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Glossary of Terms

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

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

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

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

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

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

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

. Frame Relay. A switching technology that allows data to trawveindividual packets of variable length.

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

to the Telecommunications Act of 1996, had exclasight and responsibility for providing local tetenmunications services
in its local service area.

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

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

. InterLATA long-distance servicesTelecommunications services that cross LATA bauied and "800" services.

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

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

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

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

their LATA and wide area telecommunications sendcé800" services for customers with highly cortcated demand.

. Local Access Transport Area (LATAA geographical area in which telecommunicatiomijolers may offer services. There
are 163 LATAs in the United States and 27 in ogal®ervice area.




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

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

Public Switched Telephone Network (PSTNhe worldwide voice telephone network that isemsible to every person with a
telephone and a dial tone.

Unbundled Network Elements (UNEsRiscrete elements of our network that are solgased to competitive
telecommunications providers.

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

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

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




PART | —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 $ 267 $ 290¢ $ 541t $ 587¢
Operating revenu—affiliates 14¢ 96 282 19z
Total operating revenut 2,821 3,002 5,69 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 chargt — 82¢ — 82¢
Restructuring, Merg«-related and other charges (cred 11 — 23 (30
Total operating expens 2,251 3,217 4,45k 5,527
Operating income (los! 57C (215) 1,24z 543
Other expense (income
Interest expen—net 13¢ 14C 27¢ 26C
Interest expen—ner—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 principlt 39¢ (414) 89C 187
Income tax (expense) bene (151) 161 (33¢) (70)
Income (loss) before cumulative effect of changeadcounting principl 24¢ (25%) 552 117
Cumulative effect of change in accounting principlet of taxes of $0,
$0, $139 and $0, respective — — 21¢ —
Net income (loss $ 24t $ (25%) % 771 % 117

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(DOLLARS IN MILLIONS)

December 31,

June 30, 2003 2002
(unaudited)
ASSETS
Current asset:
Cash and cash equivalel $ 1,72¢ $ 23z
Restricted cas 11 26
Accounts receivab—net 1,21¢ 1,49¢
Accounts receivab—affiliates 61 12
Deferred income taxe 10z 13¢
Prepaid and other ass: 29¢ 32¢
Prepaid income tax—QSC 20 25t
Total current asse 3,43¢ 2,58:
Property, plant and equipm—net 17,09t 17,31
Intangible asse—net 1,20¢ 1,27t
Other asset 1,38¢ 1,35¢
Total asset $ 23,127 $ 22,52t
I I
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Current borrowing: $ 43 $ 1,25¢
Current borrowing—affiliates 2,05z 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( 6,38
Long-term borrowings (net of unamortized debt disgcf $161 million, and
$142 million, respective—see Note 3 7,74z 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 4,41z 4,49
Total liabilities and stockholder's equ $ 23,127 % 22,52t
I

The accompanying notes are an integral part oktbeadensed 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 incom
Depreciation and amortizatic 1,401 1,522
Provision for bad debt 96 238
Cumulative effect of changes in accounting prires—net (219 —
Asset impairment chargs — 82t
Deferred income ta 172 (65)
Income tax benefit distributed to Q¢ (83 —
Other noi-cash item: 7 4
Changes in operating assets and liabilii
Accounts receivabl 18C 49
Accounts receivab—affiliates 59 (40
Prepaid and other current ass 5 (11)
Prepaid income tax—QSC 23t (38)
Accounts payable, accrued expenses and other tliakifities (67) (227)
Accounts payab—affiliates 15€ 88
Deferred revenue and customer depc (81) (36)
Other lon¢-term assets and liabilitie (36) (1149
Cash provided by operating activiti 2,59¢ 2,407
INVESTING ACTIVITIES
Expenditures for property, plant and equipn (7549) (1,080
Other (2 6
Cash used for investing activiti (75€) (1,079
FINANCING ACTIVITIES
Net repayments of current borrowir — (1,012
Net proceeds from (repayments of) current borroge—affiliates 16& (597)
Proceeds from lor-term borrowings 1,72¢ 1,47¢
Repayments of current portion of Ic-term borrowings (1,225) (22§)
Dividends paid to QSt (980 (1,029
Debt issuance cos (35) (36)
Cash used for financing activiti (34€) (1,326
CASH AND CASH EQUIVALENTS
Increase in cas 1,49¢ 7
Beginning balanc 232 15C
Ending balanci $ 1,72¢ $ 157

The accompanying notes are an integral part oetbeadensed 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, aaférences to "QCII" refer to our ultimate paremngpany, Qwest Communications
International Inc., and its consolidated subsidési

Note 1: Basis of Presentation

The condensed consolidated interim findrst@ements are unaudited. We prepared these esedeonsolidated 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 accogmtiiciples in the United States of
America ("GAAP") have been condensed or omitted.

We have revised this presentation to canftir our current year consolidated financial staets. These statements include all the
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 condensedbdated financial statements should be read ijuranion 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 Qwestald¢iss 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. Adjustmetotéintercompany charges that result from thesevesare recorded in the period they
become known. We purchase services such as magleetthadvertising, information technology, prodaretl technical services as well as
general support services from affiliates. We prewid our affiliates telephony and data serviceseless as well as other services.

Recently adopted accounting pronouncements and latimueffect of adoptio

On January 1, 2003, we adopted Statemerinaicial Accounting Standards ("SFAS") No. 148¢¢ounting for Asset Retirement
Obligations" ("SFAS No. 143"). This statement ad@es financial accounting and reporting for oblayet associated with the retirement of
tangible long-lived assets and the associated estietment costs, generally referred to as asseement 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 recognizéwl the period it is incurred, or if not, in the
period a reasonable estimate of fair value can &d@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, veednincluded in our group depreciation rates eséthaet removal costs (removal costs less
salvage). These costs have historically been tefleio the calculation of depreciation expensethedefore recognized in accumulated
depreciation. When the assets were actually resinellremoval 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 resiidt adoption of SFAS No. 143 is expected to desge@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 Decehe2002. SFAS No. 148 requires the following ejed disclosure regarding stobsec
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 recognittond 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 teasarement date. In certain instances, the
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 compms@xpense described herein based on
options granted.

Had compensation cost for our employeeasigiation in the QCII stock-based compensaticamplbeen determined under the fair-
value-method in accordance with the provisionsféAS No. 123, "Accounting for Stock-Based Compemsatiour net income (loss) would
have been changed to the pro forma amounts indidsetew:

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

2003 2002 2003 2002

(Dollars in millions)

Net income (loss)
As reportec $ 248 $ (259 $ T71 0 119
Add: Stock-option-based employee compensation esg#ciuded in
reported net income (loss), net of related taxcts — — — —
Deduct: Total stock-option-based employee compensakpense
determined under fair-value-based method for alirals, 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 weselnetwork, which provided personal communicatsamgices ("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 Event—Asset Impairment

In August 2003, we entered into a servagreement with a subsidiary of Sprint Corporatit3p¢int") that allows us to resell Sprint
wireless services, including access to Sprint®mnatde PCS wireless network, to consumer and lessircustomers, primarily within our
local service area. We plan to begin offering th@gent services under our brand name in early 204 wireless customers who are
currently being serviced through our proprietaryeldss network will be transitioned onto Springswork. Due to the anticipated decrease in
usage of our own wireless network following thensigion of our customers onto Sprint's networkthie third quarter of 2003 we performed
an evaluation of the recoverability of the carryirgdue of our long-lived wireless network assets.

In accordance with SFAS No. 144, we compp@ress undiscounted cash flow projections to Hreying value of the long-lived wireless
network assets and determined that certain assepgmwere not expected to be recovered throughefysiwjected cash flows. For those asset
groups that were not recoverable, we then estintaeéhir value using recent selling prices for pamable 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 valokthe asset groups involved significant judgreemd a variety of assumptions.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new s dounting purposes. As such,
approximately $25 million in accumulated depreadatvas eliminated in connection with the accounferghe impairments. The impact of
the impairments will reduce our annual depreciatiod amortization expense by approximately $40onilleffective October 1, 2003.

Note 3: Borrowings

Our borrowings, net of discounts and pransuconsisted 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 borrowing $ 2,09 $ 3,145

| I
Long-term borrowings

Long-term notes $ 7,727 $ 5,99t
Long-term capital lease obligations and ot 15 21
Total lon¢-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 Cotipardoes 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. Thereno mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associated withtber long-term debt. The net proceeds were useefinance 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% perraniiie interest rate on the floating rate tranche &.50% at June 30, 2003. The lenders
funded the entire principal amount of the loan eabjo 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 folding-term portion.

2003 Activities

During the six months ended June 30, 20@3,as part of QCII's restructuring plan, identfEmployee reductions in various functional
areas. As a result, we established a reserve anddedl 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 $ 139 $ 9 % 10

The 2003 restructuring includes charge®1® 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 restructupnigyarily severance-related payments not associatdspecific plans, were $2 million and
$4 million for the three and six months ended JB®e2003, respectively.

2002 Activities

During 2002, in response to shortfallsimpéoyee reductions planned as part of the 200tuetsiring 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 anéhédrative facilities. In connection with that tascturing, we recorded a restructuring
reserve and recorded a charge to our condensedlictaiied statement of operations to cover the castsciated with these actions.

An analysis of activity associated with @02 restructuring plan for the six months endewe B0, 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, QCII identified approximatéyd00 of our employees from various functional areabe terminated as part of this
reduction. At June 30, 2003, approximately 2,30€hefplanned reductions had been accomplishedaaritid six months ended June 30,
2003, $25 million of the restructuring reserve baén used for severance payments and enhancedmpéesiefits. We expect the remaining
employee reductions to be essentially completeBdgember 31, 2003.

Also as part of the 2002 restructuring,peemanently abandoned 25 leased facilities anddedoa charge to restructuring and other
charges in our condensed consolidated statemaqeshtions. The abandonment costs include renyah@ats due over the remaining terms
of the leases, net of estimated sublease rentalssstimated costs to terminate the leases. Faixheonths ended June 30, 2003, we utilized
$3 million of the established reserves primarily fayments of amounts due under the leases. Wektkpebalance of the reserve to be
utilized over the remaining terms of the leasesctviare up to five years.

2001 Activities

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




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 $ 10 $ 1 3 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 resenvedweerance benefits for those employees. At Jan2@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 gagtelated outlays. In 2002, in response to thist&all in planned employee
terminations, QCII reviewed our manpower compleniemither functional areas and identified employtedse terminated as part of another
staffing reduction. These planned reductions aseudised above in connection with our 2002 restrinctactivities.

Due to our staffing reduction and consdlmaof our operations, we accrued a restructurgsgrve associated with the termination of
nine operating lease agreements across the cofairyhe six months ended June 30, 2003, we uiliZemillion 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 consolidéadehnsent 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 mmi@mation about QCII's reporting segments, $&eQCIll 2002 Form 10-K. Our business
contributes to the segments reported by QCII, heitQCll CODM reviews our financial information ority 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 segmentstinaamner consistent with consolidated
segment results regularly reviewed by QCII's COOMis segment presentation excludes affiliate regeand expenses that are eliminated in
consolidation by QCII.
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Revenue and expenses are based on thedfypesducts and services described below. Dirdatinistrative costs include sales,
customer support, collections and marketing. Irieglministrative costs such as finance, infornmatéchnology, real estate, legal, marke
services and human resources are included in tiez seérvices operating expenses. QCIll manage®aotdidministrative services costs
centrally; consequently, these costs are not dkalce wireline or wireless services. Similarlypdeciation, amortization, interest expense,
interest income and other income (expense) arallomated to either wireline or wireless servicpsrating expenses.

Wireline services include revenue from pinavision of voice services and data and Interastises. Voice services consist of local v¢
services (such as basic local exchange servicéshing services, custom calling features, enhanoéck services, operator services, public
telephone services, collocation services and revémm the sales of customer premises equipmemRE"D); IntraLATA long-distance voice
services (long-distance services within our loeaVie area); and access services (which are ghymanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs") uiee 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 priliatss, wholesale private lines, integrated
services digital network, frame relay, asynchronmassfer mode and related CPE) and Internet sss\{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 combinafitimeese fees and charges.

Our wireless services are provided throogihwholly owned subsidiary, Qwest Wireless, whiciids 10 Megahertz licenses to provide
PCS in most markets in our local service area. ¥iér wireless services to residential and busimessomers 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 gt of 2003 we reviewed the carrying
value of our wireless assets and determined tlegtulere 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 regukgiprovals, perhaps as early as the first
quarter of 2004.

Other services revenue is predominateliwddrfrom subleases of some of our unused reatecatsets, 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, marigervices and human resources, which QCII céntreinages.
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The revenue and expenses shown below areeddrom transactions with external customers.

Operating revenue
Wireline service:
Wireless service
Other service

Total contribution to QCII segment rever

Operating expense
Wireline service:
Wireless service
Other Service

Total contribution to QCII segment expen

Contribution to QCIl segment income (los
Wireline service:
Wireless service
Other service

Total contribution to QCII segment incor

Capital expenditure:
Wireline
Wireless
Other

Total contribution to QCII capital expenditut
Non-cash investing activitie

Total contribution to QCII cash capital expendis

Three Months Ended

Six Months Ended

June 30, June 30.
2003 2002 2003 2002
(Dollars in millions)

$ 2517 $ 2,721 % 510: $ 5,49¢
154 18¢ 30¢E 371
2 2 7 8
$ 2,67 $ 2,90¢ $ 541t $ 5,87¢
N |
$ 712 % 83z $ 1,45¢ $ 1,61¢
86 152 184 311
262 254 52% 48¢
$ 1,061 $ 1,23t $ 2,161 $ 2,41%
N |
$ 1,80t $ 1,88¢ $ 3,64¢ $ 3,88¢
68 31 121 60
(261) (252) (51€) (481)
$ 1,612 $ 1,66¢ $ 3,25¢ $  3,46:
N |
$ 317 $ 381 $ 62¢ $ 81¢
— 11 11 42
77 63 121 23¢
394 45¢E 76C 1,10C
4 (©) (6) (20)
$ 39C $ 452 % 754 % 1,08(C
N |




The following table reconciles the segniafdrmation to net income (loss) for the three ahdmonths 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 QCIl segment incor $ 1612 $ 1666 $ 3,25¢ $ 3,46
Add:
Affiliate revenue 14¢ 96 282 192
Cumulative effect of change in accounting principlet of
taxes — — 21¢ —
Deduct:
Affiliate expense: 47¢€ 391 87C 79t
Depreciatior 61€ 687 1,22¢ 1,382
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 (167) 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 toaffiitates telephony and data services, wirelegb@ther services.

Our affiliates provide services and alsotcact services from third parties on our behalfthe latter case, the third parties bill our
affiliates who in turn charge us for our respecthare of these third party expenses. Our affgiatearge us for services rendered by their
employees applying fully distributed costs ("FD@igthodology. FDC rates are determined using cus@ary 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 tmaesd on estimates.

We charge our affiliates based on tariffates for telephony and data services. We bill @iting third party rates for wireless services
and for other services we bill using either FDGrarket rates.

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

Marketing, sales and advertising, whichpgeuppreparation for joint marketing of our sendcenclude the development of marketing and
advertising plans, sales unit forecasts, marketamied, sales training and compensation plans.
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Information Technology Services

Information technology services primaritgliude 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 droetwork utilization and optimization,
developing and implementing plans for overall preddievelopment, provisioning and customer care.

General Support Services
General support services include legalyl@gry, general finance and accounting, tax, hureanurces and executive support.

Other

This category includes the costs of misecedbus services such as rental of office spaceuprment and communications services.

Note 7: Commitments and Contingencies

Throughout this section, when we refer tha&s action as "putative"” it is because a classoleen alleged, but not certified in that matter.
Until and unless a class has been certified by thet, it has not been established that the nanadtiffs represent the class of plaintiffs they
purport to represent. When we refer to a derivadistion as "purported,” it is because the plaitiféges that he or it has brought the claim on
our behalf and the court has not yet ruled thattiraplaint meets the requirements for a propewédtvie case.

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. Nacahib Robin R. Szeliga on behalf of purchasers ofl®6tock between June 28, 2000 and
June 27, 2002 and owners of U S WEST, Inc. ("U SSWE stock on June 28, 2000. The complaint allegemng other things, that QCII &
the individual defendants issued false and mistepdiatements and engaged in improper accountaiges in order to accomplish the
June 30, 2000 acquisition of U S WEST, (the "Mefgeo make QCII appear successful and to inflatevalue of QCII's stock. The
complaint asserts claims under Sections 11, 12nt517 of the Securities Act of 1933, as amendesl"933 Act"). The complaint seeks
unspecified monetary damages, disgorgement ofillggins and other relief. On July 31, 2002, thienldants 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 lawsuitkdtacstate court. Defendants have opposed thabmotihich is pending before the court.
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Regulatory matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectammeements with the Minnesota
Commission relating to certain of our wholesalet@oers, and thereby allegedly discriminated agaitigtr 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 252té 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 naadéable to other CLECSs, 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 $26llinh 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 McLeaodthly credits of $13 to $16 per unbundled netweldment platform line
(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 toaieroffsets) during the
months of July 2001 through February 2002; and

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

The Minnesota Commission issued its fimalften decision imposing penalties described atmvday 21, 2003. The Minnesota
Commission decision would require a penalty payneiite state of approximately $26 million and paws of carrier credits of
approximately $18 million. Of the $18 million, alic&8 million has been released by the carriersimkbuptcy proceedings. On June 19, 2
we appealed the Minnesota Commission's ordersettJttited States District Court for the DistrictMinnesota. On August 25, 2004, the
District Court issued its order. The Court affirmted Commission's order requiring Qwest to payd®@ million penalty. The Court reversed
and vacated that portion ruling on the creditsifigdhat the Commission did not have the authddtgrder such remedies. The Commission
and carriers have appealed the credit issue totiited States Court of Appeals for the Eighth Gircand Qwest has cross-appealed the
penalty issue. 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,
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we entered into a settlement with the staff ofAlnieona Corporation Commission to settle this aedesal other proceedings. The proposed
settlement, which must be approved by the Arizoamfission, requires that we provide approximat@y #illion in consideration in the
form of a voluntary contribution to the Arizona &t& reasury, contributions to certain organizatiand/or infrastructure investments and
refunds in the form of bill credits to CLECs. Ond@enber 1, 2003, an administrative law judge issusstommended decision denying the
proposed settlement. The judge also recommendabdiders requiring us to pay approximately $1liamilin penalties and to issue credits
to CLECs for a 24-month period from October 200@é&ptember 2002 equal to 10% of all wholesale stdita services performed by us. We
plan to file exceptions to the recommended decssieith the full Arizona Commission. New Mexico hiasued an order providing its
interpretation of the standard for filing theseemgnents, identified certain of our contracts asingnwithin that standard and opened a
separate docket to consider further proceedingwr@&ao has also opened an investigation into thestters. On June 26, 2003, we received
from the Federal Communications Commission ("FCLIgtter of inquiry seeking information about thesatters. We submitted our initial
response to this inquiry on July 31, 2003. The @edings and investigations in New Mexico, Coloradd Washington and at the FCC could
result in the imposition of fines and other peralthgainst us that could be material. lowa andrSbakota have concluded their inquiries
resulting in no imposition of penalties or obligats to issue credits to CLECs in those states.

llluminet, Inc. ("llluminet™), a traffic agregator, and several of its customers have fitgdptaints 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 IdahoNgtaraska have ruled in favor of llluminet
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 proceedinieiother 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&er@mming"” (the practice of charging a consumemf@ods or services that the consumer has
not authorized or ordered) and other sales practiderough December 2003, we resolved allegatiodscamplaints of slamming and
cramming with the Attorneys General for the statlearizona, 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 certagtarners' preferred carriers for
interLATA or intraLATA long distance service. We snhecome subject to other investigations or comydan 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 actiondeurthe current
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environmental protection laws or related mattedsvat be material to our business or financial dition.
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.

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 variousshiiients and restatements described in the QCH B66m 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 intoaasure and other issues related to transactiomgelea QCIl and certain of its vendors and
certain investments in the securities of those wenbly individuals associated with QCII.

On July 9, 2002, QCII was informed by th&LAttorney'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. QCIl 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 cooperatedyfutith Congress in connection with those hearings.

While QCII is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoreé@ffice in each of their respective
investigations, QCII cannot predict the outcomé¢hoke 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 secufiies 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$EC may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coudieo that would require, among other things, thati@nd its officers and directors comply
with provisions of the federal securities laws@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. Thesele
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provided pro forma normalized earnings informatioat excluded certain nonrecurring expense andhiectems resulting primarily from
QCllI's Merger with U S WEST. On November 21, 20, SEC staff informed QCII of its intent to recoemd that the SEC authorize an
action against QCII that would allege it should d@wluded in the earnings release a statemetd eirnings in accordance with GAAP. As
of January 13, 2004, (the date of the originahdjlbf this Form 10-Q), no action had been takethkySEC. However, QCII expects that if its
current discussions with the staff of the SEC tasuh settlement, such settlement will includegdltions concerning the January 24, 2001
earnings release.

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/Deéear Official the question of whether QCII (inclandius and its other subsidiaries)
should be considered for debarment. QCII has b&emied that the basis for the referral is lastrBaty'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 amel will remain suppliers of the
government; however, if it and we are not allonwethe suppliers to the government, it and we woos lthe ability to expand the services
could provide to a purchaser of telecommunicatgersices that has historically represented bet@éemnd 3% of QCII's consolidated
annual revenue.

Securities actions and derivative actions

Since July 27, 2001, 13 putative clasoactiomplaints have been filed in federal distrmint in Colorado against QCII alleging
violations of the federal securities laws. Onehafse cases has been dismissed. By court ordeertianing actions have been consolidated
into a consolidated securities action (the "comkstéd securities action”). Plaintiffs in the coidated securities action named as defendal
the Fourth Consolidated Amended Class Action Comp(éhe Fourth Consolidated Complaint "), whiclasfiled on or about August 21,
2002, QCII, 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. Therflo 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, laaidduring 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 allegedv@rstatement of revenue, (ii) understatement afsc¢s) manipulation of employee benefits
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
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as control persons under Section 15 of the 1933fgreparing and disseminating false registrasimtements and prospectuses for: (1) the
registration of 897,907,706 shares of QClI's comstoek to be issued to U S WEST shareholders diated 21, 1999, as amended

August 13, 1999 and September 17, 1999; (2) thbamge of $3.25 billion of QCII's notes dated July 2001; and (3) the exchange of
$3.75 billion of QCII's notes dated October 30, 20bhe Fourth Consolidated Complaint seeks unspeoiiompensatory 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 injunction seeking to enjoin QClI'ssalf Qwest Dex, Inc. or, in the alternative, togeldéhe proceeds of such sale in a
constructive trust for the benefit of the plairgififhe court denied both motions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @odfor 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 iohsolidated securities action and alleges, anotimgr things, that the Board members
intentionally or negligently breached their fidugialuties to QCII by failing to oversee implemerdatof securities laws that prohibit insider
trading. The derivative complaint also alleges thatBoard members breached their fiduciary dutg3Cll by causing or permitting it to
commit alleged securities violations, thus (i) édagst to be sued for such violations, and (ii) gaing it to adverse publicity, increasing its
cost of raising capital and impairing earnings. @ieevative complaint further alleges that certdimrectors sold shares between April 26, 2
and May 15, 2001 using non-public information ab@@ll. On or about October 31, 2001, the courtffiém order consolidating this
derivative lawsuit with the consolidated securitiesion. In December 2001, the derivative lawswaswtayed, pending further order of the
court, based on the fact that the merits of thevdéve lawsuit are intertwined with the resolutiofithe consolidated securities action. In
March 2002, plaintiffs filed a first amended detiva complaint. The first amended derivative compladds allegations relating to the
disclosures of QCIllI's consolidated financial resédom April 2000 through February 2002. On or aldavember 5, 2002, plaintiffs filed a
second amended derivative complaint. The seconadedecomplaint adds as defendants to the lawsd#indormer officers, including
Robin R. Szeliga, Robert S. Woodruff and otherse $&cond amended complaint contains allegatioaddition to those set forth in the prior
complaints, stating, among other things, thatdiain officers and/or directors traded QCII's ktauhile in the possession of inside
information, and (ii) certain officers and/or ditecs caused the restatement of more than $1 biigavenue by concealing improper
accounting practices. Plaintiffs seek, among otearedies, disgorgement of alleged insider tradiadits. 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. QQllnamed 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 tolliy causing or allowing it to issue financial dissures that were false or misleading.
Plaintiffs seek unspecified damages on QCII's Bedgdinst the defendants. On July 2, 2002, thie staurt derivative lawsuit was stayed
pending further order of the court. On or about Bstdl, 2003, the plaintiffs filed an
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amended derivative complaint, which does not contiiims against QCII's former officers and Artiiunrdersen LLP, but continues to assert
claims against the Board defendants. In the amecadexgblaint, the plaintiffs allege, among other gsnthat the individual defendants
abdicated their duty to implement and maintain @egaate internal accounting control system and d@liagedly violated (i) their fiduciary
duties of loyalty and good faith; (ii) GAAP; andXiQClI's Audit Committee's charter (which requir@mong other things, that QCII's Audit
Committee serve as an independent and objectivg fmamonitor QCII's financial reporting and intafrcontrol system). The amended
complaint also states new claims against Mr. Naxtiii his alleged breach of fiduciary duties. Piii; seek a court order requiring that

Mr. Nacchio disgorge to QCII all of his 2001 compation, including salary, bonus, long-term incemfdpayouts and stock options. In
addition, the plaintiffs contend that Mr. Nacchi@&ched his fiduciary duties to QCII by virtue @ bales of its stock allegedly made using
his knowledge of material non-public informatiorhelplaintiffs seek the imposition of a constructimest on any profits Mr. 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 Investian 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 pre-Merger
QCII 401(k) Savings Plan. Plaintiffs filed a Secofmiended and Consolidated Complaint on May 21, 268&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 ottlengs, that the defendants breached fiduciariedub the Plan members by allegedly
excessively concentrating the Plan's assets imd@s@®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 acting 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 Q€stock during certain periods and, as againsiesof 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 derivativeslait 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@®gll as a nominal defendant. On or
about September 16, 2002, an amended complaintile@sn the action, naming the same defendantggixilir. Shaffer, who is no longer a
defendant in the action. A separate alleged devivdawsuit was filed
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in the Court of Chancery of the State of Delawar@pabout August 28, 2002. That lawsuit namesefsndlants QCII's former Chairman and
Chief Executive Officer, Joseph P. Nacchio, QQtsner Chief Financial Officer, Robert S. Woodrdfirmer Board member, Marilyn
Carlson Nelson, and each of the then members ddlaed and names QCII as a nominal defendant. Qob®c 30, 2002, these two alleged
derivative lawsuits were consolidated, and an Amen@domplaint (the "Second Amended Complaint") vaderifiled on or about January 23,
2003, and names as defendants the current memttbies Board, former Board member Hank Brown, QQtisner Chief Executive Officer,
Joseph P. Nacchio, and QCII's former Chief Findr@fficer, Robert Woodruff, and names QCIl as a mahdefendant. In the Second
Amended Complaint, the plaintiffs allege, amongeotthings, that the individual defendants (i) bresttheir fiduciary duties by allegedly
engaging in illegal insider trading in QCII's sto¢k) failed to ensure compliance with federal atdte disclosure, anti-fraud and insider
trading laws within QCII, resulting in exposureitia(iii) appropriated corporate opportunities, weabcorporate assets and self-dealt in
connection with investments in initial public ofifieg securities through QCII's investment bankenst @) improperly awarded severance
payments of $13 million to QClII's former Chief Exéiwe Officer, Mr. Nacchio. The plaintiffs seek me@ry of incentive compensation
allegedly wrongfully paid to certain defendant$salverance payments made to Messrs. Nacchio amdli¥, and all costs including legal
and accounting fees. Plaintiffs have also requestetng other things, that the individual defendaatmpensate QCII for any insider trading
profits. Plaintiffs likewise allege that QCII istitted 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 othemurgeration paid to them by it during the time thegached their fiduciary duties, and that
the court order the defendants to enforce poligiesctices and procedures on behalf of QCII desigoaletect and prevent illegal conduct by
its employees and representatives. On March 173,2fendants moved to dismiss the Second Amendetpfaint, 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 lavitsin 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 thedior defendants breached their fiduciary dutieQ@l and damaged QCII by deliberately in
bad faith or recklessly (i) implementing a shanteysof internal controls completely inadequaterisuge 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 regiin; and (v) trading QClII's shares whil¢
possession of material, nqublic information regarding its true financial etition. The complaint purports to state causesctiba for breacl

of fiduciary duty, gross negligence and unjust@mmient against some of QCII's former officers arehbh of contract and breach of the duty
of loyalty/insider trader trading against sevefaQ€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 Ra8ss, and adds another former office

a defendant. In the amended complaint, plaintiéksdi) disgorgement of bonuses and other incetivepensation paid to certain
defendants; (ii) disgorgement of any profits thertain defendants made by virtue of their allegadihg on material, inside information; and
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(iii) other damages. By order dated January 9, 20@Scourt permitted the substitution and Strdgssmame 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 allegasthe defendants engaged in fraudt
conduct that caused CalSTRS to lose in excess5ff #fllion invested in QClI's equity and debt séiies. 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¢lgat defendants were engaged,
however, "in a scheme to falsely inflate QCll'seewe and decrease its expenses so that QCII wppkhamore successful than it actually
was." The complaint purported to state causestafraagainst QCII for (i) violation of Californiadporations Code Section 25400 et seq.
(securities laws) (seeking, among other damaged]ifference between the price at which CalSTR8 €&ll's notes and stock and their true
value); (ii) violation of California Corporationsode Section 17200 et seq. (unfair competitioni); fiaud, deceit and concealment; and
(iv) breach of fiduciary duty. Among other requebtelief, CalSTRS seeks compensatory, special andiype damages, restitution, pre-
judgment interest and costs. QCII and the individigdendants filed a demurrer, seeking dismissallaflaims. In response, the plaint
voluntarily dismissed the unfair competition cldimt maintained the balance of the complaint. Thetodenied the demurrer as to the
California securities law and fraud claims, butndiissed the breach of fiduciary duty claim again@iiQuith leave to amend. The court also
dismissed the claims against Robert S. WoodruffRolin R. Szeliga on jurisdictional grounds. Orabout July 25, 2003, plaintiff filed a
First Amended Complaint. The material allegaticgmmain largely the same, but plaintiff no longeegéls claims against Mr. Woodruff and
Ms. Szeliga following the court's dismissal of thaims against them, and reasserted its claim ag&@ll for breach of fiduciary duty as an
allegation of aiding and abetting breach of fidugiduty. QCII filed a second demurrer to that claand on November 7, 2003, the court
dismissed that claim without leave to amend.

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 QCIlI's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing fataeements about QCII's business, revenue
and profits. As a result, New Jersey contendsithaturred tens of millions of dollars in losséew Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; (§gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and aflyecompensatory, consequential, incidental aumitive damages. On November 17, 2(
QCIl filed a motion to dismiss. That motion is perglbefore the court.

On January 10, 2003, the State UniversRiesrement System of Illinois ("SURSI") filed antauit similar to the CalSTRS and New
Jersey lawsduits in the Circuit Court of Cook Counilynois. SURSI filed suit against QCII, certawfi QCII's former officers and certain
current directors, and several other defendantfjding Arthur Andersen LLP and several investnigarks. On
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October 29, 2003, SURSI filed a second amended leanmbpdropping (i) certain individual and corparatefendants and (ii) its claim under
the lllinois Consumer Fraud and Deceptive Busiisstices Act. The second amended complaint allbgesiefendants engaged in
fraudulent conduct that caused it to lose in exoé$4.2.5 million invested in QCII's common stoaidalebt and equity securities. The
complaint alleges, among other things, that ingprekases and other public statements, defendgmssented that QCIl was one of the
highest revenue producing telecommunications coiepan the world, with highly favorable results gmspects. SURSI alleges that
defendants were engaged, however, in a schemésadyfinflate QCII's revenue and decrease its expgiy, among other allegations,
improper conduct related to transactions with thiggha School Facilities Board, Genuity, Calpoihid, KMC, KPNQwest and Koninklijke
KPN, N.V. The complaint purports to state causeaatibn against QCIlI under: (i) the lllinois Setias Act; (i) common law fraud;

(iii) common law negligent misrepresentation; aiw)l $ection 11 of the 1933 Act. SURSI seeks, amathgr relief, punitive and exemplary
damages, costs, equitable relief including an icijion to freeze or prevent disposition of the ddfents' 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. Sami¢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 restatenuéiits financial statements for fiscal 2(
and 2000 affect the risks presented by these iigatistins and actions, as these matters involve ngmther things, QCII's prior accounting
practices and related disclosures. Plaintiffs inade of the securities actions have alleged Q@d&tatement of items in support of their
claims. While QCII intends to defend against thesgters vigorously, the ultimate outcomes of thessees are very uncertain, and QCII can
give no assurance as to the impacts on its finaresalts or financial condition as a result ofghenatters. Each of these cases is in a
preliminary phase. None of the plaintiffs or théeshelants has advanced evidence concerning possitgerable 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 elawsuits 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 wouletlibe resources available to pay such judgmenss, A 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.

Other matters

In January 2001, an amended purported eletizn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stocklest 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, 2BG&0ntiffs further claim that the defendants mip¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D2000. In September 2002, QCII filed a motionfummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On Jlly 2003, the court denied both summary
judgment motions
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Several purported class actions relatindpéainstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCIl on behalf of landowners in Alabama, Californolorado, 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 newikiana class action complaint has recently bded.fClass certification was also
denied in the California proceeding, although giffsxhave filed a motion for reconsideration. Gaertification was granted in the lllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintiertige 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@gslI'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 th&intiff's property. The Indiana action purpaxsbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinarg@on, South Carolina, Tennessee and Texas agiiopsrt to be on behalf of a class of
such landowners in those states, respectively Iliheis action purports to be on behalf of lande@ws adjacent to railroad rights-of-way over
which QCII's network passes in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio and Whsto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a nafide class. The complaints seek damages on theafrtesspass and unjust enrichment, as
well as punitive damages. Together with some ofther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters in the United StRiistrict Court for the Northern District of lliais. On July 25, 2003, the court granted
preliminary approval of the settlement and enteredrder enjoining competing class action claimsept those in Louisiana. The settlement
and the court's injunction are opposed by somenbuall, of the plaintiffs' counsel and are on eglfbefore the Seventh Circuit Court of
Appeals. At this time, QCII cannot determine whethech settlement will be ultimately approved a fimal cost of the settlement if it is
approved.

Note 8: Subsequent Events
Dividends

For the nine months ended September 3,200 have declared regular dividends amountirgflt634 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 @ pa dividends in those periods. We plan to decdd make additional dividend payments
in the future until all net income from wirelinetdies from prior periods has been declared andttedhas 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.

QCIl Purchase Agreement

On December 18, 2003, QCII entered intagmr@ement to purchase certain telecommunicatisetsafom Allegiance Telecom, Inc.
("Allegiance") for a purchase price consisting 808 million in cash, a convertible promissory niot¢he amount of $90 million and the
assumption of certain
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liabilities. The agreement is subject to approwath® U.S. Bankruptcy Court and certain other gorent regulatory agencies. The
Bankruptcy Court has designated QCII as the stglkimrse bidder in the sale process. Other intedgmitential bidders will have an
opportunity to offer higher bids for the asset®\tégiance. If QCII is successful in the biddingpess, it expects to consummate the
transaction some time in 2004. In that event, jidssible that some portion of the Allegiance asegt 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 underdaption constitute "forward-looking statememsthin 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. Wiopide 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, loMinesota, Montana, Nebraska, New Mexico, North@akOregon, South Dakota, Utah,
Washington and Wyoming. Our operations are includetie consolidated operations of our ultimateepgrQCII, and generally account for
the majority of QCII's consolidated revenue. Oledemmunications products and services are prowiageaigh our traditional telephone
network located within our local service area. didition to our operations, QCIl maintains a wirslésisiness (comprised of the wireless
operations we transferred to an affiliate in Map#£0and a national fiber optic network. Throughfitter optic network, QCII provides the
following wireline products and services that werdt provide:

InterLATA long-distance services;
Dedicated Internet access;
Virtual private network;

Internet dial access;

Web hosting; and

Professional services.

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

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 thi@re be presented in discontinued operations tiféedate of transfer.

Restatement of Prior Years' Consolidated FinanciaGtatements

Our annual report on Form 10-K for fisc@D2, or our 2002 Form 10-K, was filed in Januar@£2@and contains, among other things, our
restated consolidated financial statements foy#aes ended December 31, 2001 and 2000. In connegtth this restatement, we performed
an analysis of our previously issued consolidaieginfcial statements for 2001 and 2000 and for tleetgr ended March 31, 2002 and
identified a number of errors. This restatementlted in, among other things, an aggregate reduatisevenue of approximately $335
million and an aggregate decrease in net income
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of approximately $645 million, including the impdot the three months ended March 31, 2002. Thénmgdct of the restatement is
summarized as follows:

Three Months Ended
March 31, 2002

Revenue Pre-tax Income Net Income

(Dollars in millions)

Previously reporte $ 3,04¢ % 637 $ 391

Restatement Adjustments, net:

Installation fee: 19 19 11
PUC fine reclassificatio (12 — —
Transactions with affiliate 9 29 18
Out-of-period expense — (549 (33
Network labor cost — (22 (13
Settlement charge — 22 14
Property tax accrui — (16) (20
Balance sheet reconciliatio — 15 9
Other 3 (29 @7
Net restatement 19 (36) (22)
As restate( $ 3,06¢ $ 601 $ 37C

| | |
December 31, 2001

Pre-Tax
Revenue Income Net Income

(Dollars in millions)

Previously reporte $ 12,67 $ 2,77¢ ' $ 1,73
Net restatement (13¢) (539 (330
As restate( $ 12530 $ 2,248 $ 1,40

IS IS S
December 31, 2000

Pre-Tax
Revenue Income Net Income

(Dollars in millions)

Previously reporte $ 12,30C $ 1,90¢ $ 1,19¢
Net restatement (21¢€) (25¢) (299
As restate( $ 12,08 $ 1,64¢ $ 902

The restatements involve revenue recogniisues related to termination fees, wirelessmegeand installation fees, and expense
recognition, as well as other matters. A completgcdption of the nature and reason for the indiglty significant restatement items is
included in Note 3 to our December 31, 2002 finahsiatements included in Iltem 8 of our 2002 Fof¥Kland in Note 2 to our March 31,
2003 financial statements included in Item 1 of Barm 10-Q for the quarter ended March 31, 2003.

While our restatement of revenue and negrnime is attributable primarily to misinterpretaiaor misapplications of GAAP, we believe
that many of the restatement adjustments weresthdtrof certain ineffective internal control padis and procedures.

We have not amended our prior filings titeiet the restatement. As a result, the informapogviously filed in our annual reports on
Form 10-K for fiscal years 2001 and 2000, our qeréyt
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reports on Form 10-Q for the quarterly periodstded in those fiscal years and for the quarter @hdach 31, 2002 and any current reports
on Form 8-K, or other disclosures, containing figears 2002, 2001 or 2000 information filed or mauior to the filing of our 2002
Form 10-K on January 13, 2004 should not be reljgah.

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 ryofieil, a usage charge or a combination
of these. A further description of each revenuegaty 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 exchaaggcss, switching
services, custom calling features, enhanced vapaces, 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 seeg 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 alatiec CPE).

. Wireless services.Our wireless services are provided through ouwllytowned subsidiary, Qwest Wireless, which hadl@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 mestg) 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 agraemith a subsidiary of
Sprint Corporation, that allows us to resell Spwireless services, including access to Sprintenaide PCS wireless
network, to consumer and business customers, glymathin our local service area. We plan to begffering these Sprint
services under our brand name in early 2004. Oreless customers who are currently being servieezigh our proprietary
wireless network will be transitioned onto Sprimtstwork.

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

. Affiliate services. Affiliate revenue is derived from telecommunicais services provided to our affiliated entitiese W
generally provide the same products and servicesttaffiliated 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 hasrooed to impact demand from both our consumer arsihless customers. The impacts
include reduced demand for services resultings$s laf access lines, renegotiated commitments asdolocustomers. We believe demand
continue to be affected because the economy's eegav our local service area is
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expected to lag the national recovery. Secondntdolyy substitution and competition are expecteléaol to continued access line loss. We
expect industry-wide competitive factors to conéiia impact our results and we have developed trategies for offering complementary
services such as satellite television and wireléssd, our results continue to be impacted by feiguy responses to the competitive
landscape for our local services.

Revenue

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

We have also begun to experience and expaeiased competitive pressure from telecommuinicgproviders 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 adultsely 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 affiliaé®enue to accelerate. We continued to transitieedenmunications 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 ourdéfliselling inter-exchange services in our region.

Expenses

Our expenses continue to be impacted Htirgidemand 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.

Costs of both our pension plan and ourtheate plans are expected to continue to risedrskiort and long term due to lower expected
returns on plan assets based on our evaluationrcdrt and expected market conditions and antiegbabntinuing double digit annual
percentage increases in the overall cost of hemthand prescription drugs.

Beginning in 2002, we reduced capital exliemes and expect to continue at a reduced |lereghe foreseeable future. Given the current
business environment, as discussed in Iltem 1 02002 Form 10-K, we believe that our current ledfetapital expenditures will sustain our
business at existing levels and support our ardieghcore growth requirements in areas such asriD8L product.
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Cumulative Effect of Change in Accounting Principle Net of Taxes

Our net income for the six months endece R0y 2003 was impacted by a $219 million net iaseerelated to the adoption of SFAS
No. 143 on January 1, 2003. See further discussibiote }—Basis of presentation to our condensed consotidatancial statements in
Item 1 of this report.

Presentation

The analysis is organized in a way thavigi®s the information required, while highlightitige information that we believe will be
instructive for understanding the relevant trendisg forward. In addition to the discussion of thistorical 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 prepareddcoadance with generally accepted accounting gpiasiin 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 informnagbout 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 $ 2821% 3,00z % (18) (©®)% $ 5691 $ 6,07C $ (379 ()%
Operating expense
Cost of sales (exclusive of
depreciation and amortization
detailed below 723 693 30 4 % 1,411 1,41z 2 —
Selling, general and administrative
("SG&A") 814 93€ (122) (13% 1,62( 1,797 177 (10%
Depreciatior 61€ 687 (71) (10)% 1,22¢ 1,38 (153 (11)%
Intangible asset amortizatic 87 76 11 14 % 172 14C 32 23 %
Asset impairment chargt — 82t (825 nm — 82t (828 nm
Restructuring, Merger-related and
other charges (credit 11 — 11  nm 23 (30 53 nm
Operating income (los: $ 57C $ (219 $% 785 nm $ 124: % 54: $ 69¢ 12¢ %
Other expense (income
Interest expen—net 177 18¢€ 9 OB 35C 351 1 —
Other (income) expen—net (6) 13 (19) nm 2 5 () (60)%
Total other expen—net 171 19¢ 28) (19% 352 35€ (@) ()%
Income (loss) before income taxes a
cumulative effect of change in
accounting principlt 39¢ (4149 81 nm 89C 187 70¢ nm
Income tax (expense) bene (157) 161 (312) nm (33¢) (70 (268) nm
Income (loss) before cumulative effe:
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 $ 246 $ (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 % 20 (9% $ 4,02¢$ 4,401 9% 3B77) (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 revenut $ 2821% 300:% (18)) B% $ 5691 % 6,07 $ (373 (6)%




nm—not meaningful
For a description of the products and sewincluded in each revenue line item, see "Owarvabove.

31




Voice Services
Voice Services—Three months ended June 30, 20&8rgsared to the three months ended June 30, 2002

Voice services revenue decreased $204omijlr 9%, for the three months ended June 30, 26@®mpared to the same period in 2002.
The voice services revenue decrease was the ofdalter local service revenue and long-distanceise revenue, as described in more
detail below.

For the three months ended June 30, 20@8rapared to the same period in 2002, local vaeemue declined $126 million associated
with the loss of approximately 849,000 access laleng with pricing declines driven by competitmeessures. The access line losses were
driven by weak demand in our local service areghrtelogy 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 telecommumicatproviders reselling our services.
Partially offsetting these declines is growth in EHR revenue.

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

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

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

Voice services revenue decreased $377omjlbr 9%, for the six months ended June 30, 280®epared 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 monthsled June 30, 2003 as compared to the sam
period in 2002 associated with the loss of acdass kand pricing declines driven by competitiveeinigy pressures. Partially offsetting these
declines is growth in UNE-P revenue.

We also experienced a revenue decline Bfréiflion in access services revenue for the sixin® ended June 30, 2003 as compared to
the same period in 2002. The access services reagulines were due primarily to the same regufadad industry effects described above.
Volumes also fell due to general declines in lomgahce usage and competitive losses. Pricingrdecibccurred due to regulatory actions. In
addition to the revenue decreases above, voicé&ssrgeclined $66 million for the six months endade 30, 2003 as compared to the same
period in 2002 primarily due to declines in IntralLA long distance and demand for services such kscation, 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 haptky 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 theaind in 2002. The decrease is due
to our prior strategic decision to de-emphasizeketarg of wireless services on a stand-alone lmmsipled with intense industry competition
resulting in a reduction in the number of custonwr63,000, or 15%, between June 30, 2003 and 30n2002.

Affiliate Service:

Affiliate services revenue consists of ¢el@munications services provided to affiliate gntises. Affiliate services revenue increased
$52 million, or 54%, and $90 million, or 47%, fdretthree and six months ended June 30, 2003, tesgg@s compared to the same periods
in 2002. The increases were caused by a migrafitglecommunications 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: $ 72 $ 69: $ 30 4%%$ 1411% 141:$ 2 —

Selling, general and administrative

("SG&A") 814 93¢ (122) (13)% 1,62( 1,797 a77) (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 — 82¢ (825) nm

Restructuring, Merger-related and othe

charges (credits 11 — 11 nm 23 (30 53 nm
Total operating expens $ 2251% 3217% (96€) (30)%$ 4,45t $ 5527 % (1,072) (19)%

nm—not meaningful
Cost of Sales

The following table shows a breakdown dftauf sales by major component for the three moattissix 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 B8) (M% 20z 197 5 3%
Affiliate costs 11€ 91 27 30% 21C 20% 5 2%
Total costs of sale $ 72 $ 69t $ 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 tda23be 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 cogte administration, information technology, adigéng and technical support, increased
$27 million, or 30%, for the three months endedeJs®, 2003 as compared with the same period in.ZlRincrease is primarily due to
increased affiliate sales related costs associgithdexpanded 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 unchdrigr the six months ended June 30, 2003 as cauparthe same period in 2002. Cost of
sales, as a percent of revenue, was 25% for thaiths ended June 30, 2003 as compared to 23thtefeame 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 contractorgriavide network maintenance services.

Selling, General and Administrative (SG&A) Expense

The following table shows a breakdown o8&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)%3$ 40¢ $ 47C $ (61) (13)%
Bad debi 34 15C (11€) (77)% 96 23¢ (137) (59%
Property and other taxi 10¢ 11t © (B)% 214 242 (28) (12)%
Non-employee related cos 11z 15¢ 47 (30)% 241 262 (21) (B)%
Affiliate costs 35¢ 30C 58 1% 66C 59C 7C  12%

Total SG&A $ 814 $ 93¢ $ (122) (13)%$ 162t 1,797 $ 177 (10%

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

SG&A expenses include taxes other thannretaxes, bad debt charges, salaries and waged#acily 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 comhpathe same period in 2002. SG&A,
as a percent of revenue, was 29% for the threehmont
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ended June 30, 2003 compared to 31% to the saruel pei2002. Decreases in bad debt expense an@émheyee related expenses were the
primary causes of the decline.

Bad debt expense decreased $116 millioii7 &, 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% éothiree months ended June 30, 2002.
The decrease was primarily caused by bad debt sgpeat we recognized in the second quarter of 28lafed to potential collection issues
with MCI. MCI subsequently filed for bankruptcy peation. The remaining decrease is due primariiyrioroved collections practices and
tighter credit policies.

Non-employee related costs, such as maikeind advertising, rent for administrative spaug software related expense, decreased
$47 million, or 30%, for the three months endedeJ8®, 2003 as compared to the same period in 20@2decrease was primarily driven k
$25 million decrease in marketing and advertisiagemses due to second quarter cost reduction &ffort

Affiliate costs, such as services for cogte administration, information technology, adigéng and technical support, increased
$58 million or 19% for the three months ended BB®e2003 as compared to the same period in 200Rinkneases were due to higher
administrative costs, including our accountingatsnent, and increased information technology stippo

SG&A—Six months ended June 30, 2003 as compatkd &x months ended June 30, 2002

SG&A, as a percent of revenue, was 28%Hersix months ended June 30, 2003 compared tof@0fe 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 expens

Employee and service-related costs, sudalasies and wages, benefits, sales commissigagjme and professional fees (such as
telemarketing and customer service costs), deale®&k million, or 13%, for the six months endedel30, 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 millio&9#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¥efsix months ended June 30, 2003 from 4% fosémee period in 2002. Bad debt
declined across the business units as a resudinarfcustomer bankruptcy filings, improved collens 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 deeré@amarketing and advertising spending due torsiquarter cost reduction efforts.

Affiliate costs increased $70 million, &%, for the six months ended June 30, 2003 as cadpa the same period in 2002. The
increase is due to higher administrative costschviricludes 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

35




benefit expenses, of $5 million in the second gurast 2002, postetirement benefit expenses, net of pension credfit8108 million in the si
months ended June 30, 2003, and a pension cretlivf post-retirement benefit expenses, of $13ionilin the six months ended June 30,
2002. Absent these expenses or credits, our netriagloss) in the applicable period would have Hggher 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 include8G&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 amspddn participants. Costs of both our
pension plan and our healthcare plans are exp&zimshtinue to rise in the short and long term tulewer expected returns on plan assets
based on our evaluation of current and expecte#tehaonditions and anticipated continuing doubtgitdinnual percentage increases in the
overall cost of heath care and prescription drugs.

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-Net—Property, 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 asdegsoming fully depreciated in 2002, and the commuteof certain capitalized lease
agreements in the three months ended June 30, 2002.

Depreciation expense decreased $153 miliod1%, for the six months ended June 30, 200@ewed to the same period in June 30,
2002. The decrease was the result of the impairmentcorded on June 30, 2002 which reduced amimpkciation expense by $125 mill
effective July 1, 2002, certain assets becoming fidpreciated 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 recorded
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 allowsairesell 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 thrzamme 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
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customers onto Sprint's network, in the third qeraof 2003 we performed an evaluation of the recahiéty of the carrying value of our long-
lived wireless network assets.

In accordance with Statement of Financiet@unting Standards, or SFAS, No. 144, "Accountorghe Impairment or Disposal of
Long-Lived Assets," or SFAS No. 144, we compareaabgmundiscounted cash flow projections to the aagryalue 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 estintageéhir value using recent prices for comparaiskets. Our cell sites, switches, related
tools and equipment inventory and certain infororatechnology systems that support the wirelessar&twere 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. 144jemeral deterioration of the telecommunicationskeiaidownward 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 aiuation of the recoverability of the carrying valof our long-lived assets using gross
undiscounted cash flow projections. For impairmeerdlysis 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 costde#srmined by using current cost
adjusted for physical deterioration, functional @lbscence 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 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 bycqumiately $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&otseaations 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 restructuring $ 9 $ — % 19 $ _
Other restructurini 2 — 4 _
Other Merge-related reversal — — — (30
Total restructuring and Merc-related charges (credit $ 11 $ — 3 23 $ (30)

I L] L] L]
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2003 Activities

During the three and six months ended 3M&003, we, as part of QCII's restructuring pldantified planned employee reductions in
various functional areas. As a result, we establishreserve and recorded charges of $9 milliorsd8dmillion respectively, to our
condensed consolidated statement of operationsvier the costs associated with these actions. Tdtemges relate to severance benefits and
other charges pursuant to established severanmgegaissociated with a reduction in employeesid@etified approximately 650 employees
from various functional areas to be terminatedaas @f this reduction. At June 30, 2003, we comgaeipproximately 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 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 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—wiath 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 (OB)%$ 35C $ 351 $ 1 —
Other (income) expen—net (6) 13 (19) nm 2 5 (3) (60)%
Total other expen—net $ 171 $ 19¢ $ (28) (14)%% 352 % 35€ $ 4 QD%

Interest expense—net.Interest expense—net, was $177 million and $bBion 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 interestakged 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 oée@003.

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 QSCialwhis wholly owned by QCII. As such, factors réagtto or affecting QCII's liquidity and
capital resources could have material impacts pinakiding changes in the market's perceptionsodind impacts on our credit ratings.

Financial Position

QCIlI 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 lifiesadlit 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 primarithue 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 borrowingshwiith long-term debt. The increase in
cash was primarily due to a $1.75 billion seniontéoan that we entered into in June of 2003, oitila significant portion was used to
refinance our short-term borrowings to long-term.

As of September 30, 2003, June 30, 2003@mwmber 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 eell& 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.

39




We believe that cash flows from operatiang, 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 mbatended June :
2003 and June 30, 2002, respectively. Cash floara fsperations increased $191 million for the siathse 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, reductioreash 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 endé&dne 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. We expect to continue caiced level for the foreseeable
future. Given our current business environmentissussed in our 2002 Form 10-K, we believe ourenitrlevel of capital expenditures will
sustain our business at existing levels and sugporanticipated core growth requirements in asegh as in our DSL product.

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 in
2002. At June 30, 2003, we were in compliance waitlprovisions or covenants of our borrowings. S@h®SC's loan documents contain
financial reporting covenants that require delivefyur annual and quarterly periodic reports. Augahas been obtained for neompliance
to provide certain annual and quarterly finanaiébimation to the lenders. The waiver extendecctirapliance 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 ratenche, due in 2007, and a $500 million fixee taanche, 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 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 interetioaidon Interbank Offered Rates, or LIBOR, plusS847(with a minimum interest rate of
6.50%) and the fixed rate tranche bears intere®19&% 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 conr@ttvith this issuance, QCII reduced its obligatimder the QSC Credit Facility by
$429 million to a balance of $1.57 billion.

Affiliate borrowings of our wholly owned ksidiary, Qwest Wireless, in the form of short-tarnsecured lines of credit were
$2.053 billion and $1.888 billion at June 30, 2@08I December 31,
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2002, respectively. These affiliate borrowings fliate based on operating needs of Qwest Wirelabsnature on January 15, 2005.
Our dividends paid during the six monthdemhJune 30, 2003 of $980 million were paid to Q&€ parent.
Recent Developments Impacting Liquidity and CapitalResources

For the nine months ended September 3,200 have declared regular dividends amountirglt634 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 a pa dividends in those periods. We plan to decdard make additional dividend payments
in the future until all net income from wirelinetdies from prior periods has been declared andttedhas 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 ¢asbonvertible promissory note in the amount d¥ 88llion and the assumption of certain
liabilities. The agreement is subject to approwath®e U.S. Bankruptcy Court and certain other gorent 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 oppottuto 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, althoughawve hot yet determined the amount or the price waldvpay 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 associatedpaitficular debt.

As of June 30, 2003 and December 31, 280@roximately $1.25 billion and $0, respectivelffloating 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 Decen8ier2002, we also had $0 and
approximately $1.2 billion, respectively, of longrn fixed rate debt obligations maturing in thddwaiing 12 months. Any new debt obtained
to refinance this debt would be exposed to chaingderest rates. A hypothetical 10% change inititerest rates on this debt would not h
had a material effect on our earnings. We had aqmiately $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 $36illion at June 30, 2003 and December 31, 200pews/ely. A 100 basis point decre:
in the interest rates on this debt would resuétnrincrease in the fair value of these instrumehg&pproximately $500 million and
$400 million as of June 30, 2003 and December B@22respectively.

As of June 30, 2003, we had $1.728 bilbbeash invested in money market and other steont-investments. Most cash investments
invested at floating rates. As interest rates chasg will the interest income derived from theseoants.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q/A contains or incorporatggdference "forward-looking statements," as teantis used in federal securities laws,
about our financial condition, results of operasi@md business. These statements include, amoegsoth

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

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

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

These forward-looking statements are stlbgenumerous assumptions, risks and uncertaititegsmay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesfet risks are described below under "
Factors." These risk factors should be considerednnection with any subsequent written or oralvByd-looking statements that we or
persons acting on our behalf may issue. We do md¢rtake any obligation to review or confirm antdysxpectations or estimates or to
release publicly any revisions to any forward-laowkstatements to reflect events or circumstandes thie date of this report or to reflect the
occurrence of unanticipated events. Further, tf@nmation contained in this document is a statem&our intention as of the date of this
filing and is based upon, among other things, #istiag regulatory environment, industry conditipngarket conditions and prices, the
economy in general and our assumptions as of saieh e may change our intentions, at any timevétitbut notice, based upon any
changes in such factors, in our assumptions ometse.
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RISK FACTORS
Risks Affecting Our Business
Continued downturn in the economy in our local séce area could affect our operating results.

Our operations in our local service areAmtona, Colorado, Idaho, lowa, Minnesota, Montakabraska, 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 custtisw@mnection 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 requesteeatiation 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 effodcstcommodate our customers' needs in this chabgisigess 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 farbar 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. Wenwtdye able to effectively integrate
Sprint's services into our product offerings anahéy require greater resources than we anticipabtpeérate 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 telecommunicatiorstadand Internet offerings, our video offering rémdimited to select markets in our local
service area. If we are unable to effectively impdat our strategy for improving video and wirelsshitions, both our wireless and our
traditional telephone businesses may be adver§elgted.

We have also begun to experience and expeher increased competitive pressure from tet@oanications 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 centinbe forced to respond with lower profit marginduct offerings and pricing schemes
that allow us to retain and attract customers. &lpesssures could adversely affect our operatisigitseand 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 newlymts and accelerate the deployment of advancedsariices, such as broadband data,
wireless and video services and voice over Intgonatbcol services. The development and deployroenew products could require
substantial expenditure of financial and other veses in excess of contemplated levels. If we ateahle to develop new products to keep
pace with technological advances, or if such préglace 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 markeiklaso adversely affect the trading
price of our securities and our ability to service debt.

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

Our revenue decline over the past few yisdeggely attributable to our continued loss ofess lines, which is a result of increased
competition and technology substitution (such aglss and cable substitution for wireline telephoiVe are seeking to improve our
competitive position through product bundling anlder sales and marketing initiatives. However, vaymot be successful in these efforts. If
we are not successful and our revenue declinesialtavithout corresponding cost reductions, twil cause a material deterioration to our
results of operations and financial condition addeasely affect our ability to service debt and pé#yer obligations.

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 disclosurésthahe 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 QCIl is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoree@ffice in each of their respective
investigations, QCII cannot predict the outcomé¢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, esmigints typically involve, among other thir
the SEC making claims under the federal secufiies 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 disclosures
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that are the subject of the various restatement$ IS made as well as additional transactionadidition, any settlement with the SEC may
also involve, among other things, the impositiormaidvil penalty, the amount of which could be niatle and the entry of a court order that
would require, among other things, that QCII asdiificers and directors comply with provisiongloé federal securities laws as to which
there have been allegations of prior violations.

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. 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 anmetgminst QCII that would allege it should havduded in the earnings release a stater
of its earnings in accordance with GAAP. As of Jayul 3, 2004 (the date of the original filing ofstfrorm 10-Q), no action had been taken
by the SEC. However, QCII expects that if its cotrdiscussions with the staff of the SEC resul gettlement, such settlement would inc
allegations concerning the January 24, 2001 easmelgase.

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 Gendrle@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 &f tiovernment; however, if it and we are not allowede suppliers to the government, it and
we would lose the ability to expand the servicescangld provide to a purchaser of telecommunicatgersices that has historically
represented between 2% and 3% of QClII's consotidateual revenue.

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.

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 @oeperating results.

Several lawsuits have been filed againsti, QG well as certain of QCII's past and preséiiters 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 seedlamages in the billions of dollars. For a desariptf these legal actions, please see Note 7—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of thisaep

The consolidated securities action, thesobdated ERISA action and the California Statecheas' Retirement System, State of New
Jersey (Treasury Department, Division of Investhantl State Universities Retirement System ofdiéractions described in Note 7—
Commitments and Contingencies to our condensedtidated financial statements in Item 1 of thisapresent 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 naifif@Cll's recent restatements of its financiatestaents for fiscal 2001 and 2000 affect the
risk presented by these investigations and actemthese matters involve, among other things, '®@tior accounting practices and related
disclosures. Plaintiffs in certain of the secusitéetions have alleged QCII's restatement of ii@nssipport of their claims. While QCIl inten
to defend against these matters vigorously, thmate outcomes of these cases are very uncertadQ&II can give no assurance as to the
impacts on its financial results or financial cdiadi as a result of these matters. Each of thesesda in a preliminary phase. None of the
plaintiffs or the defendants
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has advanced evidence concerning possible recdeatatmages, and QCII has not yet conducted disgawethese and other relevant issues.
QCII has disclosed that it is unable to estimatesoaably a range of loss that it would incur if peintiffs in one or more of these lawsuits
were to prevail. QCII has engaged in discussionghi® purpose of resolving these matters and coesino evaluate any possible range of
loss. Any settlement of or judgment on one or nadrhese claims could be material, and QCII camgiag any assurance that it would have
the resources available to pay such judgments., Alghe event of an adverse outcome of one or rabtleese matters, QCII's ability to meet
its debt service obligations and its financial dtind could be materially and adversely affected.aAwholly owned subsidiary of QCII, our
business operations and financial condition wowdimilarly affected.

Further, given the size and nature of GGHd our business, QCII and we are subject frora to time to various other lawsuits which,
depending on their outcome, may have a materiagraéveffect on our financial position. Thus, we gam no assurances as to the impact
our financial results or financial condition aseault of these matters.

Increased scrutiny of financial disclosure, partitarly in the telecommunications industry in whichevoperate, could reduce invest
confidence and affect our business opportunitiesdsany 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 intersmlytinizing a number of financial
reporting issues and practices.

In addition to the SEC investigation dismos earlier, QCII has reported that the SEC hasstigated QClI's earnings release for the
fourth quarter and full year 2000 and that thefsihthe SEC has decided to recommend an actioimstg@ClI alleging that it should also
have included in the earnings release a statenfi@st@AAP earnings. Although all businesses faneantainty with respect to how the U.S.
financial disclosure regime may impact their finahstatements, particular attention has been fettwscently 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 appropriassrand consistency of pro forma financial infororatlisclosure. 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.

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

Our operations are subject to extensiveri@degulation, including the Communications Ati834, 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 FCQatems apply to interstate
telecommunications (including international telecoumications that originate or terminate in the BdiStates), 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 regulatory
approval of tariffs for our intrastate servicesrost of these jurisdictions. Our business is subeoumerous, and often quite detailed,
requirements under federal, state and local lamesrand regulations. Accordingly, we cannot ensusiewe are always in compliance with
all of these requirements at any single pointrimeti
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Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtwvaries substantially from state to state.
All of our operations are also subject to a var@tgnvironmental, safety, health and other govenmial 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 &@mission of electromagnetic radiation. Althoughlvedieve that we are in compliance with
such regulations, any such discharge, disposahisséoon might expose us to claims or actions tbatdchave a material adverse effect on our
business, financial condition and operating results

Risks Affecting Our Liquidity

QCII's high debt levels and the restrictive termEtbeir debt instruments pose risks to our viabjliand may make us more vulnerable to
adverse economic and competitive conditions, ad e&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. Weaynhave 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 settleméntonnection with the resolution of one or moratters described in Note 7—
Commitments and Contingencies to our condensedtdated financial statements in Item 1 of thisaepAlso, we may be impacted by
factors relating to or affecting QCII's liquidityd 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 futlenturns 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
. QCIlI's high debt levels could adversely impact cnadit ratings.
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We may be unable to significantly reduce the sulmstal capital requirements or operating expensescessary to continue to operate o
business, which may in turn affect our operatingsats.

We anticipate that our capital requiremealating to maintaining and routinely upgrading natwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatecwitfuture contractual cash obligatic
including future purchase commitments, which matuim affect our operating results. While we bedig¢irat our current level of capital
expenditures will meet both our maintenance andcoue growth, if circumstances underlying our expgons change, we may be unable to
further significantly reduce such capital requiremseor operating expenses, even if revenue is dsicig Such nondiscretionary capital
outlays may lessen our ability to compete with offreviders who face less significant spending nespients.

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 ofies described herein.

Other Risks Affecting Qwest

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

The preparation of financial statements ratated disclosures in conformity with GAAP reeusirmanagement to make judgments,
assumptions and estimates that affect the amoeptsted in our consolidated financial statementsaatompanying notes. Our critical
accounting policies, which are described in our2B6rm 10-K, describe the significant accountinigies 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 statements@hated 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 finandlesnents 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 aigicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvberable to successfully extend or
renegotiate our collective bargaining agreementh@gsexpire from time to time. If we fail to extéor renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouii unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a
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significant disruption of operations, which coulaMe a material adverse effect on our business.es&ntly reached agreements with the
Communications Workers of America and the Inteoral Brotherhood of Electrical Workers on new twaaly labor contracts. Each of these
agreements was ratified by union members, wentdffert on August 17, 2003 and expires on Augus2085.

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 systemiséldsure controls and procedures is subject ticelimitations, including the exercise of
judgment in designing, implementing and evaluatheycontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events and the inability to eliminate misconduanptetely. As a result, there can be no assurarateotir disclosure controls and procedures
will detect all errors or fraud.

As reported more fully in our 2002 Form KiG&, we learned during 2002 of certain deficiendie®ur internal controls related to each of
the following:

. 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 sactions and certain other matters; and

. our internal control environment (which had beenected by December 31, 2002).

As reported in our 2002 Form 10-K/A, we dasaken, during the second half of 2002 and tis¢ fialf of 2003, many measures to
improve the effectiveness of our internal contrdlsough it may take some time to realize all ofeaefits from the measures we have ta
we believe that our internal controls are improvamgl that there is no reason to believe that thenfiial statements included in this report are
not fairly stated in all material respects.

We completed on October 16, 2003, an etialuaf the effectiveness of the design and openatif our disclosure controls and
procedures as of June 30, 2003. Based on thatatialuour management, including our Chief Exeautdfficer and Chief Financial Officer,
concluded that these procedures and controls viieetige at June 30, 2003.

The items set forth below were changes niragéhole or in part during the quarterly periodreced by this report in our internal controls
over financial reporting that materially affected were reasonably likely to materially affect, @nternal controls over financial reporting:

. After completing an extensive balance sheet rexdrd/ reconciliation process, we identified impropedcesses and procedt
that have been or are being implemented.

. We reevaluated prior policies and procedures atabkshed new policies and procedures for sucharsaés complex
transactions, account reconciliation procedurescamdract management procedures.

. We established a Disclosure Committee, consistirggnior personnel from the business units anditlaace and legal groug
and we now follow an extensive review and certtfma process in connection with our filings wittetBEC.
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We have taken advantage of significant outsideuness to supplement our finance and controller gsa@and to support tt
preparation of financial statements and reportsatato be filed with the SEC.

We have developed and implemented interim mitigationtrols, involving manual procedures by a sutisthnumber of
employees, in order to reduce to a low level thk of material misstatement in the financial stagets.

We improved the effectiveness of our corporate d@mpe programs. This effort included the hiringadiditional personnel
and the establishment of a management complianmoendtee that is staffed by senior-level employees.
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PART Il —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/A is hereby incorporated by refiee.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

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

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 Qwéstorporated by reference to Qwest's Annual Repof~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 (incorporbyeference to Qwest's Annual Report on Form 1fo+khe year
ended December 31, 2002, File N-3040).

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

4.2) Indenture, dated as of April 15, 1990, by and betwlountain States Telephone and Telegraph Comgathyl he 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).

4.3) First Supplemental Indenture, dated as of April19891, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referetocc®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 anddert U S WEST Communications, Inc. and Bank Onstf@e@mpany,
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 Brotlhaes Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitthicorporated, Banc of America Securities LLC, arRl Morgan
Securities Inc., as Representatives of the Intiaichasers listed therein (incorporated by referéo®west's Form S-4
filed on October 11, 2000
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(10.2) Term Loan Agreement, dated as of June 9, 2003ntamong Qwest, the Lenders listed therein, andiVleynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, sole book-runner, joint lead arranger and sgatidin agent, and
Credit Suisse First Boston, acting through its Cagyrslands 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

31.2 Chief Financial Officer Certification pursuant tecion 302 of the Sarbar-Oxley Act of 2002
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( ) Previously filed.

(b) Reports on Form 8-K:
We filed the following reports on Form 8ekiring the second quarter of 2003:
On April 2, 2003, we filed a report on Fo8alK 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 consolidataerments of operations for the three
months ended March 31, 2003 and 2002; and cerdégcted consolidated financial data and restateadjostment information.

On June 10, 2003, we filed a report on F8fkhannouncing 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 Seéeariixchange Act of 1934, the registrant has dalysed this report to be signed on its behalf
by the undersigned thereunto duly authorized.

Qwest Corporatiol

By: /s/ OREN G. SHAFFER

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

November 12, 2004
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. | have reviewed this quarterly report on Form 1@&-@f Qwest 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$oéimer 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: November 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 Qwest 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$oéimer 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: November 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 ForrQLA for the quarter ended June 30, 2003, fully pbes with 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 IYA. A signed original of this statement has bervijgled to Qwest and will be retained by Qwest furdishec
to the Securities and Exchange Commission oraf§ gpon request.

Date: November 12, 20(C
By: /s/ RICHARD C. NOTEBAERT

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

By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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