancel all unexercised stptibns awarded to Messrs. Nacchio and Woodruffhich they were not entitled, that the
defendants return to QCII all salaries and otherureration paid to them by it during the time thegached their fiduciary duties, and that
the court order the defendants to enforce poliges;tices and procedures on behalf of QCII desigoaletect and prevent illegal conduct by
its employees and representatives. On March 173,2{8fendants moved to dismiss the Second Amendeatpfaint, or, in the alternative, to
stay the action. That motion is pending beforecitnart.

On November 22, 2002, plaintiff Stephen @eg IRA Rollover filed a purported derivative lavisin Denver District Court, naming as
defendants each of the then members of the Boarthic of QCII's former officers, Anschutz Compamnd QCII as a nominal defendant.
Plaintiff alleges, among other things, that theclior defendants breached their fiduciary dutie@@l and damaged QCII by deliberately in
bad faith or recklessly (i) implementing a shamtaysof internal controls completely inadequatertsuge proper recognition of revenue;

(i) causing QCII to issue false and misleadingesteents and financial results to the market regards earnings, revenue, business and
investments; (iii) exposing QCII to massive liatyilfor securities fraud; (iv) damaging QCII's regiiin; and (v) trading QCII's shares whil¢
possession of material, nguiblic information regarding its true financial atiton. The complaint purports to state causesctiba for breacl

of fiduciary duty, gross negligence and unjust@mrient against some of QCII's former officers arehbh of contract and breach of the duty
of loyalty/insider trader trading against sevefa@€lII's former officers and former and currentediiors. On or about January 7, 2003,
plaintiff's counsel filed a proposed amended complahich substitutes a new plaintiff, Thomas Ragts, and adds another former office

a defendant. In the amended complaint, plaintiéksg(i) disgorgement of bonuses and other incertivepensation paid to certain
defendants; (ii) disgorgement of any profits thatain defendants made by virtue of their allegadihg on material, inside information; and
(iii) other damages. By order dated January 9, 2@@8court permitted the substitution and Strdnegmme the plaintiff in this lawsuit under
the amended complaint.

On December 10, 2002, the California Statachers' Retirement System, ("CalSTRS"), filed against QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. CalSTRS allebasthe defendants engaged in fraudt
conduct that caused CalSTRS to lose in excess5ff #fillion invested in QClI's equity and debt séges. The complaint alleges, among
other things, that in press releases and otheigstaltements, defendants represented that QClbna®f the highest revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. CalSTRS adl¢igat defendants were engaged,
however, "in a scheme to falsely inflate QClI'seneire and
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decrease its expenses so that QCII would appear suzcessful than it actually was." The complainpprted to state causes of action
against QCII for (i) violation of California Corpations Code Section 25400 et seq. (securities |ésegking, among other damages, the
difference between the price at which CalSTRS §il's notes and stock and their true value)vb)ation of California Corporations Cot
Section 17200 et seq. (unfair competition); (iigudd, deceit and concealment; and (iv) breachdofciery duty. Among other requested relief,
CalSTRS seeks compensatory, special and punitiveages, restitution, pre-judgment interest and c6¥®| and the individual defendants
filed a demurrer, seeking dismissal of all claitmstesponse, the plaintiff voluntarily dismisse@ tmfair competition claim but maintained
balance of the complaint. The court denied the deznas to the California securities law and fraladms, but dismissed the breach of
fiduciary duty claim against QCII with leave to amde The court also dismissed the claims againseR& Woodruff and Robin R. Szeliga
on jurisdictional grounds. On or about July 25, 20aaintiff filed a First Amended Complaint. Thetarial allegations remain largely the
same, but plaintiff no longer alleges claims agaims Woodruff and Ms. Szeliga following the cosrdismissal of the claims against them,
and reasserted its claim against QCII for breadidatiary duty as an allegation of aiding and &hgtbreach of fiduciary duty. QCII filed a
second demurrer to that claim, and on Novembe0@32the court dismissed that claim without leavarhend.

On November 27, 2002, the State of NewedefSreasury Department, Division of InvestmeriNgw Jersey"), filed a lawsuit similar
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things, that QCII, certain of QClI'efier officers and certain current directors anchArtAndersen LLP caused QCII's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing falatements about QCII's business, revenue
and profits. As a result, New Jersey contendsithiaturred tens of millions of dollars in losséew Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; G8gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and alyecompensatory, consequential, incidental amtitive damages. On November 17, 2(
QCII filed a motion to dismiss. That motion is pemglbefore the court.

On January 10, 2003, the State UniversRiesrement System of Illinois ("SURSI") filed antauit similar to the CalSTRS and New
Jersey lawsuits in the Circuit Court of Cook Counilynois. SURSI filed suit against QCII, certaifi QCII's former officers and certain
current directors, and several other defendantfjdimg Arthur Andersen LLP and several investnisarks. On October 29, 2003, SURSI
filed a second amended complaint, dropping (i)aserindividual and corporate defendants and @ixlaim under the lllinois Consumer Fre
and Deceptive Business Practices Act. The secomthded complaint alleges that defendants engagiaudulent conduct that caused it to
lose in excess of $12.5 million invested in QCdtenmon stock and debt and equity securities. Theptaint alleges, among other things,
in press releases and other public statementsydisfies represented that QCIl was one of the highestue producing telecommunications
companies in the world, with highly favorable reswand prospects. SURSI alleges that defendants evgyaged, however, in a scheme to
falsely inflate QCII's revenue and decrease iteagps by, among other allegations, improper conéletied to transactions with the Arizona
School Facilities Board, Genuity, Calpoint LLC, KMEPNQwest and Koninklijke KPN, N.V. The complamirports to state causes of
action against QCII under: (i) the lllinois Seciadt Act; (i) common law fraud; (iii) common law gleggent misrepresentation; and
(iv) Section 11 of the 1933 Act. SURSI seeks,
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among other relief, punitive and exemplary damagests, equitable relief including an injunctiorfiteeze or prevent disposition of the
defendants' assets and disgorgement.

The consolidated securities action, thesobdated ERISA action and the CalSTRS, New JeaselySURSI actions described above
present material and significant risk to QCII. Soofi¢he allegations in these lawsuits include mahthe same subjects that the SEC and
Attorney's Office are investigating. Moreover, giee, scope and nature of QCII's recent restatenwéiits financial statements for fiscal 2(
and 2000 affect the risks presented by these cédate QCII intends to defend against these mattgysrously, the ultimate outcomes of
these cases are very uncertain, and QCII can giassurance as to the impacts on its financialteesufinancial condition as a result of
these matters. Each of these cases is in a preliynphase. None of the plaintiffs or the defendaatsadvanced evidence concerning pos
recoverable damages, and QCII has not yet conddiédedvery on these and other relevant issues. Qa3lldisclosed that it is unable to
estimate reasonably a range of loss that it wawddriif the plaintiffs in one or more of these lais were to prevail. QCll has engaged in
discussions for the purpose of resolving thesearsa#ind continues to evaluate any possible ranfps®f Any settlement of or judgment on
one or more of these claims could be material, @88 cannot give any assurance that it would haieerésources available to pay such
judgments. Also, in the event of an adverse outcofieme or more of these matters, QCII's abilityrteet its debt service obligations anc
financial condition could be materially and advérsdfected. As a wholly owned subsidiary of QGQlur business operations and financial
condition would be similarly affected.

Other matters

In January 2001, an amended purported ealetssn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@H & duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2B@ntiffs further claim that the defendants @mp¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D&y2000. In September 2002, QCII filed a motiondummary judgment on all claims.
Plaintiffs filed a cros-motion for summary judgment on their breach of cacttclaims only. On July 15, 2003, the court dérieth summar



judgment motions

Several purported class actions relatindpéanstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT@&lass certification was denied in the Louisigreceeding and, subsequently,
summary judgment was granted in our favor. A newisiana class action complaint has recently bded.fClass certification was also
denied in the California proceeding, although giéfsyhave filed a motion for reconsideration. Gaertification was granted in the lllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintieriige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightristall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@gsllI's right to install fiber optic cable in anight-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on the
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plaintiff's property. The Indiana action purporsiie on behalf of a national class of landownejacaaht to railroad rights-of-way over which
QCllI's network passes. The Alabama, California,otado, Georgia, Kansas, Louisiana, Mississippishlisi, North Carolina, Oregon, South
Carolina, Tennessee and Texas actions purport ¢m behalf of a class of such landowners in thtetes, respectively. The lllinois action
purports to be on behalf of landowners adjacenaitooad rights-of-way over which QCII's networksses in Illinois, lowa, Kentucky,
Michigan, Minnesota, Nebraska, Ohio and WisconBlaintiffs in the lllinois action have filed a moti to expand the class to a nationwide
class. The complaints seek damages on theoriesspfass and unjust enrichment, as well as purdaweages. Together with some of the
other telecommunication carrier defendants, in &aper 2002, QCI|I filed a proposed settlement oftedse matters in the United States
District Court for the Northern District of Illinsei On July 25, 2003, the court granted prelimiregrgroval of the settlement and entered an
order enjoining competing class action claims, pktieose in Louisiana. The settlement and the toumjtinction are opposed by some, but
not all, of the plaintiffs' counsel and are on agdgeefore the Seventh Circuit Court of Appealstts$ time, QCII cannot determine whether
such settlement will be ultimately approved orfinal cost of the settlement if it is approved.

Note 8: Subsequent Events
Dividends

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

QCIl Purchase Agreement

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

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

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



Business Overview

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

We intend to transfer ownership of Qwestaldiss LLC, to an affiliate in the near future. &fthis transfer, we will no longer have
significant wireless operations. This transfer wake place as soon as we have received all negesgalatory approvals, perhaps as early as
the first quarter of 2004. Qwest Wireless will tskare be presented in discontinued operations #ifeedate of transfer.

Results of Operations
Overview

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

. Voice services.Voice services revenue includes local voice sevrevenue, IntraLATA long-distance voice serviesgnue
and access services revenue. Local voice senageesue includes revenue from basic local exchaarggcss, switching
services, custom calling features, enhanced veiodces, operator services, public telephone sesyicollocation services and
customer premises equipment, or CPE. Local voiogces revenue also includes revenue from the pimwiof, on a wholesa
basis, network transport, billing services and asde our local network. IntraLATA long-distancde@®services revenue
includes revenue from IntraLATA long-distance seed within our local service area. Access servieesnue primarily
includes revenue from switched access services.

. Data and Internet servicesData and Internet services revenue includes tevénom data services (such as traditional private
lines, wholesale private lines, integrated servitiggal network, frame relay, asynchronous trangiede and related CPE) ¢
Internet services (such as digital subscriber linesrnet dial access, professional services alatieck CPE).

. Wireless services.Our wireless services are provided through ouwllytowned subsidiary, Qwest Wireless, which hdl@s
Megahertz licenses to provide personal communicats@rvices, or PCS, in select markets in our Isenlice area. We offer
wireless services to residential and business mests) providing them the ability to use the sanepteone number for their
wireless phone as for their home or business pHangugust 2003, we entered into a services
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agreement with a subsidiary of Sprint Corporattbat allows us to resell Sprint wireless servigeduding access to Sprint's
nationwide PCS wireless network, to consumer arsinless customers, primarily within our local seevicea. We plan to
begin offering these Sprint services under our dbrzamme in early 2004. Our wireless customers whaarrently being
serviced through our proprietary wireless netwoilk ve transitioned onto Sprint's network.

. Other services. Other services revenue is predominately deriveunh fsubleases related to our unused real estaesassch as
space in our office buildings, warehouses and gihaperties.

. Affiliate services. Affiliate revenue is derived from telecommunicais services provided to our affiliated entitiee W
generally provide the same products and serviceartaffiliated entities as we do in the marketplathese services include
both retail and wholesale products and services.

Business Trend:

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

Revenue



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

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

Starting in 2004, wireless offerings wid bxpanded through a new arrangement with Sprinig. 8rrangement will enable utilization of
Sprint's nationwide digital wireless network toesftustomers new voice and data capabilities.

We expect the pace of growth in affilisé@enue to accelerate. We continued to transiti@eeenmunications traffic previously carried
by third parties. In addition, our affiliates hasgpanded their data communications needs. Durifg,20e expect affiliate revenue to rise «
to an increase in access fees charged to ouaéffliselling inter-exchange services in our region.
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Expenses

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

We expect the pace of affiliate cost inse=ato slow and potentially stabilize as a reduti@ completion in 2003 of the bulk of
functional consolidation and employee transfers.

Presentation

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

Our operations are integrated into andagpart of the segments of the QCII consolidatedijgrd he chief operating decision maker, or
CODM, for QCII makes resource allocation decisiand assessments of financial performance for theatmlated group based on wireline,
wireless and other segmentation. For more informnagibout QCII's reporting segments, see QCII's @meyort on Form 10-K for the year
ended December 31, 2002, or the QCIl 2002 Form 10 business contributes to the segments repbyt&ClI, but the QCII CODM
reviews our financial information only in connectiwith this filing. Consequently, we do not providiscrete financial information for Qwest
Corporation to a CODM on a regular basis. See éurtliscussion in Note 5—Contributions to QCII segtad¢o our condensed consolidated
financial statements in Item 1 of this report.
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Results of Operations
Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %
(Dollars in millions)
Operating revenue $ 2,821% 3,00z % (18) ®)% $ 5691 $ 6,07 $ (379  (6)%

Operating expense
Cost of sales (exclusive



depreciation and amortization

detailed below 723 693 30 4 % 1,411 1,41% 2 —
Selling, general and administrative
("SG&A") 814 93€ (122) (13% 1,62( 1,797 a7y (10%
Depreciatior 61€ 687 (7)) (10)% 1,22¢ 1,382 (153 (11)%
Intangible asset amortizatic 87 76 11 14 % 17z 14C 32 23 %
Asset impairment chargs — 82t (825) nm — 82t (825 nm
Restructuring, Merger-related and
other charges (credit 11 — 11 nm 23 (30 53 nm
Operating income (los: $ 57C $ (219 % 788 nm @ $ 124z % 54z $ 69¢ 12¢ %
Other expense (income
Interest expen—net 177 18€ 9 OB)% 35C 351 1 —
Other (income) expen—net (6) 13 29 nm 2 5 (3) (60)%
Total other expen—net 171 19¢ 28) (19)% 352 35¢€ 4 ()%
Income (loss) before income taxes and
cumulative effect of change in
accounting principlt 39¢ (419 81 nm 89C 187 705 nm
Income tax (expense) bene (157) 161 (312) nm (33§ (70 (268) nm
Income (loss) before cumulative effect
of change in accounting princig 24¢ (259 501 19¢ % 552 117 43t 372 %
Cumulative effect of change in
accounting principle, net of tax — — — — 21¢ — 21¢  nm
Net income (loss $ 248 $ (259 % 501 19¢ % $ 771 $ 117 $ 654 55¢ %
I I N | —— I N
nm—not meaningful
Operating Revenues
Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %
(Dollars in millions)
Voice service: $ 1977$ 2,181 % (204 (9% $ 4,02¢$ 4,401 $ @B77) (9%
Data and Internet servic 54C 54C — — 1,07¢ 1,09¢ 19 (2%
Wireless service 154 182 (29) (16)% 30t 371 (66) (18)%
Other service 2 2 — — 7 8 1) 13)%
Affiliate services 14¢ 96 52 54 % 282 192 90 47 %
Total operating revenues $2,821 $ 3,00z $ (181) (©)% $ 5,697 $ 6,07C $ (379 (6)%
I I N —— I I N | ——

nm—not meaningful

For a description of the products and sewincluded in each revenue line item, see "Ogarvabove.
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Voice Service



Voice Services—Three months ended June 30, 2088gsared to the three months ended June 30, 2002

Voice services revenue decreased $204omjlbr 9%, for the three months ended June 30, 28@®mpared to the same period in 2002.
The voice services revenue decrease was the cédalver local service revenue and long-distanceise revenue, as described in more
detail below.

For the three months ended June 30, 2008rapared to the same period in 2002, local vaeemue declined $126 million associated
with the loss of approximately 849,000 access ladleag with pricing declines driven by competitimessures. The access line losses were
driven by weak demand in our local service arezjrielogy substitution to wireless and broadbandises and competition. We are
experiencing competition in both the business amsemer markets from both facility and non faciligsed providers such as cable
companies providing telephony services, competltieal exchange carriers, and other telecommuicatproviders reselling our services.
Partially offsetting these declines is growth in EHR revenue.

We also experienced a revenue decline @ffdlion in access services revenue for the thmeaths ended June 30, 2003 as compar
the same period in 2002. The access services rewadgalines were due primarily to regulatory actidGfsumes also fell due to general
declines in long-distance usage and competitiveel®s

In addition to the revenue decreases abmieg¢ services declined $38 million for the threenths ended June 30, 2003 as compared to
the same period in 2002 primarily due to declimelntraLATA long-distance demand for services sasltollocation, public telephone
services and directory assistance. The declines prémarily driven by the soft telecommunicationarket, wireless substitution of public
telephones and deteriorating economic conditions.

Voice Services—Six months ended June 30, 2003gsaced to the six months ended June 30, 2002

Voice services revenue decreased $377omjlor 9%, for the six months ended June 30, 2803mpared to the same period in 2002
primarily as a result of access line losses, pgiciaclines and a reduction in access services ueven

We experienced a decline in local voiceises revenue of $239 million for the six monthslesh June 30, 2003 as compared to the sam
period in 2002 associated with the loss of acdass land pricing declines driven by competitivesimg pressures. Partially offsetting these
declines is growth in UNE-P revenue.

We also experienced a revenue decline friilion in access services revenue for the sixti® ended June 30, 2003 as compared to
the same period in 2002. The access services readaalines were due primarily to the same regufaad industry effects described above.
Volumes also fell due to general declines in lomgahce usage and competitive losses. Pricingrdeibccurred due to regulatory actions. In
addition to the revenue decreases above, voice&ssrdeclined $66 million for the six months endade 30, 2003 as compared to the same
period in 2002 primarily due to declines in IntralA long distance and demand for services such kscadion, public telephone services
directory assistance.

Data and Internet Service

Data and Internet services revenue werengisfly unchanged for the three months ended 3002003 as compared to the same period
in 2002, and declined $19 million, or 2%, for tlve months ended June 30, 2003 as compared to the gariod in 2002. Data services
revenue declines were mainly the result of the hastky of large customers, primarily in 2002, sashTouch America Inc., Genuity, Inc. &
MCI.
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Wireless

Wireless services revenue decreased $2@mibr 16%, for the three months ended June B032s compared to the same period in
2002 and decreased $66 million, or 18%, for thersixths ended June 30, 2003 as compared to thesaind in 2002. The decrease is due
to our prior strategic decision to de-emphasizeketarg of wireless services on a stand-alone lamipled with intense industry competition
resulting in a reduction in the number of custono#r$63,000, or 15%, between June 30, 2003 and 30n2002.

Affiliate Service:

Affiliate services revenue consists of telmmunications services provided to affiliate epises. Affiliate services revenue increased
$52 million, or 54%, and $90 million, or 47%, féwetthree and six months ended June 30, 2003, tesgg@s compared to the same periods
in 2002. The increases were caused by a migrafigleacommunications services from third-party pdevs onto our networks.

Operating Expense



The following table provides further detegarding our operating expenses for the peripdsified:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Operating expense

Cost of sale: $ 722 $ 69: $ 30 4%$ 1411% 141t $ 2 —

Selling, general and administrative

("SG&A") 814 93€ (122) (13)% 1,62( 1,797 @77 (10)%

Depreciatior 61€ 687 (71) (10)% 1,22¢ 1,382 (153 (1)%

Intangible asset amortizatic 87 76 11 14% 172 14C 32 23%

Asset impairment chargs — 82t (825) nm — 82t (825) nm

Restructuring, Merger-related and other

charges (credits 11 — 11 nm 23 (30) 53 nm
Total operating expens $ 2251% 3211 % (96€) (30)%$ 4,45t $ 5527 $ (1,072) (19)%

nm—not meaningful
Cost of Sales

The following table shows a breakdown ddtaaf sales by major component for the three moattussix months ending June 30, 2003
and 2002:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Employee and servi-related cost $ 42z $ 404 $ 18 4% $ 84¢ $ 83: % 13 2%
Network costs 81 88 7 (B)% 152 17¢ (25) (14)%
Non-employee related cos 10z 11C B (M% 202 197 5 3%
Affiliate costs 11¢ 91 27 3% 21C 20t 5 2%
Total costs of sales $ 72: $ 69¢ $ 30 4%$ 1411% 141t $ 2 —

Cost of sales includes salaries and wdpssefits, network costs, materials and suppliestraoted engineering services, computer
systems support and cost of CPE sold.
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Cost of Sales—Three months ended June 30, 20@8rgsaced to the three months ended June 30, 2002

Total cost of sales increased $30 millimm4%, for the three months ended June 30, 20@8mapared to the same period in 2002. Cost
of sales, as a percent of revenue, was 26% fdhtiee months ended June 30, 2003 as compared tda&23be three months ended June 30,
2002. Cost of sales increased primarily due tocaedesed net pension credit, higher retiree heakthoasts and expenses billed to us by
affiliates.

Employee and service-related costs, sudalasies and wages, benefits, commissions, overtimd third-party customer service
increased $18 million, or 4%, for the three morghded June 30, 2003 as compared to the same p@22602. The increase was due to
higher pension and retiree healthcare costs.

Affiliate costs, such as services for cogbe administration, information technology, adigémg and technical support, increa:



$27 million, or 30%, for the three months endedeJ8®, 2003 as compared with the same period in.ZlRincrease is primarily due to
increased affiliate sales related costs associsitbdexpanded sales efforts.

Cost of Sales—Six months ended June 30, 2003 gmoedto the six months ended June 30, 2002

Total cost of sales was essentially unchdrfgr the six months ended June 30, 2003 as caupaithe same period in 2002. Cost of
sales, as a percent of revenue, was 25% for thaaiths ended June 30, 2003 as compared to 23thefeame period in 2002.

Employee and service related-costs incce&48 million, or 2%, for the six months ended J88e2003 as compared to the same period
in 2002. The increase was due to increased costsiased with a decreased net pension credit agitehretiree healthcare costs.

Our network costs decreased $25 millior, 4%, for the six months ended June 30, 2003 apared to the same period in 2002. We
reduced our reliance on third-party contractorgrtavide network maintenance services.

Selling, General and Administrative (SG&A) Expense

The following table shows a breakdown o0&y major component for the three months andsonths ending June 30, 2003 and
2002:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2003 2002 (Decrease) % 2003 2002 (Decrease) %

(Dollars in millions)

Employee and servi-related cost $ 201 $ 21z % (11 (5)%$ 40¢ $ 47C $ (61) (13)%
Bad debr 34 15C (11€) (77)% 96 23 (137) (59)%
Property and other tax 10¢ 11t 6 (B)% 214 242 (28) (12%
Non-employee related cos 112 15¢ 47 (30)% 241 262 (21) (B)%
Affiliate costs 35¢ 30C 58 1% 66C 59C 70 12%

Total SG&A $ 8l14% 93 $ (122) (19%$ 1,62 $ 1,797 $ (177) (10%

SG&A—Three months ended June 30, 2003 as compathd three months ended June 30, 2002

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

Total SG&A decreased $122 million, or 1386,the three months ended June 30, 2003 as cothpathe same period in 2002. SG&A,
as a percent of revenue, was 29% for the threelmmont
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ended June 30, 2003 compared to 31% to the sarivel iei2002. Decreases in bad debt expense anémmhoyee related expenses were the
primary causes of the decline.

Bad debt expense decreased $116 milliod7 s, for the three months ended June 30, 2008rapared to the same period in 2002. |
debt decreased as a percentage of revenue to littefthree months ended June 30, 2003 from 5% éothree months ended June 30, 2002.
The decrease was primarily caused by bad debt sgpeat we recognized in the second quarter of 28@2d to potential collection issues
with MCI. MCI subsequently filed for bankruptcy pegtion. The remaining decrease is due primariiyrproved collections practices and
tighter credit policies.

Non-employee related costs, such as maikeind advertising, rent for administrative spaue software expenses, decreased
$47 million, or 30%, for the three months endede]s®, 2003 as compared to the same period in 20@2decrease was primarily driven t
decrease in marketing and advertising expensetodierond quarter cost reduction efforts.

Affiliate costs, such as services for cogbe administration, information technology, adisinty and technical support, increased
$58 million or 19% for the three months ended JB®e2003 as compared to the same period in 2002inteases were due to higl



administrative costs, including our accountingagsnent, and increased information technology stippo
SG&A—Six months ended June 30, 2003 as compathkd 8x months ended June 30, 2002

SG&A, as a percent of revenue, was 28%Hhersix months ended June 30, 2003 compared tof@0the six months ended June 30,
2002. Total SG&A decreased $177 million, or 109%,tfee six months ended June 30, 2003 as compatbe kame period in 2002. The
decrease relates primarily to lower bad debt exgpens

Employee and service-related costs, sudalasies and wages, benefits, sales commissigagjrme and professional fees (such as
telemarketing and customer service costs), deadeb® million, or 13%, for the six months endedel80, 2003 as compared to the same
period in 2002. The decrease is primarily attribleéao lower professional fees paid to third-pantgviders as we shifted certain previously
outsourced wireless customer service functionsrtpleyees.

Bad debt expense decreased $137 milliof9&s, for the six months ended June 30, 2003 apared to the same period in 2002. Bad
debt decreased as a percentage of revenue to 2¥#efeix months ended June 30, 2003 from 4% fosdmee period in 2002. Bad debt
declined across the business units as a reswigrfcustomer bankruptcy filings, improved collent practices and tighter credit policies.

Property and other taxes decreased $28&milbr 12%, for the six months ended June 30, 2808ompared to the same period in 2002.
Reduced property and other taxes are attributabddanges in estimates of property tax liabilities.

Non-employee related costs decreased $kibmior 8%, for the six months ended June 30,28€ compared to the same period in
2002. The decrease was driven primarily by a deser@amarketing and advertising spending due torsequarter cost reduction efforts.

Affiliate costs increased $70 million, d2%, for the six months ended June 30, 2003 as c@dpa the same period in 2002. The
increase is due to higher administrative costschviticludes costs resulting from our accountingatesnent.

Combined Pension and Post-Retirement Benefits

Our employees participate in the QCII penspost-retirement and other post-employment higpledhs. Our results include post-
retirement benefit expenses allocated to us by Qtetl of pension credits, of $54 million in the @ed quarter of 2003, a pension credit, ne
post-retirement
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benefit expenses, of $5 million in the second aquast 2002, postetirement benefit expenses, net of pension creafit8108 million in the si
months ended June 30, 2003, and a pension credibf post-retirement benefit expenses, of $13ionilin the six months ended June 30,
2002. Absent these expenses or credits, our netiagloss) in the applicable period would have degher or lower by these amounts. The
net pension expense or credit is a function oftheunt of pension and post-retirement benefitsezhrimterest on projected benefit
obligations, amortization of costs and credits fromor benefit changes and the expected returmemssets held in the various plans. The net
pension expense or credit is allocated partiallyast of sales with the remaining balance includegG&A.

The change to a net benefit expense ithitee and six months ended June 30, 2003 from pamsion credit in the three and six months
ended June 30, 2002 is primarily due to decreastedns on investments and increased medical cospddn participants.

Depreciation

Depreciation expense decreased $71 miltiod0%, for the three months ended June 30, 200tpared to the same period in June 30,
2002. The decrease was the result of the impairmentcorded on June 30, 2002, (as discussed e-NetProperty, Plant and Equipment
in our annual report on Form 10-K for the year ehBecember 31, 2002, or 2002 Form 10-K), which ceduannual depreciation expense by
$125 million effective July 1, 2002; certain asdesoming fully depreciated in 2002, and the commuteof certain capitalized lease
agreements in the three months ended June 30, 2002.

Depreciation expense decreased $153 milioa1%, for the six months ended June 30, 200@eved to the same period in June 30,
2002. The decrease was the result of the impairmentcorded on June 30, 2002 which reduced amimmkciation expense by $125 mill
effective July 1, 2002, certain assets becominlg figpreciated in 2002 and the completion of cartaipitalized lease agreements in the six
months ended June 30, 2002.

Intangible Assets Amortization

Amortization expense increased $11 million14%, for the three months ended June 30, 266%ared to the same period of 2002.
increase was attributed to increases in capitaboévare costs, partially offset by an impairmehtertain of our intangible assets recor



on June 30, 2002, which reduced our annual amtidizy $10 million. For the six months ended J80e2003, amortization expense
increased $32 million, or 23%, compared to the sper®d of 2002. The increase was attributed toeimses in capitalized software costs
partially offset by the impairment discussed above.

Asset Impairment Charges
Recent Developmel—asset impairments

In August 2003, we entered into a servagreement with a subsidiary of Sprint that allowgairesell Sprint wireless services, incluc
access to Sprint's nationwide PCS wireless networgonsumer and business customers, primarilyinvibr local service area. We plan to
begin offering these Sprint services under our thrzemme in early 2004. Our wireless customers whaarrently being serviced through our
proprietary wireless network will be transitionent@ Sprint's network. Due to the anticipated dexeaa usage of our own wireless network
following the transition of our customers onto 8ps network, in the third quarter of 2003 we parfed an evaluation of the recoverability
the carrying value of our long-lived wireless netkassets.
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In accordance with Statement of Financiet@unting Standards, or SFAS, No. 144, "Accountarghe Impairment or Disposal of
Long-Lived Assets," or SFAS No. 144, we comparaabgmundiscounted cash flow projections to the aagryalue of the long-lived wireless
network assets and determined that certain assepgmwere not expected to be recovered throughefyiwwjected cash flows. For those asset
groups that were not recoverable, we then estintageéhir value using recent prices for comparaiskets. Our cell sites, switches, related
tools and equipment inventory and certain infororatechnology systems that support the wirelessarétwere determined to be impaired
by $230 million.

2002 Impairment Charge

Effective June 30, 2002, pursuant to Statgrof Financial Accounting Standards, or SFAS, Nbt, "Accounting for the Impairment or
Disposal of Long-Lived Assets", or SFAS No. 144emeral deterioration of the telecommunicationskeiadownward revisions to our
expected future results of operations and othéofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144, we performed atuation of the recoverability of the carrying valof our long-lived assets using gross
undiscounted cash flow projections. For impairmeardlysis purposes, we grouped our property, plaghteguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted castpfiojections, we determined that our
traditional telephone network was not impaireduste]30, 2002. However, we determined that our esehetwork, which provides PCS in
select markets in our local service area, was iregait June 30, 2002. For the wireless networkthee estimated the fair value of the
wireless network based on replacement costs. Basedr analysis, the estimated fair value of theel@ss assets was less than our carrying
amounts and we recorded an impairment charge & $8fon as of June 30, 2002. Replacement costdessrmined by using current cost
adjusted for physical deterioration, functional @lscence and economic obsolescence.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new masiedounting purposes. As such,
approximately $410 million in accumulated depreoiatvas eliminated in connection with the accoupfior the impairment. The impact of
the impairments reduced our annual depreciatioreamattization expense by approximately $135 milliefiective July 1, 2002.
Additionally, the 2003 impairment will reduce ourraual depreciation and amortization expense bycqupiately $40 million, effective
October 1, 2003.

Restructuring, Merger-Related and Other Charges (Cedits)

A summary of restructuring, Merger-relasetl other charges (credits), which includes thensal of Merger-related reserves in 2002,
recorded to our condensed consolidated statemé&aotseaations for the three and six months endeé 30n 2003 and 2002 is as follows:

Three Months Six Months
Ended Ended
June 30, June 30,
2003 2002 2003 2002

(Dollars in millions)

2003 restructurini $ 9 $ — % 19 $ _
Other restructurini 2 — 4 _
Other Merge-related reversal — — — (30
Total restructuring and Merc-related charges (credit $ 11 $ — 3 23 $ (30)



34

2003 Activities

During the three and six months ended 3003, we, as part of QCII's restructuring pldantified planned employee reductions in
various functional areas. As a result, we estabtishhreserve and recorded charges of $9 milliorsa8dmillion respectively, to our
condensed consolidated statement of operationsvier the costs associated with these actions. Tetemges relate to severance benefits and
other charges pursuant to established severanmgegassociated with a reduction in employeesid@etified approximately 650 employees
from various functional areas to be terminatedaas @f this reduction. At June 30, 2003, we conmgaleipproximately 400 of the planned
reductions and used $9 million of the restructurieserve for severance payments and enhanced péresiefits.

Other severance-related charges not asedaidth the specific restructuring plans were $fion and $4 million for the three and six
months ended June 30, 2003, respectively.

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

Subsequent Event

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

Mergel-Related Charges

During the six months ended June 30, 2@@2reversed $30 million of the Merger-related aatrihe reversal resulted from favorable
developments in the matters underlying contractatilements and legal contingencies.

Total Other Expense—Net

Other expense—net includes interest expereteof capitalized interest and other income—wtgth includes interest income.
Components of other expense—net for the three nsamt six months ended June 30 are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2003 2002 Change % 2003 2002 Change %

(Dollars in millions)

Interest expen—net $ 177 $ 18€ $ 9 (B)%$ 35C $ 351 $ 1 —
Other (income) expen—net (6) 13 (19) nm 2 5 (3) (60)%
Total other expense—net $ 171 $ 19¢ $ (28) (14)%% 352 % 35€ $ 4 D%

Interest expense—net.Interest expense—net, was $177 million and $tBion for the three months ended June 30, 20682002,
respectively. Interest expense—net, was $350 miliiod $351 million for the six months ended June2B03 and 2002, respectively. Interest
expense—net remained unchanged primarily as atrefsalslight increase in interest expense forsikenonths ended June 30, 2003 and was
offset by a decrease in the amount of interestalg®d for the same period. The amount of intecagitalized decreased primarily due to a
decrease in the amount of network buildout fordixanonths ended June 30, 2003 as compared ta@the geriod ended 2002.

Other (income) expense—netOther (income) expense—net income of $6 milfimrthe three months ended June 30, 2003 compared
to $13 million expense for the same period ended B0 2002.
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The $19 million decrease in other (income) expensetfor the three month period ended June 30, 28G®mpared to 2002 is due to the
abandonment of projects in 2002 which did not oée003.



Income Tax Expense

The effective income tax rate is the primnisor benefit, for income taxes as a percentdgaecome, or loss, from pre-tax income (loss)
before the related provision, or benefit, of incaiaees. Our effective income tax rate has remaiakdively flat for all comparative periods.

Liquidity and Capital Resources

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

Financial Position

QCII has cash management arrangements éeteertain of its subsidiaries that include linésredit, intercompany obligations, capital
contributions and dividends. As part of these cashagement arrangements, affiliates provide liiesadlit to certain other affiliates.
Amounts outstanding under these lines of creditiatetcompany obligations vary from time to timalare classified as short-term
borrowings.

Our working capital deficit, or current atsless current liabilities, was $1.8 billion, Bbillion and $3.8 billion as of September 30,
2003, June 30, 2003 and December 2002, respectWalycurrent working capital deficit is primaritiue to borrowings from affiliates by our
wholly owned subsidiary, Qwest Wireless, amountm§2.079 billion as of September 30, 2003. Theseowings mature in January 2005.
We expect that the maturities of the borrowings kgl extended by our affiliates as necessary.

The improvement in working capital defit@t the six months ended June 30, 2003 was $2ig@rbadnd for the nine months ended
September 30, 2003 was $2.0 billion. These impraremin working capital deficit were due to a conation of an increase in cash and cash
equivalents, our decision to reduce capital exgares and our refinancing of current borrowingshwitith long-term debt. The increase in
cash was primarily due to a $1.75 billion seniontéoan that we entered into in June of 2003, oftila significant portion was used to
refinance our short-term borrowings to long-term.

As of September 30, 2003, June 30, 2003mwember 31, 2002, our consolidated debt was appately $9.8 billion, $9.8 billion, and
$9.2 billion, respectively, including borrowing®in affiliates. In addition, our unrestricted casttamces were approximately $1.4 billion,
$1.7 billion and $232 million, as of the same dat¥s expect to use our cash primarily to invegelacommunications assets, to redeem
indebtedness and pay dividends to QSC. To presapital and maintain liquidity, we invest with fimgal institutions deemed to be of sound
financial condition and in high quality and relay risk-free investment products. Our cash investnpolicy limits the concentration of
investments with specific financial institutionsamong certain products and includes criteria eelab credit worthiness of any particular
investment. Recently we have taken the followin@suges to improve our near-term liquidity and aapital structure and generally reduce
financial risk:

. reduced capital investment and continued to managking capital; and

. refinanced (in June 2003) our debt due in 2003 détbt that has maturities in 2007 and 2010.
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We believe that cash flows from operatians, current cash position and continued accesagpdal markets will allow us to meet our
business requirements, including debt serviceddivils and capital expenditures for the foresedahlee.

Operating activities. We generated cash from operating activitie320598 billion and $2.407 billion, for the six mbhatended June @
2003 and June 30, 2002, respectively. Cash floora fsperations increased $191 million for the sixathe ended June 30, 2003 compared to
the same period in 2002. This increase was prigndré result of cash management improvements abappately $700 million offset by
reduced cash flows related to a $373 decreasevémues. The cash management improvements durieg pegiods were primarily a result of
increases in collections of revenues, reductiortagh outlays for operating expenses, and the tieduaf prepaid income taxes. Revenue
decreased as a result of access line losses,gdeitlines and a reduction in access services ueven

Investing activities. Cash used in investing activities decrease® $3illion to $756 million for the six months endédne 30, 2003
from $1.074 billion, for the six months ended J@0¢2002. This decrease was primarily due to aedeser in capital expenditures of
$326 million. The decrease in capital expendituvas the result of our decision to reduce our exipansfforts as a result of the general
economic downturn and the completion of many ofroajor capital projects.

Capital expenditures for the six monthseshdune 30, 2003 and 2002 were $754 million an@8®ibillion, respectively.

Financing activities Cash used for financing activities was $348@iamlthrough June 30, 2003 and $1.3 billion for tlaene period i



2002. At June 30, 2003, we were in compliance waitiprovisions or covenants of our borrowings. S@h®SC's loan documents contain
financial reporting covenants that require delivefpur annual and quarterly periodic reports. Awgahas been obtained for nopmpliance
to provide certain annual and quarterly finanaifbimation to the lenders. The waiver extendedctitapliance date to provide the financial
information to January 31, 2004.

Financing Activities for the Six Months Ended June30, 2003

On June 9, 2003, we entered into a seaian toan with two tranches for a total of $1.75iduil principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ranche, due in 2007, and a $500 million fixee taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our curiedébtedness. The floating rate tranche cannprégaid for two years and thereafter is
subject to prepayment premiums through 2006. Therano mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associate witbther long-term debt. The net proceeds were usesfittance debt due in 2003 and fund or
refinance our investment in telecommunicationstasse

The floating rate tranche bears interetoaidon Interbank Offered Rates, or LIBOR, plus®8s/(with a minimum interest rate of
6.50%) and the fixed rate tranche bears intere$19&9 per annum. The interest rate on the floatitg tranche was 6.50% at June 30, 2003.
The lenders funded the entire principal amounheflban subject to the original issue discounttierfloating rate tranche of 1.00% and for
the fixed rate tranche of 1.652%. Also, in conrmtivith this issuance, QCII reduced its obligatimuer the QSC Credit Facility by
$429 million to a balance of $1.57 billion.

Affiliate borrowings of our wholly owned Bsidiary, Qwest Wireless, in the form of short-tarnsecured lines of credit were
$2.053 hillion and $1.888 hillion at June 30, 2@d@ December 31, 2002, respectively. These affilimrrowings fluctuate based on
operating needs of Qwest Wireless and mature amadpari5, 2005.

Our dividends paid during the six monthdeshJune 30, 2003 of $980 million were paid to Q&€ parent.
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Recent Developments Impacting Liquidity and CapitalResources

For the nine months ended September 3@8,20€0 have declared regular dividends amountirgt634 billion. In addition, in August
and November of 2003, we declared and paid dividémthe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared @t pa dividends in those periods. We plan to decdd make additional dividend payments
in the future until all net income from wirelinetéies from prior periods has been declared andttethas dividends. We estimate that the
incremental amount (in addition to the $1.079 dilldeclared in 2003) of such dividends will be agpnately $1.3 billion.

On December 18, 2003, QCII entered intagreement to purchase certain telecommunicatigetsaafom Allegiance Telecom, Inc. for
a purchase price consisting of $300 million in ¢casbonvertible promissory note in the amount d¥ #8llion and the assumption of certain
liabilities. The agreement is subject to approwathe U.S. Bankruptcy Court and certain other gorreant regulatory agencies. Allegiance
has filed a motion with the Bankruptcy Court to ineg sale process in which QCII will be designaasdhe stalking horse bidder and other
interested potential bidders will have an oppotiuto offer higher bids for the assets of Allegiantf QCII is successful in the bidding
process, it expects to consummate the transaatimetime in 2004. In that event, it is possible g@he portion of the Allegiance assets will
be transferred to or purchased by us, althoughave hot yet determined the amount or the price welavpay for them.

Risk Management

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

As of June 30, 2003 and December 31, 280;oximately $1.25 billion and $0, respectivelifloating rate debt was exposed to
changes in interest rates. This exposure is linkddBOR, after LIBOR equals 1.75%. A hypothetigatrease of one percentage point in
LIBOR rates would increase pretax interest expdys®12.5 million. As of June 30, 2003 and Decengier2002, we also had $0 and
approximately $1.2 billion, respectively, of lonerin fixed rate debt obligations maturing in thédeiing 12 months. Any new debt obtained
to refinance this debt would be exposed to chaigederest rates. A hypothetical 10% change inititerest rates on this debt would not h
had a material effect on our earnings. We had aqmitely $6.6 billion and $6.1 billion of long-terfixed rate debt at June 30, 2003 and
December 31, 2002, respectively. A 100 basis pogrease in the interest rates on this debt waoeddlt in a decrease in the fair value of tl
instruments of approximately $400 million and $30illion at June 30, 2003 and December 31, 200peets/ely. A 100 basis point decre:
in the interest rates on this debt would resuénirincrease in the fair value of these instrumehépproximately $500 million and
$400 million as of June 30, 2003 and December B@22respectively.

As of June 30, 2003, we had $1.728 bilbdeash invested in money market and other -term investments. Most cash investments



invested at floating rates. As interest rates chang will the interest income derived from theseoants.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

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

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

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

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

These forward-looking statements are stilbgenumerous assumptions, risks and uncertaititeismay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkesfet risks are described below under "
Factors." These risk factors should be consideremnnection with any subsequent written or oralvfrd-looking statements that we or
persons acting on our behalf may issue. We do mi¢take any obligation to review or confirm antdyexpectations or estimates or to
release publicly any revisions to any forward-loakstatements to reflect events or circumstandes tie date of this report or to reflect the
occurrence of unanticipated events. Further, tfa@nmation contained in this document is a stateréour intention as of the date of this
filing and is based upon, among other things, #istiag regulatory environment, industry conditipngarket conditions and prices, the
economy in general and our assumptions as of saieh @We may change our intentions, at any timevatitbut notice, based upon any
changes in such factors, in our assumptions omatbe.
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RISK FACTORS
Risks Affecting Our Business
Continued downturn in the economy in our local sére area could affect our operating results.

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

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

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

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



phones.

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

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

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

Risks Relating to Legal and Regulatory Matters

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

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

QCIL.

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

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

In addition, as previously reported, theC3tas conducted an investigation concerning Q€&#rtaings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Theselg@rovided pro forma normalized earnings infoimmathat excluded certain nonrecurring
expense and income items resulting primarily fro@Ii@ Merger with U S WEST. On November 21, 200k, SEC staff informed QCII of |
intent to recommend that the SEC authorize anmeti@inst QCI
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that would allege it should have included in thengays release a statement of its earnings in decme with GAAP. At the date of this filin
no action has been taken by the SEC. However, &@iécts that if its current discussions with ttedfgif the SEC result in a settlement, such
settlement would include allegations concerningJéweuary 24, 2001 earnings release.

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

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

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

QCII continues to discuss its periodiais with the staff of the SEC's Division of Corpara Finance. They have reviewed QCII's 2
Form 10-K and its Form 10-Q for the three monthdeehMarch 31, 2002. As appropriate, QCII has attethpp address the Staff's comments
in its current filings and has provided responsethdse other comments that it could address. wolptheir review of QCIlI's 2002 Form 10-
K and Form 10-Qs for the three, six and nine moetided March 31, 2003, June 30, 2003 and Septe3b@003, QCII may receive
additional comments from the staff of the DiviswinCorporation Finance and may be required to nfiakber adjustments or additional
disclosures. It is possible that these commentsleaad/to further investigations from the SEC's Bimh of Enforcement.

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

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

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

The consolidated securities action, thesobidated ERISA action and the California Statechess' Retirement System, State of New
Jersey (Treasury Department, Division of Investhantl State Universities Retirement System ofdisnactions described in Note 7—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of thisaoepresent material and significant
risk to QCIl. Some of the allegations in these laigsinclude many of the same subjects that the &CU.S. Attorney's Office are
investigating. Moreover, the size, scope and naitif@Cll's recent restatements of its financiatestaents for fiscal 2001 and 2000 affect the
risk presented by these cases. While QCII inteadiefend against these matters vigorously, thmaté outcomes of these cases are very
uncertain, and QCII can give no assurance as tortpacts on its financial results or financial citizeh as a result of these matters. Each of
these cases isin a
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preliminary phase. None of the plaintiffs or théegelants has advanced evidence concerning possitigerable damages, and QCII has not
yet conducted discovery on these and other relasanes. QCII has disclosed that it is unable tionese reasonably a range of loss thi

would incur if the plaintiffs in one or more of telawsuits were to prevail. QCII has engagedsoudisions for the purpose of resolving t
matters and continues to evaluate any possibleerahlpss. Any settlement of or judgment on onenore of these claims could be material,
and QCII cannot give any assurance that it woulcehibe resources available to pay such judgmenés, & the event of an adverse outcome
of one or more of these matters, QCII's abilityrteet its debt service obligations and its financa@aidition could be materially and adversely
affected. As a wholly owned subsidiary of QCII, @usiness operations and financial condition wdddimilarly affected.

Further, given the size and nature of @GHd our business, QCII and we are subject froma to time to various other lawsuits which,
depending on their outcome, may have a materiagradveffect on our financial position. Thus, we gam no assurances as to the impact
our financial results or financial condition asesult of these matter



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

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

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

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

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

Our operations are subject to extensiver@degulation, including the Communications At1834, as amended, and Federal
Communications Commission, or FCC regulations theder. We are also subject to the applicable lawdsragulations of various states,
including regulation by Public Utility Commissioasd other state agencies. Federal laws and FCatmms apply to interstate
telecommunications (including international teleconmications that originate or terminate in the EdiStates), while state regulatory
authorities have jurisdiction over telecommunicasithat originate and terminate within the samt staenerally, we must obtain and
maintain certificates of authority from regulatdrgdies in most states where we offer intrastateices and must obtain prior
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regulatory approval of tariffs for our intrastagrdces in most of these jurisdictions. Our bussnessubject 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 of these requirements at anglsi point in time.

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

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

Risks Affecting Our Liquidity

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

Our ultimate parent QCI|, is highly leveegigon a consolidated basis. As of September 3,200 consolidated debt was $9.8 billion
which is included in QCII's total consolidated deb$21.3 billion. A significant amount of our aQCII's debt obligations come due over the
next few years. While we currently believe we, thge with QCII, will have the financial resourcesdaaccess to capital markets to meet our
obligations when they come due, we cannot antieipdtat our or QCII's future condition will be. Weynhave unexpected costs and
liabilities and we may have limited access to fitiag.

We will likely need to obtain additionahéincing to meet our debt service and dividend akibgs if our and QCII's operations do not
improve, if revenue and operating cash flow desliare worse than expected, if economic conditi@nsal improve or if we or QCIlI become
subject to significant judgments and/or settlemantonnection with the resolution of one or moratters described in Note—



Commitments and Contingencies to our condensedtidated financial statements in Item 1 of thisaepAlso, we may be impacted by
factors relating to or affecting QCII's liquiditypd capital resources due to perception in the niairk@acts on credit ratings or provisions in
our and QCII's financing agreements that may i&strr flexibility under certain conditions.

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

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

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

. we may be more vulnerable to the current or futlmenturns in general economic conditions or in ahgur businesses;
. our flexibility in planning for, or reacting to, ahges in our business and the industry in whicloperate may be limited; and
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QCIlI's high debt levels could adversely impact cnadit ratings.

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

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

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

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

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

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

Other Risks Affecting Qwest

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

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

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

We are a party to collective bargainingtcacts with our labor unions, which represent aiicant number of our employees. Althou



we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementh@gsexpire from time to time. If we fail to extéor renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouii unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a
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significant disruption of operations, which coulaMe a material adverse effect on our business.aténtly reached agreements with the
Communications Workers of America and the Inteoral Brotherhood of Electrical Workers on new twemiylabor contracts. Each of these
agreements was ratified by union members, wentaffaxt on August 17, 2003 and expires on Augus085.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

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

ITEM 4. CONTROLS AND PROCEDURES

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

As reported more fully in our 2002 Form KPwe learned of certain deficiencies in our inedroontrols that existed in 2002 and prior
years. These deficiencies related to each of thasfimg:

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

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

. our internal control environment.

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

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

ITEM 1. LEGAL PROCEEDINGS



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

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(@)

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

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

Exhibit

Number Description

(3.1) Restated Articles of Incorporation of Qwstorporated by reference to Qwest's Annual Remoi~orm 10-K for the year
ended December 31, 1997, File N-3040).

(3.2) Articles of Amendment to the Articles of Incorpacat of Qwest (incorporated by reference to Qwe3tiarterly Report on
Form 1(-Q for the quarter ended June 30, 20!

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

4.2) No instrument which defines the rights of holderQuest's long and intermediate term debt is filedewith pursuant t
Regulation S-K, Item 601 (b)(4)(iii)(A). Pursuantttus regulation, Qwest hereby agrees to furnisby of any such
instrument to the SEC upon reque

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

4.3) First Supplemental Indenture, dated as of April11991, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referetcc®west's Annual Report on Form-K for the year ended
December 31, 2002, File Na-3040).

4.4) Indenture, dated as of October 15, 1999, by angd®mt U S WEST Communications, Inc. and Bank Onatf@ompany,
NA, as Trustee (incorporated by reference to Qwésthual Report on Form -K for the year ended December 31, 1999,
File No. 1-3040).

(10.1) Purchase Agreement, dated as of June 5, 2000, ach@@/EST Communications, Inc. and Lehman Brotlheers Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitticorporated, Banc of America Securities LLC, ariRl Morgan
Securities Inc., as Representatives of the Intiaichasers listed therein (incorporated by refaréo®west's Form S-4
filed on October 11, 2000

(10.2) Term Loan Agreement, dated as of June 9, 2003ntamong Qwest, the Lenders listed therein, andileynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, sole book-runner, joint lead arranger and sgatidin agent, and
Credit Suisse First Boston, acting through its Cagrslands branch as joint lead arranger and adtrative agent, and
Deutsche Bank Trust Company Americas, as docunientagient and Deutsche Bank Securities, Inc. anger.
(incorporated by reference to Qwest's Current RepoForm K, dated June 10, 2003, File N¢-15577).

31.1 Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
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31.2 Chief Financial Officer Certification pursuant tecion 302 of the Sarbar-Oxley Act of 2002
32 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sar-Oxley Act of 2002

) Previously filed.

(b)

Reports on Form-K:



We filed the following reports on Form 8ekiring the second quarter of 2003:
On April 2, 2003, we filed a report on Fo8aK announcing that QCIl and we would not file @02 Forms 10-K on time.

On May 29, 2003, we filed a report on F@i announcing that we had received commitments fikberrill Lynch & Co., Credit Suisse
First Boston LLC and Deutsche Bank Trust CompanyeAaas in connection with a senior term loan faciln an amount of up to $1 billion.
Included as exhibits to the Form 8-K were the follg financial statements: condensed consolidatgéments of operations for the three
months ended March 31, 2003 and 2002; and cerddeted consolidated financial data and restateadjostment information.

On June 10, 2003, we filed a report on F8tKiannouncing that we had completed our senion tean in two tranches for a total of
$1.75 billion principal amount of indebtedness &mat the aggregate size of the loan was increasedtie previously announced $1 billion
due to increased lender demand.
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SIGNATURE

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

Qwest Corporatiol

By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Officer (Duly Aatized Officer and
Principal Financial and Chief Accounting Office

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

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

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

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

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

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

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

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

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

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

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

Date: January 12, 20(

/s/ RICHARD C. NOTEBAERT

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

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

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

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

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

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

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

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

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

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

Date: January 12, 20(

/sl OREN G. SHAFFER

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

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

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

Date: January 12, 20(

By: /s/ RICHARD C. NOTEBAERT

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

By: /sl OREN G. SHAFFER

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



