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PART I—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

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

Three Months Ended

March 31,
2004 2003
Operating revenue $ 251t $ 2,74
Operating revenu—affiliates 19t 134
Total operating revenu 2,71(C 2,87¢
Operating expense
Cost of sales (exclusive of depreciation and amatitin detailed below 574 59¢€
Cost of sale—affiliates 71 92
Selling, general and administrati 48¢ 504
Selling, general and administrat—affiliates 30¢€ 30z
Depreciatior 57¢ 613
Intangible assets amortizati 95 85
Restructuring, and other charg 2 12
Total operating expens: 2,11¢ 2,204
Operating incomi 59¢ 672
Other expense (income
Interest expen—net 14¢ 137
Interest expen—net+—affiliates 40 36
Other expense (incom—net ()] 8
Total other expen—net 18t 181
Income before income taxes and cumulative effechahge in accounting princig 411 491
Income tax expens 15¢ 187
Income before cumulative effect of change in actiogrprinciple 252 304
Cumulative effect of change in accounting principlet of taxes of $0 and $1:
respectively — 21¢
Net income $ 25z % 52z

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

CONDENSED CONSOLIDATED BALANCE SHEETS

(DOLLARS IN MILLIONS)

March 31, December 31,
2004 2003
(unaudited)
ASSETS
Current assett
Cash and cash equivale $ 1,16( 921
Accounts receivab—net 1,08t 1,24:
Accounts receivab—affiliates 96 10€
Deferred income taxe 18¢ 18z
Prepaid and other ass: 35¢ 354
Total current asse 2,88¢ 2,807
Property, plant and equipm~—net 16,20¢ 16,45¢
Intangible asse—net 1,094 1,14C
Other asset 1,34: 1,34¢
Total asset $ 21,53« 21,75
I I
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Current borrowing: $ 931 881
Current borrowing—affiliates 2,147 2,11¢
Accounts payabl 50t 541
Accounts payab—affiliates 743 567
Dividends payab—QSC 1,354 20C
Accrued expenses and other current liabili 901 95¢
Deferred revenue and advanced billii 52¢ 542
Total current liabilities 7,11C 5,80¢
Long-term borrowings (net of unamortized debt disttof $155 million and $157 million,
respectivel—see Note 2 6,81¢ 6,874
Pos-retirement and other pi-employment benefit obligatior 2,79¢ 2,78t
Deferred income taxe 2,58( 2,544
Other lon(-term liabilities 57€ 664
Total liabilities 19,87¢ 18,67¢
Commitments and contingencies (Note
Stockholder's equity
Common stoc—one share without par, owned by Q 8,21¢ 8,23¢
Note receivabl—affiliate (28€) (28€)
Accumulated defici (6,275 (4,877)
Total stockholder's equit 1,65¢ 3,07
Total liabilities and stockholder's equ $ 2153 $ 21,75

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)
(UNAUDITED)

Three Months Ended

March 31,
2004 2003
OPERATING ACTIVITIES
Net income $ 25z % 522
Adjustments to net incom
Depreciation and amortization 673 69¢
Provision for bad debts 46 62
Cumulative effect of change in accounting princ—net — (219
Deferred income taxes 30 83
Income tax benefit distributed to QSC (29) (39
Other nor-cash item: 14 4
Changes in operating assets and liabilities:
Accounts receivable 142 131
Accounts receivab—affiliate 10 (80)
Prepaid and other current assets 2 5)
Prepaid income taxes—QSC — 25k
Accounts payable, accrued expenses and other tliabitities (93) 21
Accounts payable—affiliate 17¢€ 171
Deferred revenue and advanced billings (63 (29
Other lon¢-term assets and liabilitie (57) (57)
Cash provided by operating activities 1,10( 1,51¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipment (390 (364)
Other 8 12
Cash used for investing activiti (382 (352
FINANCING ACTIVITIES
Net proceeds from current borrowi—affiliates 29 65
Repayments of current portion of long-term borraygin (8 (165)
Dividends paid to QSC (500 —
Cash used for financing activiti (479 (200
CASH AND CASH EQUIVALENTS
Increase in cas 23¢ 1,067
Beginning balanc 921 232
Ending balance $ 116C $ 1,29¢

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
THREE MONTHS ENDED MARCH 31, 2004
(UNAUDITED)

Unless the context requires otherwise, referencesin thisreport to "Qwest," "we," "us," the "Company" and "our" refer to Qwest
Corporation and its consolidated subsidiaries, and referencesto "QCII" refer to our ultimate parent company, Qwest Communications
International Inc., and its consolidated subsidiaries.

Note 1: Basis of Presentation

The condensed consolidated financial stategare unaudited. We prepared these condenssdliciated financial statements in
accordance with the instructions for Form 10-Qcdmpliance with those instructions, certain infotimra and footnote disclosures normally
included in consolidated financial statements preghén accordance with generally accepted accogipiiimciples in the United States of
America ("GAAP") have been condensed or omitted.

We made certain reclassifications to poiaiances to conform to the current presentatiorsélstatements include all the adjustments
necessary to fairly present our condensed congetidasults of operations, financial position aadicflows as of March 31, 2004 and for all
periods presented. These condensed consolidagattial statements should be read in conjunctioh thi¢ audited consolidated financial
statements included in our annual report on ForaK T6r the year ended December 31, 2003 (the "Z08¥8n 10-K"). The condensed
consolidated results of operations for the threemperiod ended March 31, 2004 and the condermesbtidated statement of cash flows for
the three-month period ended March 31, 2004 areectssarily indicative of the results or cash 8§@xpected for the full year.

Our wireless services were provided bywlholly owned subsidiary Qwest Wireless LLC ("Qw®éiteless"). On April 30, 2004, our
direct parent, Qwest Service Corporation ("QSC'adma capital contribution of $2.1 billion to QCeWh turn made a capital contribution of
the same amount into Qwest Wireless, which usesktheoceeds to substantially pay down its $2.1ohiiin outstanding borrowings. On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate and no longer have significairteless operations. See Note—6
Subsequent Events for more information. After trasisfer, we will account for the results of Qwdételess in prior periods as discontinued
operations.

Pension Plan Benefi

Our employees participate in QCII's pendienefit plans. In December 2003, the Medicaredpifgon Drug, Improvement and
Modernization Act of 2003, or the Medicare Act, e law in the United States. The Medicare Acbithtices a prescription drug benefit
under Medicare as well as a federal subsidy to spsrof retiree health care benefit plans thatipea benefit that is at least actuarially
equivalent to the Medicare benefit. In accordanith WASB, Staff Position No. 106-1, "Accounting abiclosure Requirements Related to
the Medicare Prescription Drug, Improvement and &toization Act of 2003," we elected to defer redtign of the effects of the Medicare
Act in any measures of our benefit obligation ostsoSpecific authoritative guidance on the acdagrfor the federal subsidy is pending and
that guidance, when issued, could require us tagdareviously reported information. Currently, eenot believe we will need to amend our
plan. The measurement date used to determine peasibother postretirement benefit measures fop#imsion plan and the postretirement
benefit plan is December 31.

Stock Base-Compensation

Some of our employees participate in QGlksk option plans. These plans are accountedsiag the intrinsic-value method allowed
under Accounting Principles Board Opinion No. 25




"Accounting for Stock Issued to Employees," ("APB.I25") under which no compensation expense isgrzed for QCII's options granted to
employees when the exercise price of those optgnals or exceeds the value of the underlying #gam the measurement date. Any excess
of the stock price on the measurement date ovesxbecise price is recorded as deferred compemsatid amortized over the service period
during which the stock option award vests usingateelerated method described in Financial Accagrditandard Board ("FASB")
Interpretation No. 28 "Accounting for Stock Appratidn Rights and Other Variable Stock Option or AsdvRlans”. QCII allocates to us,
through a contribution, our share of the deferrahgensation expense described herein based omspgfianted.

Had compensation cost for our employeeatigiggation in the QCII stock-based compensatiaanplbeen determined under the fair-value
method in accordance with the provisions of StatdrnéFinancial Accounting Standards ("SFAS") Na31"Accounting for Stock-Based
Compensation" our net income would have been chthtgythe pro forma amounts indicated below:

Three Months Ended
March 31,

2004 2003

(Dollars in millions)

Net income:

As reportec $ 252 % 523
Add: Stocl-optior-based employee compensation expense includedanteelnet income, net «

related tax effect — —
Deduct: Total stock-option-based employee comp@rsakpense determined under fair-value-based

method for all awards, net of related tax effe 5 9
Pro forma $ 247 % 514
] ]

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

Recently adopted accounting pronouncements and clative effect of adoption

On January 1, 2003, we adopted SFAS No, Bi&ounting for Asset Retirement Obligations" /&S No. 143"), which addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdivassets and the associated asset retiremer
costs, generally referred to as asset retiremdigations. SFAS No. 143 requires entities to redbedfair value of a legal liability for an asset
retirement obligation. If a reasonable estimattaofvalue can be made, the fair value of the linbshall be recognized in the period it is
incurred, or if not, in the period a reasonabléneste of fair value can be made. This cost isafiiticapitalized and then amortized over the
estimated remaining useful life of the asset. Wertieined that we have legal asset retirement diidiga associated with the removal of a
limited group of long-lived assets and recordedmulative effect of a change in accounting prireipharge upon adoption of SFAS No. 143
of $7 million (an asset retirement obligation oR$hillion net of an incremental adjustment to tiedrical cost of the underlying assets of
$5 million) in 2003.

Prior to the adoption of SFAS No. 143, weluded in our group depreciation rates estimastdemoval costs (removal costs less
salvage). These costs have historically been tefieio the calculation of depreciation expensetardefore recognized in accumulated
depreciation. When the assets were actually retinretremoval costs were expended, the net remogts eere recorded as a reduction
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to accumulated depreciation. While SFAS No. 143iireg the recognition of a liability for asset rethent obligations that are legally binding,
it precludes the recognition of a liability for assetirement obligations that are not legally liiigd Therefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where th@vaircosts exceeded the estimated
salvage value and we did not have a legal remdMa@ation. This resulted in income from the cumilateffect of a change in accounting
principle of $365 million before taxes upon adoptaf SFAS No. 143 in 2003. The net income impadhefadoption for the three months
ended March 31, 2003 is $219 million ($365 milliess the $7 million charge disclosed above, ngtaime taxes of $139 million). Beginning
January 1, 2003, the net costs of removal relatdkese assets are being charged to our consdlidttEment of operations in the period in
which the costs are incurred.

We adopted the provisions of FASB Interatien No. 46 (revised December 2003), "ConsolidatibVariable Interest Entities" ("FIN
46R") for the three months ended March 31, 200M. #48R requires an evaluation of three additionaéa to determine if consolidation is
required. These criteria are: 1) whether the emtity variable interest entity; 2) whether the campholds a variable interest in the entity; and
3) whether the company is the primary beneficidrthe entity. If all three of these criteria appllye company is required to consolidate the
entity. The adoption of FIN No. 46R did not havmaterial impact on us.

Note 2: Borrowings

As of March 31, 2004 and December 31, 2008 borrowings consisted of:

March 31, December 31,
2004 2003

(Dollars in millions)

Current borrowing-affiliates $ 2,147 $ 2,11¢
Current portion of lon-term borrowings 924 867
Current portion of capital lease obligations artteo 7 14
Total current borrowing $ 3,07t $ 2,99¢
I I

Notes with various rates ranging from 5.50% to 8%2including LIBOR* plus 4.759

with maturities from 2004 to 204 $ 7894 3 7,881
Unamortized discount and ott (155) (157)
Capital lease obligations and otl 11 25
Less: current portio (931) (881)
Total lon¢-term borrowings $ 6,81¢ $ 6,87¢
I I

* London interbank offering rate

Current Borrowings

Current borrowings-affiliates representrgtterm borrowings by our wholly owned subsidia@uest Wireless, on unsecured lines of
credit from affiliates (the "Affiliates Lines of @dit") that are wholly owned by QCII. These AffikalLines of Credit were repaid subsequent to
March 31, 2004. Additionally, subsequent to Mardh 3004, ownership of Qwest Wireless was transfetwean affiliate. See Note 6—
Subsequent Events for more information.




Note 3: Restructuring Charges

The restructuring reserve balances disclissw are included in our condensed consolidagdance sheets in the category of accrued
expenses and other current liabilities for the @utrportion and other long-term liabilities for #o@g-term portion. As of March 31, 2004 and
December 31, 2003, the amounts included as curadiities are $44 million and $58 million and tleng-term portions are $13 million and
$14 million, respectively.

2004 Activities
An analysis of activity associated with #@94 restructuring plan as well as prior yearruestiring plans is as follows:

Quarter Ended March 31, 2004

January 1, March 31,
2004 2004
Balance Provisions Utilization Reversals Balance

(Dollars in millions)

2004 restructuring pla $ — $ 3 % — $ — $ 3
2003 restructuring pla 51 — 16 1 34
2002 and prior restructuring pla 21 — 1 — 2C

Total $ 72 % 3 % 17 $ 1 $ 57

During the three months ended March 314208, as part of our parent's restructuring, idiedtiplanned employee reductions in various
functional areas. As a result, we established arsexe reserve and recorded a charge to our ceettlenssolidated statement of operations of
$3 million for severance benefits and employeeteelanatters pursuant to established severancdgméissociated with a reduction in the
number of employees. We identified approximatel§ g&thployees from various functional areas to bmiteated as part of this reduction.
During the three months ended March 31, 2004, yonpats were made related to this restructuring.

As of March 31, 2004, 1,500 of the 1,60&npled employee reductions under the 2003 restingtplan had been completed and an
additional $16 million of the restructuring resehax been used for severance payments duringriée thonths ended March 31, 2004. Also,
as a part of the 2002 and prior restructuring plarspermanently abandoned a number of operatidgadministrative facilities. For the three
months ended March 31, 2004, we utilized $1 miljimarily for amounts due under the leases. Weseixghe balance of the reserve to be
utilized over the remaining terms of the leasesctvlare up to five years.

SFAS No. 146 "Accounting for Costs Assaeibtvith Exit or Disposal Activities" ("SFAS No. 146stablishes standards for reporting
information about restructuring activities. Effeetifor exit or disposal activities initiated af@ecember 31, 2002, SFAS No. 146 requires
disclosure of the total amount of costs expectdaketcurred in connection with these activitiesdach reportable segment. Our contribution
to the QCII restructuring expense by segment f@42@structuring provisions for our wireline, weet and other segments are $3 million, $0
and $0, respectively. Our contribution to the Q@HBtructuring expense by segment for the 2004 salefor our wireline, wireless and other
segments are $1 million, $0 and $0, respectively. @ntribution to the QCII cumulative restructyriamount incurred for exit or disposal
activities initiated after December 31, 2002 thtoddarch 31, 2004 for our wireline, wireless andesteegments are $68 million, $0 and $5,
respectively.




2003 Activities
An analysis of activity associated with #@03 restructuring plan as well as prior yearrtestiring plans is as follows:

Quarter Ended March 31, 2003

January 1, March 31,
2003 2003
Balance Provisions Utilization Reversals Balance

(Dollars in millions)

20083 restructuring pla $ — $ 10 $ — $ — $ 1C
2002 and prior restructuring pla 81 — 32 — 49
Total $ 81 $ 10 $ 32 % — $ 5¢

During the three months ended March 31320@& as part of our parent's restructuring, idiexstiplanned employee reductions in various
functional areas. As a result, we established ars@ce reserve and recorded a charge to our cagdienasolidated statement of operations of
$10 million for severance benefits and employeatesl matters pursuant to established severanaggotissociated with a reduction in the
number of employees. We identified approximatel§ 8thployees from various functional areas to baiteated as part of this reduction.
During the three months ended March 31, 2003, yonpats were made related to this restructuring.

As of March 31, 2003, we utilized $24 nailli of the 2002 and prior restructuring reservesrerance payments and enhanced pension
benefits. Also as part of the 2002 and prior restring, we permanently abandoned 25 leased fasiliThe abandonment costs include rental
payments due over the remaining terms of the leas¢®f estimated sublease rentals, and estintatgd to terminate the leases. For the three
months ended March 31, 2003, we utilized $1 millddnthe established reserves primarily for paymentmounts due under the leases. Dt
our staffing reduction and consolidation of our i@b®ns, we accrued a restructuring reserve adsaciwgith the termination of nine operating
lease agreements across the country. For the ithwaths ended, March 31, 2003, we utilized $7 nmillad the established reserve for payments
associated with contract termination costs relédeskiting these buildings.

Note 4: Contributions to QCIl Segments

Our operations are integrated into andparé of the segments of the QCII consolidated grdiye chief operating decision maker
("CODM") for QCII makes resource allocation decimand assessments of financial performance fozdhsolidated group based on wirel
wireless and other segmentation. For more infomnadbout QCII's reporting segments, see the amapatt on Form 10-K for the year ended
December 31, 2003. Our business contributes teggments reported by QCII, but the QCII CODM redewr financial information only in
connection with this filing. Consequently, we dd pmvide discrete financial information for Qw&xtrporation to a CODM on a regular ba
However, for reporting purposes only, we have ssparour operating activities for all periods préed into segments in a manner consistent
with consolidated segment results regularly revigtée QCll's CODM. This segment presentation excduaféliate revenues and expenses that
are eliminated in consolidation by QCII.

SFAS No. 146 established standards forrtegpinformation about restructuring activitiedfdetive for exit or disposal activities initiated
after December 31, 2002, SFAS No. 146 requiredatisce of the total amount of costs expected tmberred in connection with these
activities for each reportable segment. The SFAGdidclosure information is included in Note—3 Resturing charges.
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The revenue and expenses shown below aireeddrom transactions with external customers.

Operating revenut

Three Months Ended
March 31,

2004

2003

(Dollars in millions)

Wireline service: $ 238. % 2,58¢
Wireless services 12¢ 151
Other service 7 7
Total contribution to QCIl segment rever $ 251 % 2,742
| |
Operating expense
Wireline services $ 73¢ $ 74C
Wireless service 79 97
Other Services 244 265
Total contribution to QCII Segment expenses $ 1,06z $ 1,10(
I I
Segment income (loss
Wireline services $ 164 % 1,84«
Wireless services 47 54
Other service (237) (25€)
Total contribution to QCII segment incor $ 145: $ 1,64
| |
Capital expenditure:
Wireline $ 341 % 311
Wireless — 11
Other 49 44
Total contribution to QCII capital expenditures 39C 36¢€
Non-cash investing activitie — 2
Total contribution to QCII cash capital expenditire $ 39C % 364
| |

Revenue and expenses are based on thedfypesducts and services described below. Netwrdristructure is designed to be scalable
and flexible to handle multiple products and sesgicAs a result, QCII does not allocate networkastfucture costs to individual products.
Direct administrative costs include sales, custosugport, collections and marketing. Indirect adstiative costs such as finance, information
technology, real estate, legal, marketing serndceshuman resources are included in the othercgsraiperating expenses. QCIl manages
indirect administrative services costs centralbngequently, these costs are not allocated toingrelr wireless services. Similarly,
depreciation, amortization, interest expense, @steincome and other income (expense) are notatfiddo either wireline or wireless services
operating expenses. Additionally, restructuringte@se not included in the determination of segnratdme.

Wireline services include revenue from pinevision of voice services, data and Internetises: Voice services consist of local voice
services (such as basic local exchange servicéshsng services, custom calling features, enhamoice services, operator services, public
telephone services, collocation services and reyémm the sales of customer premises equipmemE"L IntraLATA long-distance voice
services (long-distance services within our loeavice area); and access services (which are ghimanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs")u®e of our local network to connect their
customers to their long-distance networks. An XX@ itelecommunications company that
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provides long-distance services to end-users byllmncalls that are made from a phone exchangmélocal access transport area ("LATA")
to an exchange in another LATA ("InterLATA") or bten exchanges within a LATA.

Data and Internet services include dateices (such as traditional private lines, wholegaleate lines, integrated services digital
network, frame relay, asynchronous transfer moderalated CPE) and Internet services (such asatligibbscriber line, Internet dial access,
professional services and related CPE). Dependirnty® product or service purchased, a customergagyan up-front fee, a monthly fee, a
usage charge or a combination of these fees andeha

Until the transfer of ownership of our wéss operations to an affiliate on May 1, 2004 pnevided wireless services through our wholly
owned subsidiary, Qwest Wireless. We do not plamatee wireless operations of any significance géamgard.

Our March 31, 2004 condensed financiakst&nts include wireless operating revenues andneggeHowever, due to the May 1, 2004
transfer of our wireless ownership to one of ofitiafes, we will no longer include wireless revenand expenses in our continuing operations.
In our second quarter financial statements, wigetesenues and expenses will be included in owoditnued operations for all periods
presented, see Note—6 Subsequent Events.

Other services revenue is predominatelivddrfrom subleases of some of our unused reateeassets, such as space in our office
buildings, warehouses and other properties. Oweratlrvices expenses include unallocated corpergtenses for functions such as finance,
information technology, real estate, legal, marg8ervices and human resources.

The following table reconciles the segniafdrmation to net income for the three months ehbliarch 31, 2004 and 2003:

Three Months Ended
March 31,

2004 2003

(Dollars in millions)

Total contribution to QCII segment incor $ 145: $ 1,64:
Add:
Affiliate revenue 19t 134
Cumulative effect of change in accounting principlet of taxes — 21¢
Deduct:
Affiliate expense: 377 394
Depreciation 57¢ 61c
Intangible assets amortizati 95 85
Restructuring, and other charg 2 12
Total other expense—net 18t 181
Income tax expens 15¢ 187
Net income $ PISY R 52:
I |
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Note 5: Commitments and Contingencie
Legal Proceedings Involving Qwe
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@Glock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thitihgg QCII and the individual
defendants issued false and misleading statemedtsregaged in improper accounting practices inramaccomplish QCII's June 30, 2000
acquisition of U S WEST, Inc. ("the Merger") to nea®CIl appear successful and to inflate the vafu@@ll's stock. The complaint asserts
claims under sections 11, 12, 15 and 17 of the i@@m=uAct. The complaint seeks unspecified monetimages, disgorgement of illegal gains
and other relief. On July 31, 2002, the defendesmtsoved this state court action to federal distatrt in Colorado and subsequently moved to
consolidate this action with the consolidated séiesraction identified below. The plaintiffs hameved to remand the lawsuit back to state
court. Defendants have opposed that motion, whkighending before the court.

Regulatory Matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againstvith the Minnesota Public Utilities
Commission ("Minnesota Commission"), alleging tvat in contravention of federal and state lawgkilo file interconnection agreements
with the Minnesota Commission relating to certdilmar wholesale customers, and thereby allegedigrathinated against other competitive
local exchange carriers ("CLECs"). On NovemberQQ2 the Minnesota Commission issued a writtenroadepting in full a proposal by an
administrative law judge that we committed 26 indiial violations of federal law by failing to filas required under section 252 of the
Telecommunications Act, 26 distinct provisions fdun 12 separate agreements with individual CLEZsdgulated services in Minnesota.
The order also found that we agreed to providediahghrovide to McLeodUSA, Inc. and Eschelon Telectmo. discounts on regulated
wholesale services of up to 10% that were not naadéable to other CLECs, thereby unlawfully digtinating against them. The order found
we also violated state law, that the harm causealipyonduct extended to both customers and cotopetand that the damages to CLECs
would amount to several million dollars for Minnés@lone.

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

. grant a 10% discount off all intrastate Minnesotelgsale services to all CLECs other than Eschat@hMcLeodUSA,; thit
discount would be applicable to purchases madédset CLECs during the period beginning on Noverdbef000 and ending
on May 15, 2002;

. grant all CLECs other than Eschelon and McLeodUSthly credits of $13 to $16 per unbundled netwaldmen-platform
line (subject to certain offsets) purchased dutilgmonths of November 2000 through February 2001;

. pay all CLECs other than Eschelon and McLeodUSA timgrcredits of $2 per access line (subject toairroffsets) purchased
during the months of July 2001 through February22@®d

. allow CLECs to of-in to agreements the Minnesota Commission detedrsheuld have been publicly file
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The Minnesota Commission issued its fimalften decision setting forth the penalties aretiiss described above on May 21, 2003. On
June 19, 2003, we appealed the Minnesota Commissiatters to the United States District Court far District of Minnesota. The appeal is
pending.

Arizona, Colorado, New Mexico, Washingttwa and South Dakota have also initiated formatpedings regarding our alleged failure
to file required agreements in those states. Newiddehas issued an order providing its interpretatif the standard for filing these
agreements, identified certain of our contractsaming within that standard and opened a sepauoatieeti to consider further proceedings. On
April 29, 2004, the New Mexico Staff filed commenégzommending penalties totaling $5.05 million. @abtlo has also opened an investige
into these matters, and on February 27, 2004, tdi¢ & the Colorado Public Utilities CommissiorP(JC") submitted its Initial Comments.
The Colorado Staff's Initial Comments recommendied the PUC open a show cause proceeding basedhp&taff's view that Qwest and
CLECs had willfully and intentionally violated feds and state law and Commission rules. The Stadf detailed a range of remedies avail:
to the Commission, including but not limited toa@ssessment of penalties and an obligation to extexdits to CLECs. On April 15, 2004,
Qwest and the Office of Consumer Counsel for Calorantered into a settlement, subject to Commisafgmoval, that would require Qwest
pay $7.5 million in contributions to state telecoomitations programs to resolve claims relatingdteptial penalties in the docket and that
offers CLECs credits that could total approximat®@ymillion. During an open meeting on April 21,020 the Arizona Corporation
Commission entered final orders upon consideraifamecommended orders of the administrative lavg@idnd a settlement between Qwest
and three CLECs that was filed with the CommissinrApril 14, 2004. The Commission ordered Qwesssae bill credits or pay cash total
approximately $11.7 million to Arizona CLECs on thasis of the settlement, and also ordered Qweasy@enalties of $9 million to the state
treasury. On June 26, 2003, we received from tlieieé Communications Commission ("FCC") a letteingfuiry seeking information about
related matters. We submitted our initial respdongis inquiry on July 31, 2003. On March 12, 20tve FCC issued a Notice of Apparent
Liability which recommended penalties of $9 millitor alleged delays in filing 46 agreements in Ana and Minnesota. Our response is due
May 12, 2004. The proceedings and investigatioriéew Mexico, Colorado and Washington and at the EG@d result in the imposition of
fines and other penalties against us that coulathéierial. lowa and South Dakota have concluded theuiries resulting in no imposition of
penalties or obligations to issue credits to CLECHh0se states. Also, some telecommunicationsigeos have filed private actions based on
facts similar to those underlying these administeaproceedings. These private actions, togethr any similar, future actions, could resul
additional damages and awards that could be sigmifi

Illuminet, Inc., a traffic aggregator, aselveral of its customers have filed complaints wéthulatory agencies in Idaho, Nebraska, lowa,
North Dakota and New Mexico, alleging that they anétled to refunds due to our purported imprdpgylementation of tariffs governir
certain signaling services we provide in thoseestathe commissions in Idaho and Nebraska have miiavor of llluminet and awarded it
$1.5 million and $4.8 million, respectively. We g reconsideration in both states, which was deare subsequently we perfected appeals
in both states. The proceedings in the other statdsn states where Illuminet has not yet filethptaints could result in agency decisions
requiring additional refunds. In addition, Nextelstfiled an arbitration requesting refunds dudlemead improper implementation of the
signaling services.
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As a part of the approval by the FCC ofMerger, the FCC required QCII to engage an inddpehauditor to perform an attestation
review of our compliance with our divestiture ofriggion InterLATA services and our ongoing compdianvith Section 271 of the
Telecommunications Act. In 2001, the FCC begamaastigation of QCII's compliance with the divastit of in-region InterLATA services
and our ongoing compliance with Section 271 forabdit years 2000 and 2001. In connection with ithigestigation, QCII disclosed certain
matters to the FCC that occurred in 2000, 2001220@ 2003. These matters were resolved with fuaige of a consent decree on May 7,
2003, by which the investigation was concludedpAsr of the consent decree, QCII made a voluntagynent to the U.S. Treasury in the
amount of $6.5 million, and agreed to a compligplem for certain future activities. Separate frdms investigation, QCII disclosed matters to
the FCC in connection with its 2002 compliance eayiincluding a change in traffic flow related thalesale transport for operator services
traffic and certain toll-free traffic, certain bithis-labeling for commercial credit card bills, azeftain billing errors for public telephone
services originating in South Dakota and for todlef services. If the FCC institutes an investigaiito the latter categories of matters, it could
result in the imposition of fines and other peraltagainst QCII. Separately, the FCC has alsdutedi an investigation into whether QCII may
have impermissibly engaged in the marketing ofrltdd A services in Arizona prior to receiving FCCapval of QCII's application to provi
such services in that state.

We have other regulatory actions pendinigéal regulatory jurisdictions, which call for pe decreases, refunds or both. These actior
generally routine and incidental to our business.

Other Matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgh(the practice of changing long-
distance carriers without the customer's constrrgmming” (the practice of charging a consumergimods or services that the consumer has
not authorized or ordered) and other sales practloe2003, we resolved allegations and complaihtdamming and cramming with the
Attorneys General for the states of Arizona, Cadarddaho, Oregon, Utah and Washington. In eadhaxfe states, we agreed to comply with
certain terms governing our sales practices apdiyoeach of the states between $200,000 and $3llf&mWVe may become subject to other
investigations or complaints in the future and angh complaints or investigations could resultiritfer legal action and the imposition of
fines, penalties or damage awards.

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

Legal Proceedings Involving QCI

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

Investigations, Securities Actions and Derivative Ations

The investigations and securities acticescdbed below present material and significamisrie QCIIl. The size, scope and nature of the
recent restatements of our and QCII's consolidéaghcial statements for fiscal 2001 and 2000 affiee risks presented by these matters, and
we can give no assurance as to the impacts onnau@g&ll1's financial results or financial condititmat may ultimately result from these
matters. As QCII has previously disclosed, it hagaged in preliminary
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discussions for purposes of resolving certain eféhmatters. QCII recently concluded that a resgmeeld be provided. Accordingly, QCII has
recorded a reserve in its consolidated financakstents for the estimated minimum liability asatesi with certain of these matters. However,
the ultimate outcomes of these matters are stietctain and there is a significant possibility ttiet amount of loss it ultimately incurs could be
substantially more than the reserve it has provided

QCII believes that it is probable thattait $100 million of the recorded reserve will beaeerable out of a portion of $200 million of
insurance proceeds, consisting of $143 millionasfttand $57 million of irrevocable letters of ctethiat were placed in a trust to cover its
losses and the losses of individual insureds faligvits November 12, 2003 settlement of disputek wértain of its insurance carriers related
to, among other things, the investigations and riiesiand derivative actions described below. Heavethe use and allocation of these
proceeds has yet to be resolved between it andidhdil insureds.

The securities actions are in a prelimiramgse and QCII continues to defend against theseers vigorously. QCII has not yet conduc
discovery on damages and other relevant issued.i®Q@lrrently unable to provide any estimate athtiming of the resolution of any of
these matters. Any settlement of or judgment in@anmore of these matters in excess of QCII's @Ebreserves could be significant, and
QCII can give no assurance that it will have treotgces available to pay any such judgment. lretleat of an adverse outcome in one or r
of these matters, QCIlI's ability to meet its dedst/ice obligations and its financial condition abble materially and adversely affected. As a
wholly owned subsidiary of QCII, our business opierss and financial condition would be similarlyfexdted.

Investigations

On April 3, 2002, the Securities and Exg@@ommission ("SEC") issued an order of invesitigeathat made formal an informal
investigation of QCII initiated on March 8, 2002CQis continuing in its efforts to cooperate fuilyith the SEC in its investigation. The
investigation includes, without limitation, inquiimgto several specifically identified QCIl accourdipractices and transactions and related
disclosures that are the subject of the varioussaajents and restatements described in the QClishmeport in Form 10-K for the year ended
December 31, 2002. The investigation also includgsiry into disclosure and other issues relatetidnsactions between QCII and certain of
its vendors and certain investments in the seesrif those vendors by individuals associated @Qithl.

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIlI believes the U.S. Attorney's Office is invgstiing various matters that include the subjectb®finvestigation by the SEC. QClI 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 cooperatedyfwlith Congress in connection with those hearings.

While QCIlI is continuing in its efforts twoperate fully with the SEC and the U.S. Attoraé)ffice in each of their respective
investigations, QCII cannot predict the outcoméhoie investigations. QCII has engaged in discassith the SEC staff in an effort to
resolve the issues raised in the SEC's investigatigt. Such discussions are preliminary and @@hnot predict the likelihood of whether
those discussions will result in a settlement &b, the terms of such settlement. However, amitints typically involve, among other things,
the SEC making claims under the federal secullies in a complaint filed in United States Distri@burt that, for purposes of the settlement,
the defendant neither admits nor denies. Were awsgttlement to occur, QCIl would expect such cdaimaddress many of the accounting
practices and transactions and related disclosha¢sre the subject of the various restatements IS made as well as additional
transactions. In
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addition, any settlement with the SEC may also Iveoamong other things, the imposition of disgongat and a civil penalty, the amounts of
which could be substantially in excess of QClItoreled reserve, and the entry of a court ordentloald require, among other things, that
QCIl and its officers and directors comply with pigions of the federal securities laws as to whidre have been allegations of prior
violations.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€#tsings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Theaselg@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily froblm¥Merger. On November 21, 2001, the SEC staffiméal QCII of its intent to recommend
that the SEC authorize an action against QClIwatld allege it should have included in the earsirgjease a statement of its earnings in
accordance with GAAP. At the date of this filing, action has been taken by the SEC. However, Q@kas that if its current discussions
with the staff of the SEC result in a settlementissettlement will include allegations concerniing January 24, 2001 earnings release.

Also, as the General Services AdministrafitsSA"), previously announced in July 2002, itenducting a review of all contracts with
QCII for purposes of determining present respotigibiOn September 12, 2003, QCII was informed thatinspector General of the GSA had
referred to the GSA Suspension/Debarment Offitialquestion of whether QCII (including us and itseo subsidiaries) should be considered
for debarment. QCII has been informed that thesbiasithe referral was the February 2003 indictnagyatinst four former QCIl employees in
connection with a transaction with the Arizona SuHeacilities Board in June 2001 and a civil conmti@lso filed in February 2003 by the
SEC against the same former employees and otHatmgeto the Arizona School Facilities Board tractson and a transaction with
Genuity Inc. in 2000. QCII is cooperating fully Withe GSA and believes that it and we will remaipmiers of the government, although Q
cannot predict the outcome of this referral.

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative classoactiomplaints have been filed in federal distrmtit in Colorado against QCIllI alleging violatit
of the federal securities laws. One of those chasdeen dismissed. By court order, the remairgtigres have been consolidated into a
consolidated securities action, which we referdoein as the "consolidated securities action."

On August 21, 2002, plaintiffs in the colidated securities action filed their Fourth Comdated Amended Class Action Complaint
("Fourth Consolidated Complaint"), which defendamtsved to dismiss. On January 13, 2004, the UrStetks District Court for the District
Colorado granted the defendants' motions to dismipart and denied them in part. In that ordes,¢burt allowed plaintiffs to file a proposed
amended complaint seeking to remedy the pleadifectieaddressed in the court's dismissal ordeoaered that discovery, which previously
had been stayed during the pendency of the mot@mdismiss, proceed regarding the surviving clai@s.February 6, 2004, plaintiffs filed a
Fifth Consolidated Amended Class Action Complaififth Consolidated Complaint"). The Fifth Consaltéd Complaint attempts to expand
the putative class period previously alleged inRbarth Consolidated Complaint, seeks to restagecthims dismissed by the court, including
claims against certain individual defendants whoendismissed as defendants by the court's dismasdal, and to add additional individual
defendants who have not been named as defendapitsritiffs' previous complaints. The Fifth Conslalied Complaint also advances
allegations related to a number of matters andéetions that were not pleaded in the earlier camgd. The Fifth Consolidated Complaint is
purportedly brought on behalf of purchasers of mlptraded securities of QCII between May 24, 199@ July 28, 2002, and names as
defendants QCII, QCII's former Chairman and Chiedcutive Officer, Joseph P. Nacchio, QCII's for@hief Financial Officers, Robin R.
Szeliga and Robert S. Woodruff, other of QCII'sxier officers and current directors and
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Arthur Andersen LLP. The Fifth Consolidated Complailleges, among other things, that during thetpte class period, QCII and certain of
the individual defendants made materially falséestents regarding the results of QCII's operationgolation of section 10(b) of the
Securities Exchange Act of 1934 (the "Exchange )Atiiat certain of the individual defendants aablé as control persons under section 20(a)
of the Exchange Act, and that certain of the indlinal defendants sold some of their shares of Q@hsmon stock in violation of section 20A
of the Exchange Act. The Fifth Consolidated Comml&irther alleges that QCIlI and certain other ddéts violated section 11 of the
Securities Act of 1933, as amended ("Securitie$)Ant preparing and disseminating false registratatements and prospectuses for the
registration of QCIl common stock to be issued t8 WEST shareholders in connection with the meofiéne two companies, and for the
exchange of $3 hillion of QCII's notes pursuard t@gistration statement dated January 17, 20025%8llion of QCII's notes pursuant to a
registration statement dated July 12, 2001, ané583illion of QCII's notes pursuant to a regisoatstatement dated October 30, 2001.
Additionally, the Fifth Consolidated Complaint aks that certain of the individual defendants et@lé as control persons under section 15 of
the Securities Act by reason of their stock ownigrsmanagement positions and/or membership or septation on QCII's Board of Directors.
The Fifth Consolidated Complaint seeks unspecif@thpensatory damages and other relief. Howevensador plaintiffs has indicated that
the purported class will seek damages in the tébslions of dollars. On March 8, 2004, QCII anther defendants filed motions to dismiss
Fifth Consolidated Complaint.

Since March 2002, seven putative clas®aduits were filed in federal district court inl@@do purportedly on behalf of all participants
and beneficiaries of the Qwest Savings and Investikin and predecessor plans, (the "Plan"), fraanchl 7, 1999 until the present. By court
order, five of these putative class actions haenlmnsolidated and the claims made by the plaintthe sixth case were subsequently
included in the Second Amended and Consolidatedplaint ("Second Consolidated Complaint”), filed iy 21, 2003 and referred to as the
"consolidated ERISA action”. QCII expects the séhigutative class action to be consolidated withdther cases since it asserts substantially
the same claims. Defendants in this matter inclp@¢l, several former and current directors andaiertormer officers of QCII, as well as
Qwest Asset Management, QCII's Plan Design Comejittee Plan Investment Committee and the Plan Adinéttive Committee of the pre-
Merger QCII 401(k) Savings Plan. The consolidat®dFA action, which is brought under the Employedil@ment Income Security Act
alleges, among other things, that the defendae&schied fiduciary duties to the Plan members bygedlly excessively concentrating the Plan's
assets invested in QCII's stock, requiring centairticipants in the Plan to hold the matching dbntions received from QCII in the Qwest
Shares Fund, failing to disclose to the participahé alleged accounting improprieties that aresthigect of the consolidated securities action,
failing to investigate the prudence of investingd@ll's stock, continuing to offer QCII's stockasinvestment option under the Plan, failin
investigate the effect of the Merger on Plan assetsthen failing to vote the Plan's shares agéinsteventing Plan participants from acquit
QCIlI's stock during certain periods, and, as agaiosie of the individual defendants, capitalizimgtioeir private knowledge of QCII's financ
condition to reap profits in stock sales. Plaistgkek equitable and declaratory relief, along @aitbrneys' fees and costs and restitution.
Plaintiffs moved for class certification on JanuaBy 2003, and QCII has opposed that motion, wisighkending before the court. Defendants
filed motions to dismiss the consolidated ERISAatbn August 22, 2002. Those motions are also ipgrokfore the court.

On December 10, 2002, the California Staachers' Retirement System ("CalSTRS") filed agéinst 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 imdor the County of San Francisco. CalSTRS allegatithe defendants engaged in fraudulent
conduct that caused CalSTRS to lose in excess5ff #llion invested in QCII's equity and debt séies. The complaint alleges, among other
things, that defendants engaged in a scheme &lyatdlate QCII's revenue and decrease its expgesseghat QCII would appear more
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successful than it actually was during the period/hich CalSTRS purchased and sold QCII securiliese.complaint purported to state causes
of action against QCII for (i) violation of Califoia Corporations Code section 25400 et seq. (deutaws); (i) violation of California
Corporations Code section 17200 et seq. (unfairpatition); (iii) fraud, deceit and concealment; givj breach of fiduciary duty. Among ott
requested relief, CalSTRS sought compensatoryjaaa punitive damages, restitution, pre-judgmetarest and costs. QCII and the
individual defendants filed a demurrer, seekingniisal of all claims. In response, CalSTRS voluttaismissed the unfair competition claim
but maintained the balance of the complaint. Thetatdenied the demurrer as to the California séiegrlaw and fraud claims, but dismissec
breach of fiduciary duty claim against QCII witlkale to amend. The court also dismissed the clagamst Robert S. Woodruff and Robin R.
Szeliga on jurisdictional grounds. On or about BBy 2003, plaintiff filed a First Amended Complaifihe material allegations and the relief
sought remain largely the same, but plaintiff noger alleges claims against Mr. Woodruff and Mli§a following the court's dismissal of
the claims against them. CalSTRS reasserted ita elgainst QCII for breach of fiduciary duty aslaim of aiding and abetting breach of
fiduciary duty. QCII filed a second demurrer totthkim, and on November 17, 2003, the court disedgthat claim without leave to amend.

On November 27, 2002, the State of NeweJefSreasury Department, Division of InvestmenNdiv Jersey") filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtclteCounty. On October 17, 2003, New Jersey filedimended complaint alleging,
among other things, that QCII, certain of QClI'miier officers and certain current directors anchArtAndersen LLP caused QCII's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing falaeements about QCII's business, revenues
and profits. As a result, New Jersey contendsitlaturred hundreds of millions of dollars in less New Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; (i§gligent misrepresentation; and (iii) civil corrsgly. Among other requested relief, New Jersey
seeks from the defendants, jointly and severatymensatory, consequential, incidental and pundamages. On November 17, 2003, QCII
filed a motion to dismiss. That motion is pendirgfdve the court.

On January 10, 2003, the State UniversRiesrement System of lllinois ("SURSI") filed antauit similar to the CalSTRS and New Jer
lawsuits in the Circuit Court of Cook County, Iltirs. SURSI filed suit against QCII, certain of Q€lflormer officers and certain current
directors and several other defendants, includirtguk Andersen LLP and several investment banksO@wber 29, 2003, SURSI filed a
second amended complaint which alleges, among tihegs, that defendants engaged in fraudulent wainitiat caused it to lose in excess of
$12.5 million invested in QCII's common stock amdbtdand equity securities and that defendants enpizmga scheme to falsely inflate QClI's
revenues and decrease its expenses by impropenctmethated to transactions with the Arizona Scheadtilities Board, Genuity, Calpoint
LLC, KMC Telecom Holdings, Inc., KPNQwest N.V., akdninklijke KPN, N.V. The second amended complaiatports to state the
following causes of action against QCII: (i) viatat of the lllinois Securities Act; (ii) common lafraud; (iii) common law negligent
misrepresentation; and (iv) violation of sectiondfthe Securities Act. SURSI seeks, among otHefrgunitive and exemplary damages,
costs, equitable relief, including an injunctiorfteeze or prevent disposition of the defendamsiséts, and disgorgement. All the individual
defendants moved to dismiss the action against thetack of personal jurisdiction. To date, neitlgCll nor the individual defendants have
filed a response to the second amended complaidtihee lllinois' court's schedule does not contetgpihat answers or motions to dismiss be
filed until after the challenges to jurisdictionMeabeen resolved.

On February 9, 2004, Stichting PensioensohBP ("SPA") filed suit against QCII, certain o2Q's current and former directors, officers,
and employees, as well as several other defendaalgding Arthur Andersen LLP, Citigroup Inc. amadrious affiliated corporations of
Citigroup Inc., in the United States District Cofat the District of Colorado. SPA alleges that tlefendants engaged
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in fraudulent conduct that caused SPA to lose rttaar $100 million related to SPA's investments @13 equity securities purchased betw
July 5, 2000 and March 11, 2002. The complaingake among other things, that defendants credi@deaperception of QCII's revenues and
growth prospects. SPA alleges claims against Q@lcertain of the individual defendants for viaews of sections 18 and 10(b) of the
Exchange Act and SEC Rule 10b-5, violations ofGoéorado Securities Act and common law fraud, npisgsentation and conspiracy. The
complaint also contends that certain of the indiglddefendants are liable as "control persons" ume¢hey had the power to cause QCII to
engage in the unlawful conduct alleged by plaistiff violation of section 20(a) of the Exchange,Aatd alleges other claims against
defendants other than QCII. SPA seeks, among ttiregs, compensatory and punitive damages, resaissirescissionary damages, pre-
judgment interest, fees and costs. On April 19420@fendants filed motions to dismiss, which aeding before the coul

On March 22, 2004, Shriners Hospital foil@en, ("SHC") filed suit against QCII, certain itd former employees, and certain
unidentified persons in the District Court for @By and County of Denver. SHC alleges that theedéénts engaged in fraudulent conduct
variety of actions, including issuing false andleasling financial statements. The complaint allegaens against QCII and the other
defendants based upon Colorado state securitiess Baanmon law fraud, and negligent misrepresemtaséiC alleges damages of $17 milli
SHC seeks compensatory and punitive damages, stégomsts and attorneys' fees. On April 16, 2@86fendants removed this case to the
United States District Court for the District of lBado, where it is now pending.

On or about March 30, 2004, Teachers' Beint System of Louisiana,("TRSL") filed suit agai@CIl in the District Court for the City
and County of Denver. The allegations of the TRS8Inplaint are substantially the same as the seid flgainst QCIl by SHC, except that
TRSL alleges damages of $17 to $23 million. On Ap8i 2004, defendants removed this case to theed@tates District Court for the Distr
of Colorado, where it is now pending.

On October 22, 2001, a purported derivatvesuit was filed in the United States Districtu@ofor the District of Colorado, or the Federal
Derivative Litigation. On February 6, 2004, a thinsiended complaint was filed in the Federal Deifredtitigation, naming as defendants
certain of QCII's present and former directors esdain former officers and naming QCII as a normiledendant. The Federal Derivative
Litigation is based upon the allegations made éndbnsolidated securities action and alleges, amtrgy things, that the defendants breached
their fiduciary duties to QCII by engaging in sdialing, insider trading, usurpation of corporgtpartunities, failing to oversee
implementation of securities laws that prohibitides trading, failing to maintain appropriate fireéad controls within QCII, and causing or
permitting QCII to commit alleged securities viddaus, thus (1) causing QCII to be sued for suctations and (2) subjecting QCII to adverse
publicity, increasing its cost of raising capitaldampairing earnings. On March 26, 2004, a progdearth amended complaint was filed in
Federal Derivative Litigation, which names addidbdefendants, including a former QCII officer,i@ibup Inc. and corporations affiliated
with Citigroup, Inc. The proposed fourth amendethptaint contains allegations in addition to thoseferth in the third amended complaint,
including that certain individual defendants vieldtsecurities laws as a result of the filing oséaand misleading proxy statements by QCII
from 2000 through 2003, and that the Citigroup ddénts aided and abetted breaches of fiduciargslotved to QCII. The Federal Derivative
Litigation has been consolidated with the consadidasecurities action. Plaintiff seeks, among otbaredies, disgorgement of alleged insider
trading profits.

On August 9, 2002, a purported derivatasgduit was filed in the Court of Chancery of that8tof Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of Delaware on or about AugustZEg)2. On October 30, 2002, these two
alleged derivative lawsuits, or collectively, thelBware Derivative Litigation, were consolidatetieTSecond Amended Complaint in the
Delaware Derivative Litigation was filed on or abbdanuary 23, 2003, naming as defendants certa@Cdfs current and former officers and
directors and naming QCII as a hominal defendant.
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In the Second Amended Complaint the plaintiffsgdleamong other things, that the individual defemsta(i) breached their fiduciary duties by
allegedly engaging in illegal insider trading in [DEstock; (ii) failed to ensure compliance wittderal and state disclosure, anti-fraud and
insider trading laws within QCII, resulting in exqoe to it; (iii) appropriated corporate opportigst wasted corporate assets and self-dealt in
connection with investments in initial public ofifey securities through QCII's investment bankemnst @) improperly awarded severance
payments to QCII's former Chief Executive Officklr, Nacchio and QCII's former Chief Financial Ofic Mr. Woodruff. The plaintiffs seek
recovery of incentive compensation allegedly wrattlgfpaid to certain defendants, all severance paymmade to Messrs. Nacchio and
Woodruff, disgorgement, contribution and indemrafion, repayment of compensation, injunctive rekefd all costs including legal and
accounting fees. On March 17, 2003, defendants thtivdismiss the Second Amended Complaint, ohénalternative, to stay the action. As
described below, a proposed settlement of the DelaWerivative Litigation has been reached.

On each of March 6, 2002 and November RR22a purported derivative action was filed in emDistrict Court, which we refer to
collectively as the Colorado Derivative LitigatioBn February 5, 2004, plaintiffs in one of thessessfiled an amended complaint naming as
defendants certain of QCII's current and formeicefs and directors and Anschutz Company, and rga@i@ll as a nominal defendant. The
two purported derivative actions were consolidated-ebruary 17, 2004. The amended complaint allegaeng other things, that various of
the individual defendants breached their legaledutd QCII by engaging in various kinds of selfitegs, failing to oversee compliance with
laws that prohibit insider trading and self-dealiagd causing or permitting QCIl to commit allegedurities laws violations, thereby causing
QCII to be sued for such violations and subjec@®@ll to adverse publicity, increasing its cost@fig capital and impairing earnings.

Beginning in May 2003, the parties to tliddCado Derivative Litigation and the Delaware Dative Litigation participated in a series of
mediation sessions with former United States isthudge Layn R. Phillips. On November 14, 2003 assult of this process, the parties
agreed in principle upon a settlement of the claasegerted in the Colorado Derivative Litigation déimel Delaware Derivative Litigation, subij
to approval and execution of formal settlement deents, approval by the Denver District Court arsidgsal with prejudice of the Colorado
Derivative Litigation, the Delaware Derivative Igttion and the Federal Derivative Litigation. Frblmvember 14, 2003 until February 17,
2004, the parties engaged in complex negotiatiomegolve the remaining issues concerning the piatesettlement. On February 17, 2004,
parties reached a formal Stipulation of Settlemehich was filed with the Denver District Court. g ktipulation of settlement provides, am:
other things, that if approved by the Denver Dist€@ourt and upon dismissal with prejudice of theddware Derivative Litigation and the
Federal Derivative Litigation, $25 million of th®0 million fund from the insurance settlement waértain of QCII's insurance carriers will
be designated for the exclusive use of QCII tolpages and QCII will implement a number of corpemgdvernance changes. (The
$200 million has been placed in trust to coverdssCII may incur and the losses of current anchéordirectors and officers and others who
release the carriers in connection with the settleh The Stipulation of Settlement also providest the Denver District Court may enter
awards of attorneys' fees and costs to derivalaiatiffs' counsel from the $25 million in amoumtst to exceed $7.5 million and $125,000,
respectively. On February 17, 2004, the DenverrBis€ourt entered a Preliminary Approval Order aotieduled a hearing to take place on
June 15, 2004, to consider final approval of theppsed settlement and derivative plaintiffs' colgisequest for an award of fees and costs.

On or about February 23, 2004, plaintiffiie Federal Derivative Litigation filed a motiamthe United States District Court for the
District of Colorado to enjoin further proceedirrgsating to the proposed settlement of the Colofadadvative Litigation, or alternatively, to
enjoin the enforcement of a provision in the Preiany Approval Order of the Denver District Courhieh plaintiff claims
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would prevent the Federal Derivative Litigationrfrdbeing prosecuted pending a final determinatiowloéther the settlement of the Colorado
Derivative Litigation shall be approved. On March2804, the individual defendants in the Federai\éive Litigation filed a motion to stay
all proceedings in that action pending a deternonaty the Denver District Court whether to appréve proposed settlement of the derivative
claims asserted in the Colorado Derivative Litigati

Other Matters

In January 2001, an amended purported eletisn complaint was filed in Denver District Cbagainst QCIl and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@t h duty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2BG0ntiffs further claim that the defendants mipted to avoid paying the dividend by
changing the record date from June 30, 2000 to Y000, a claim QCII denies. In September 2@i2l| filed a motion for summary
judgment on all claims. Plaintiffs filed a cr-motion for summary judgment on their breach of cacttclaims only. On July 15, 2003, the cc
denied both summary judgment motions. Plaintiffsinas for breach of fiduciary duty and breach ofittact remain pending. The case is now
in the class certification stage, which QCII is ltdraging.

Several purported class actions relatinpéanstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsl€{ass certification was denied in the Louisiarmeeeding and, subsequently, sumn
judgment was granted in QCII's favor. A new Louisialass action complaint has recently been filddss certification was also denied in
California proceeding, although plaintiffs havesflla motion for reconsideration. Class certifiaaticas granted in the lllinois proceeding. C
certification has not been resolved yet in the offteceedings. The complaints challenge QCII'striglinstall its fiber optic cable in railroad
rights-of-way and, in Colorado, lllinois and Texatso challenge QCII's right to install fiber optigble in utility and pipeline rights-of-way. In
Alabama, the complaint challenges QCI!I's rightstall fiber optic cable in any right-efay, including public highways. The complaints gé
that the railroads, utilities and pipeline comparogvn a limited property right-of-way that did nietlude the right to permit QCII to install its
fiber optic cable on the plaintiffs' property. Tineliana action purports to be on behalf of a natiafass of landowners adjacent to railroad
rights-of-way over which QCII's network passes. Rt@bama, California, Colorado, Georgia, Kansasjisiana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andslastions purport to be on behalf of a class df sandowners in those states,
respectively. The lllinois action purports to belmhalf of landowners adjacent to railroad rightsvay over which QCII's network passes in
lllinois, lowa, Kentucky, Michigan, Minnesota, Nelska, Ohio and Wisconsin. Plaintiffs in the lllis@iction have filed a motion to expand the
class to a nationwide class. The complaints seeladas on theories of trespass and unjust enrichmemell as punitive damages. Together
with some of the other telecommunication carrigeddants, in September 2002, QCII filed a propasatiement of all these matters (except
those in Louisiana) in the United States Distriou@ for the Northern District of lllinois. On JuBb, 2003, the court granted preliminary
approval of the settlement and entered an ordeiréng competing class action claims, except thodeuisiana. Accordingly, with the
exception of the Louisiana actions, all other rightvay actions are stayed. The settlement anddbe's injunction are opposed by some, but
not all, of the plaintiffs' counsel and are on aggeefore the Seventh Circuit Court of Appealsttis time, QCII cannot determine whether
such settlement will be ultimately approved orfihal cost of the settlement if it is approved.

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court alleging that thefendants
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violated state and federal securities laws anddmeh their fiduciary duty in connection with anéstment by the plaintiff in securities of
KPNQwest. QCIll is a defendant in this lawsuit alevith Qwest B.V., Joseph Nacchio and John McMaskter former President and Chief
Executive Officer of KPNQwest. The plaintiff trusaims to have lost $10 million in its investmemt{PNQwest. On January 27, 2004, the
Arizona Superior Court granted QCII's motion tondiiss the state and federal securities law clainmsMarch 19, 2004, plaintiffs filed a secc
amended complaint asserting violations of the seesilaws and other claims.

On October 4, 2002, a putative class acatias filed in the federal district court for theuBiwern District of New York against Willem
Ackermans, the former Executive Vice President@haf Financial Officer of KPNQwest, in which QGilas a major shareholder. The
complaint alleges, on behalf of certain purchas&kPNQwest securities, that Ackermans engagedfiawdulent scheme and deceptive co
of business in order to inflate KPNQwest revenu securities. Ackermans was the only defendant damthe original complaint. On
January 9, 2004, plaintiffs filed an amended compladding as defendants QCII, certain of QCllisrfer executives who were also on the
supervisory board of KPNQwest, and others.

Note 6: Subsequent Events
Capital contribution and transfer of ownership of West Wireless

On April 30, 2004, our direct parent, Q®t@de a capital contribution of $2.1 billion to Q&e in turn made a capital contribution of this
same amount into Qwest Wireless, which used thexsepds to substantially pay down its $2.1 billiooutstanding borrowings. On May 1,
2004, we then transferred ownership of Qwest Waete an affiliate. Due to this transfer, we noglenhave significant wireless operations. As
a result, in all future reports we will account tbe results of Qwest Wireless for prior periodslizsontinued operations.

Debtrelated Matter

On March 15, 2004, we notified the trustégarious series of its notes and debenturesahiention to redeem all $100 million
outstanding principal amount of its 5.65% Notes Naeember 1, 2004 and all $40.8 million outstandinigcipal amount of its 39-year 5.5%
Debentures due June 1, 2005. The redemption daéabéh of these series of notes was May 1, 200ghigh time we funded the trustee with
the $140.8 million redemption amount and all relatgerest ceased to accrue.

Dividends

As reflected in our financial statemensthie first quarter of 2004, we declared a dividen#1.360 billion relating to net income from
prior periods that was not declared or paid agdéivils in those periods. Only a portion of thisdiwid, $300 million, was paid during the first
quarter. An additional $223 million of this divid#ihas been paid since March 31, 2004. Also, sinaeeM31, 2004, we have paid $277 mill
in regular dividends based on the first quarteniegs of our wireline operations.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Unless the context requires otherwise, referencesin this report to "Qwest," "we," "us," the "Company" and "our" refer to Qwest
Corporation and its consolidated subsidiaries, and referencesto "QCII" refer to our ultimate parent company, Qwest Communications
International Inc., and its consolidated subsidiaries.

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

Business Overview and Presentation

We provide local telecommunications andtedl services, IntraLATA long-distance services wirdless, data and video services within
our local service area, which consists of the Bestegion of Arizona, Colorado, Idaho, lowa, Miso&, Montana, Nebraska, New Mexico,
North Dakota, Oregon, South Dakota, Utah, Washimgied Wyoming

Our analysis presented below is organinelway that provides the information required,leshighlighting the information that we
believe will be instructive for understanding tle¢evant trends going forward. Specific variancesfioverall trends are further explained in
relevant revenue and expense discussion and aséhgtifollows the trends discussion.

Our operations are integrated into andpare of the segments of the QCII consolidated grdiye chief operating decision maker,
("CODM"), for us is the same as that for the coitsded group. The CODM makes resource allocatiaistins and assessments of financial
performance for the consolidated group based oeliw&, wireless and other segmentation. For mdaermation about QCII's reporting
segments, see QCII's annual report on Form 10-khfoyear ended December 31, 2003. Our businesshges to the segments reported by
QCII, but the QCII CODM reviews our financial infaation only in connection with this filing. See thuer discussion in Note 4E€entribution:
to QCII Segments to our consolidated financialestants in Item 1 of this report.

Our wireless services were provided bywlolly owned subsidiary Qwest Wireless LLC ("Qw®direless"). On April 30, 2004, our
direct parent, Qwest Service Corporation ("QSC'adma capital contribution of $2.1 billion to QCeW turn made a capital contribution of
the same amount into Qwest Wireless, which usesktheoceeds to substantially pay down its $2.1ohiiin outstanding borrowings. On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate and no longer have significairteless operations. See Note—6
Subsequent Events for more information. After thasisfer, we will account for the results of Qwdételess in prior periods as discontinued
operations.

Business Trends

Our results continue to be impacted by primary factors influencing the telecommunicatiamdustry. First, technology substitution and
competition are expected to continue to cause adoeslosses. We expect industry-wide competitaators to continue to impact our results
and we have developed new strategies for offerimgptementary services such as satellite televiSeeond, our results continue to be
impacted by regulatory responses to the competiindscape for both our local and long-distanceises.
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Revenue Trend

Historically, at least 85% of our revenwenes from our wireline services, including voiceviees and data and Internet services.
However, on May 1, 2004, we transferred ownershiQwest Wireless to an affiliate. As a result, dahsally all of our future revenue will
come from our wireline services.

In general, we have experienced a decfinedal voice-related revenue as a result of aedessr in access lines and our competitors'
accelerated use of unbundled network element-ptatfBlUNE-P") and unbundled local loops, to deliveice services. Access lines are
expected to continue decreasing primarily becafisechnology substitution, including wireless amdle substitution for wireline telephony,
and cable modem substitution for dial-up Interroeteas lines. Unbundled network element ("UNE")swéich require us to sell access to our
wireline network to our competitors, at wholesaltes, will continue to impact our results. The asEINES, including UNE-P, is expected to
cause incremental losses of retail access linespply downward pressure on our revenue. IncreBsingwever, we expect digital subscriber
lines ("DSL") revenue within our local service regito offset some of these revenue declines. BianadiBervices have been expanded to allow
more of our customers to convert from dial-up Inetrconnections to our DSL services. We have ban@I€ll's long-distance offering with
complementary local service offerings. The recetiba by the Washington DC Circuit Court vacatihg Federal Communications
Commission ("FCC") UNE-P rules, in conjunction withr efforts to negotiate new contracts with contjyetlocal exchange carriers
("CLECs") and data access service providers may iméigate this downward pressure on wireline nrasgi

We have also begun to experience and experetased competitive pressure from telecommuisicsiproviders either emerging from
bankruptcy protection or reorganizing their capstalicture to more effectively compete againstAssa result of technology substitution and
low-cost competitors benefiting from low UNE ratesbankruptcy reorganization, we have been andgoatinue to be forced to respond with
less profitable product offerings and pricing pléman effort to retain and attract customers.

Expense Trend:

Our expenses continue to be impacted Hiirghidemand due to increased competition and tipamrsion of our product offerings.
Expenses associated with our new product offeriend to be more variable in nature. While existingducts tend to rely upon our embedded
cost structure, the mix of products we expect tbceenbined with regulatory and market-pricing sses may pressure operating margins.

In order to improve operational efficiergiand in response to the decline in revenue, we imaplemented restructuring plans in which
we reduced the number of employees and consolideteédubleased idle real estate properties. Whelbave realized savings due to
reductions in salaries and wages resulting fromresiructuring efforts and lower sales commissixpease as a result of lower revenues and a
revision to our sales compensation plan, we coatiowexperience offsetting increases in costsaelad our pension and pagtirement benef
plans and to health insurance costs. We will cotito evaluate our staffing levels and cost stnecand will adjust these as deemed necessary

Results of Operation
Overview

We generate revenue from the provisionai€e services, data and Internet services, wiradessces, other services and services to our
affiliates. Certain prior year revenue amounts hasen reclassified to conform to the current yeasentation. Depending on the product or
service
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purchased, a customer may pay an up-front fee,rdhtyofee, a usage charge or a combination of thHse following is a description of the
sources of our revenue:

. Voice services. Voice services revenue includeallacice services, IntraLATA londistance voice services and access sen
Local voice services revenue includes revenue frasic local exchange services, switching servimestom calling features,
enhanced voice services, operator services, ptaiiphone services, collocation services and cust@memises equipment
("CPE"). Local voice services revenue also incluge®nue from the provision of, on a wholesale fyastwork transport,
billing services and access to our local netwankaLATA long-distance voice services revenue idelsirevenue from
IntraLATA long-distance services within our locairgice area. Access services revenue includexfeged to other long-
distance providers to connect to our network.

. Data and Internet services. Data and Internetsesvievenue includes data services (such as tmaditprivate lines, wholesa
private lines, frame relay, Integrated ServicesitBigNetwork ("ISDN"), asynchronons transfer modhel aelated CPE) and
Internet services (such as DSL, Internet dial exeasl related CPE).

. Wireless services. In the Third quarter of 2003 .e@WWireless entered into a service agreementanstibsidiary of Sprint thi
allowed us to resell Sprint wireless services,ldilg access to Sprint's nationwide PCS wirelessar&. All of our wireless
services including those available through ther8@@rvice agreement were provided through our Wtoetined subsidiary,
Qwest Wireless. After a May 1, 2004 transfer of evahip to an affiliate, we will no longer have sigrant wireless operations.

. Other services. Other services revenue is preddatjnderived from the sublease of some of our udueal estate assets, such
as space in our office buildings, warehouses ahergiroperties.

. Affiliate services. Affiliate revenue is derivedfn telecommunications services provided to outiafifid entities. We general

provide the same products and services to ouiadéfd entities as we do in the marketplace. Thesgces include both retail
and wholesale products and service.
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The following table summarizes our resaofteperations:

Operating revenu
Operating expense
Cost of sales (exclusive of depreciation and amatitin detailed below
Selling, general and administrati
Depreciatior
Intangible assets amortizati
Restructuring and other charges (crec

Operating incomi

Other expense (income
Interest expen—net
Other expense (incon—net

Total other expen—net

Income before income taxes and cumulative effechahge in accounting
principle

Income tax expens

Income before cumulative effect of change in actiogrprinciple
Cumulative effect of change in accounting principlet of taxe:

Net income

nm—not meaningful

Operating Revenue

Three Months Ended March 31,

Increase/
2004 2003 (Decrease) %
(Dollars in millions)
$  2,71C $ 287¢ $ (16€) (6)%
64E 68¢€ (43 (6)%
794 80€ (12) (1)%
57¢ 61z (35) (6)%
95 85 10 12%
2 12 (100  (83)%
59€ 672 (76)  (11)%
18¢ 173 16 9%
4 8 (12 nm
18¢ 181 4 2%
411 491 (800 (16)%
15¢ 187 (289 (15%
252 304 (520 (17%
— 21¢ (219  nm
$ 252 $ 525 $ (271)  (52%

Three Months Ended March 31,

2004

2003

Increase/
(Decrease)

%

(Dollars in millions)

Voice service: $ $ 2,04z 3 (197) (9%
Data and Internet servic 542 (11) (2)%
Wireless 151 (25 (17%
Other service 7 — 0%
Affiliate services 134 61 46%
Total operating revent $ $ 287 $ (16€) (6)%

For a description of the products and sexvincluded in each revenue line item, see "Orarvabove.

Voice Services

Voice services revenues decreased $19ibmilbr 9%, for the three months ended March 30428 compared to the three months endec
March 31, 2003. The voice services revenue decrgaserimarily the result of access line lossesing declines. We have experienced

competition from
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technology substitution, CLECs and other telecomications providers reselling our services by udiiE. The regulated pricing structure of
the UNE has applied downward pressure on revenues.

For the three months ended March 31, 2@0zbanpared to the three months ended March 31, 2064 voice revenue declined
$172 million, or 10%. Local voice revenue declimee primarily driven by losses of access lines ugompetition from both technology
substitution and other telecommunications provideselling our services through the use of UNEssi®wn in the table below, total access
line loss trend, which peaked during the quarteieenJune 30, 2003, has stabilized over the laséthuarters, averaging approximately
151,000 (less than 1% per quarter) access linepéogjuarter since June 30, 2003.

March 31, March 31,
2004 2003 (Decrease) %

(In thousands)
Access Line: 16,05( 16,88t (835) (5%

As shown above, between March 31, 2003Maith 31, 2004, total access lines declined by &%h,or 5%. Local voice revenue gains
from increased UNE access lines were offset by taeeenue for collocation, operator and other ewi The increase in UNE access lines
partially offset the loss of consumer and busimetal access lines but, because the regulatethgritructure of UNEs mandates lower rates,
this transition has caused downward pressure onevenue. Competitive pressures on feature andagacfricing and a migration customer
our new value packages has caused a decreasesrfoabur local voice products.

Wireless Services

Wireless services revenue decreased $2iomibr 17%, for the three months ended March28D4 as compared to the three months
ended March 31, 2003. The decrease in wirelessiteviirough March 31, 2004 was due to our stragicsion to demphasize marketing
our stand-alone wireless services. Although wiseladustry revenue grew in total in 2003 and cargmto grow in 2004, our wireless revenue
decreased in 2004, due in part to our limited it offer a competitive wireless product. Durithg three months ended March 31, 2004 we
began to increase marketing for our new wireleeriofys, which were expanded to allow the bundbhgvireless and local voice services and
are being further enhanced through our aforemesti@rangement with Sprint.

Affiliate Services

Affiliate services revenue consists of tel@munications services provided to affiliated gmtiees. Affiliate services revenue increased
$61 million, or 46%, for the three months ended dfteB1, 2004 compared to the same period in 2008.iffdreases in affiliate services
revenue were primarily caused by a migration afddemmunications services from third-party providamo our network and by QCIlI's
entrance into InterLATA long-distance business wilith FCC's authorization of QCII's Section 27hfj. These services and related revenue
increases were related primarily to increasesiiraf® line services, and increases in marketinigssand billing and collection services
provided to QCII's long-distance subsidiary.
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Operating Expense

The following table shows a breakdown ofm@ing expenses:

Three Months Ended March 31,

Increase/
2004 2003 (Decrease) %

(Dollars in millions)

Operating expense

Cost of sales $ 64 $ 68t $ (43 (6)%
Selling, general and administrative ("SG&A") 794 80¢€ 12 1%
Depreciatior 57¢ 613 (35) (6)%
Intangible assets amortization 95 85 10 12%
Restructuring and other charges (credits) 2 12 (10 (83)%

Total operating expens $ 211« $ 220 $ (90) (4)%

Cost of Sales

The following table shows a breakdown dftaaf sales by major component:

Three Months Ended March 31,

Increase/
2004 2003 (Decrease) %

(Dollars in millions)

Employee and servi-related cost $ 43C $ 424 % 6 1%
Network costs 63 72 9 (13%
Non-employee related cos 81 10C 19 (19%
Affiliate costs 71 92 2) (23)%

Total cost of sale $ 64t $ 688 $ 43 (6)%

Cost of sales includes network costs, sslaand wages, benefits, materials and suppliegtacied engineering services and computer
systems support.

Cost of sales, as a percent of revenueaired consistent at 24% for both periods ended Maig 2004 and 2003. Total cost of sales
decreased $43 million, or 6%, which is consisteiti #he 6% revenue decline, for the three montteedrMarch 31, 2004 as compared to the
three months ended March 31, 2003.

Employee and service-related costs, sudalasies and wages, benefits, commissions ardiplairty customer service costs increased
$6 million, or 1%, for the three months ended Ma3&h2004 as compared to the three months endech\8dr, 2003. While we have realized
savings due to reduction in salaries and wagegeofdssional fees resulting from our restructueffgrts, we continue to experience offsett
increases in costs related to our pension andrptistment benefit plans and health insurance tosteased overtime for weather-related
network maintenance also added to 2004 costs.

Our network costs, which include third-gagkpenses to repair and maintain our network apglges to provide services to customers,
decreased $9 million, or 13%, for the three moetided March 31, 2004 as compared to the three memnitted March 31, 2003. We reduced
our reliance on third-party contractors to proviggwork maintenance services, by shifting this wiorkur employees. We also experienced
lower costs associated with wireless handset sal@sresult of lower unit prices and decreasdseémtumber of new wireless subscribers.
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Non-employee related costs, such as réalieesosts and reciprocal compensation paymergs {6 terminating our customers' local calls
onto other networks), decreased $19 million, or 18%the three months ended March 31, 2004 as acadpto the three months ended
March 31, 2003. The decrease is primarily due doiced access costs related to lower volumes ané-fime rate adjustment for a certain
customer.

Affiliate costs decreased $21 million, &2, for the three months ended March 31, 2004 agpaced with the same period in 2003. The
decrease is primarily attributable to one-time atijents with certain affiliates for over and undidings.

Selling, General and Administrative (SG&A) Expen

The following table shows a breakdown o8&y major component:

Three Months Ended March 31,

Increase/
2004 2003 (Decrease) %

(Dollars in millions)

Employee and servi-related cost $ 204 $ 208 % 4) 2)%
Bad debt 46 62 (16) (26)%
Property and other tax 71 10t (39 (32)%
Non-employee related cos 167 12¢ 38 29%
Affiliate costs 30€ 30z 4 1%

Total SG&A $ 794 $ 80 $ (12) 1)%

SG&A expenses include taxes other thanrmetaxes, bad debt charges, salaries and wagd&edty attributable to the provision of
products or services, benefits, sales commissiens for administrative space, advertising, prafesasl service fees and computer systems
support.

SG&A, as a percent of revenue, was 29%heithree month period ended March 31, 2004 and f28%he same period in 2003. Total
SG&A decreased $12 million, or 1%, for the threenths ended March 31, 2004 as compared with the pamed in 2003. SG&A expenses
decreased primarily due to the reasons discusded be

Employee and service-related costs, sudalasies and wages, benefits, sales commissigegjroe, professional fees (such as
telemarketing, and customer service costs) deadeg&enillion, or 2%, for the three months ended dha81, 2004 as compared to the same
period in 2003. The decline is primarily due toueeld professional fees arising from the decreasedfithird-party vendors for customer
service and telemarketing. These cost reductioms partially offset by increases in our pension past-retirement benefit plan and health
insurance expenses.

Bad debt expense decreased $16 millio@686, for the three months ended March 31, 2004agared to the same period in 2003. Bad
debt expense decreased as a percentage of revenu.2% for the three months ended March 31, 20037% for the three months ended
March 31, 2004. Bad debt expense declined as # oésiecreases in revenue, fewer customer bangyupings, improved collections
practices and tighter credit policies.

Property and other taxes decreased $3#bmilbr 32%, for the three months ended March BD4Zompared to the same period in 2003.
Reduced property taxes can primarily be attribtiwechanges in property tax estimates and a onedipense reduction from a successful
property tax appeal for the three months ended Matg 2004.

Non-employee related costs, such as réatesmsurance and advertising, increased $38amjlbr 29%, for the three months ended
March 31, 2004 as compared to the same perioddB.2lhe increase is attributable to higher markesind advertising expenses, primarily
to the 2004
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advertising campaign for the new Sprint wirelesgdpicts and increase advertising for our new vahekages.
Combined Pension and Post-Retirement Benefits

Our results include post-retirement berefpienses allocated to us by QCII, net of pensiedits, of $56 million in the first quarter of
2004 and $54 million, in the first quarter of 200Be net pension expense or credit is a functich@famount of pension and post-retirement
benefits earned, interest on projected benefigalibns, amortization of costs and credits fronoipbienefit changes and the expected return on
the assets held in the various plans. The net pemsipense or credit is allocated partially to afstales and the remaining balance is included
in SG&A.

In December 2003, the Medicare Prescripbamng, Improvement and Modernization Act of 2008the Medicare Act, became law in the
United States. The Medicare Act introduces a pigtson drug benefit under Medicare as well as &fatisubsidy to sponsors of retiree health
care benefit plans that provide a benefit that Isa@st actuarially equivalent to the Medicare liéne accordance with Financial Accounting
Standards Board, ("FASB"), Staff Position No. 1QBAtcounting and Disclosure Requirements Relateiti¢oMedicare Prescription Drug,
Improvement and Modernization Act of 2003", we &elcto defer recognition of the effects of the Mede Act in any measures of the benefit
obligation or cost. Specific authoritative guidameethe accounting for the federal subsidy is pegdind that guidance, when issued, could
require us to change previously reported infornmat@urrently, we do not believe we will need to acheur plan to benefit from the Medicare
Act.

Depreciation

Depreciation expense for the three montised March 31, 2004 decreased $35 million, or 63 pmared to the three months ended
March 31, 2003. The decrease was the result ahihequarter 2003 wireless impairment and redwaggtal expenditures in 2003 and 2004,
which caused more assets to become fully deprekiatative to asset additions.

Intangible Assets Amortizatiol

Amortization expense increased $10 milli@n12%, for the three months ended March 31, 2@bvpared to the same period in 2003.
increase was attributed to increases in capitakodvare.

Restructuring Charges

The restructuring reserve for the three the@ended March 31, 2004, included charges of $®omfor the severance benefits pursuant to
established severance policies and was partidllgatfby reversal of prior charges. QCII reviewed employee levels in certain areas of our
business and as a result, identified 100 emplofreesvarious functional areas to be terminated parfof this restructuring. As a result of
these restructuring activities, we expect to reaimnual savings of approximately $6 million.
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Total Other Expense—Net

Other expense—net, includes interest ex@eret of capitalized interest and other income-~mbich include interest income.
Components of other expense—net are as follows:

Three Months Ended March 31,

Increase/
2004 2003 (Decrease) %

(Dollars in millions)

Interest expen—net $ 14 $ 137 B 12 9%

Interest expen—net+—affiliates 40 36 4 11%

Other expense (incom—net 4 8 (120 nm
Total other expen—net $ 18 $ 181 $ 4 2%

Interest expense—net, increased $12 mithiod% for the three months ended March 31, 20@dpeoed to the same period ended 2003.
The increase was attributable to the increasedrathount of outstanding debt for the three montisee March 31, 2004 when compared tc
same period in 2003.

Interest expense—net affiliates, increggedillion or 11% for the three months ended Ma8th2004 compared to the same period
ended 2003. The increase was attributable to trease in the amount of outstanding affiliate debthe three months ended March 31, 2004
when compared to the same quarter in 2003.

Income Tax Provision

The effective income tax rate is the primridor income taxes as a percentage oftareincome. Our effective income tax rate for thie¢
months ended March 31, 2004 increased to 38.7%rapared to 38.1% for the three months ended Mat¢i2@03. The change reflects an
annual accrual adjustment for our state incomdiadxities.

Liquidity and Capital Resource

We are a wholly owned subsidiary of Qwestv&es Corporation, ("QSC") which is wholly ownleg QCII. As such, factors relating to or
affecting QCII's liquidity and capital resourcesittbhave material impacts on us, including changéle market's perception of us and imp
on our credit ratings.

As of March 31, 2004 and December 31, 2@3l| and its consolidated subsidiaries had totatdwings of $17.5 billion. Some of the
borrowings issued by QCIl and QSC are secureddmslon our stock. As a result, ownership of owlstmuld transfer if either QCII or QSC
were to default on its debt obligations.

QCII has cash management arrangements éeteertain of its subsidiaries that include linésredit, inter-company obligations, capital
contributions and dividends. As part of these caghagement arrangements, affiliates provide lifiesealit to certain other affiliates.
Amounts outstanding under these lines of creditiated-company obligations vary from time to timedeare classified as short-term
borrowings.

Near-Term View

Our working capital deficit, or the amotmytwhich our current liabilities exceed our currassets, was $4.2 billion, and $3.0 billion as of
March 31, 2004 and December 31, 2003, respecti@ly.working capital deficit increased $1.2 billimsmen compared to December 31, 2003.
The increase was
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primarily due to our declaration of dividends i thmount of $1.360 billion relating to net incomenf prior periods that was not declared or
paid as dividends in those periods.

Since March 31, 2004, the following evemise had an impact on our working capital:

. On March 15, 2004, QC notified the trustee of vasiseries of its notes and debentures of its iimemnd redeem all $100 millic
outstanding principal amount of its 5.65% Notes Noeember 1, 2004 and all $40.8 million outstandinigcipal amount of its
39 Year 5.5% Debentures due June 1, 2005. The pgaendate for each of these series of notes was Ma004, at which tim
we funded the trustee with the $140.8 million reggon amount and all related interest ceased touacc

. On April 30, 2004, our direct parent, Qwest SersiG®rporation, made a capital contribution of $#lflon into us. We in turr
made a capital contribution of this same amourt (vest Wireless, which used these proceeds taasuttaly pay off its
borrowings. On May 1, 2004, we then transferred enship of Qwest Wireless to an affiliate;

. On May 3, 2004, we paid a dividend of $500 milltorour direct parent, QSC, $223 million of whichré$ated to ¢
$1.360 billion dividend that was declared in thetfguarter of 2004 and $277 million of which itated to regular dividends
based on the first quarter earnings of our wiretiperations.

The current working capital deficit as oaMh 31, 2004 is primarily due to shéetm borrowings from affiliates, dividends that declart
to QSC and the current portion of long-term delastrrBwings from affiliates by our wholly owned sutbisiry, Qwest Wireless, amounted to
$2.147 billion as of March 31, 2004. Due to theasgpent of these borrowings and the transfer of @Wéeeless to an affiliate, going forward
we will not be impacted by borrowings of Qwest Viéss.

As discussed below, we continue to prodiigsificant cash from operating activities. We beé that our financial resources together
our cash flows from operations will be sufficieatrheet our cash needs for the remainder of 2004/eier, if we or QCII become subject to
significant judgments and or settlements as furtherussed in Note—5 Commitments and Contingerigiem 1 of this report, we may need
to obtain additional financing or explore other hugts to generate cash. Therefore, in the event aflaerse outcome in one or more of these
matters, QClII's ability to meet its debt servicdigdtions and its financial condition could be ni&hy and adversely affected. As a wholly
owned subsidiary of QCII, our business operatiardsfinancial condition would be similarly affected.

Long-Term View

We have historically operated with a wotkoapital deficit as a result of the issues disedsthove and due to our dividend paying policy.
We expect this to continue. As discussed belowgeveinue to generate substantial cash from op&mtiy/e believe that cash flows from
operations, our current cash position and contiragegss to capital markets will allow us to meethusiness requirements, including debt
service, dividends and capital expenditures, ferftneseeable future.

In addition to our periodic need to obthirancing in order to meet our debt obligationgres come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotie@ale of non-strategic assets) if cash
provided by our and QCII's operations does not awey if revenue and cash provided by operationsimoa to decline, if economic conditions
do not improve or if we or QCII become subjectigmdicant judgments and/or settlements as furtliscussed in Note 5—Commitments and
Contingencies in Item 1 of this report. Therefanethe event of an adverse outcome in one or mbileese matters, QClI's ability to meet its
debt service obligations and its financial conditamuld be materially and adversely affected. As a
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wholly owned subsidiary of QCII, our business opierss and financial condition would be similarlyfexdted.
Contingencies

We and QCII are defendants in a numbeeg#dll actions, and QCII is the subject of a numlbémestigations by federal and state
agencies. While we and QClII intend to defend agaiese matters vigorously, the ultimate outconfdbese cases are very uncertain, and we
can give no assurance as to the impacts on ourdialaresults or financial condition as a resulttese matters. For a description of these legal
actions and the potential impact on our liquiditlgase see Note 5—Commitments and Contingencigsnml of this report and the "Near-
Term View" and the "Long-Term View" above.

Historical View
Operating Activities

We generated cash from operating activafesl.1 billion and $1.5 billion for the three nibe ended March 31, 2004 and 2003,
respectively, or a decrease of $419 million. Ferttiree months ended March 31, 2004, the decraasesh provided by continuing operating
activities compared to 2003 resulted in part frodearease in income from continuing operationsl@gsmillion after adjusting for non-cash
items including depreciation, amortization and ¢henulative effect of a change in an accountinggipile. The decrease in income from
continuing operations was primarily due to the cared trend of decreasing revenues. As in priologer we can attribute the current declines
to intense competition and a general downturn éntéfliecommunications industry, as evidenced bysaclee losses, pricing declines and
reduction in access services revenue. We also éa@ase in working capital as a result of unfavierabhanges in certain liability accounts of
$114 mostly attributable to cash paid for tradeaidgs and other accrued expenses.

Our employees patrticipate in the QCII penspost-retirement and other post-employment lieplains. QCII does not anticipate a
requirement to make any significant contributiothte QCII retirement plans in 2004.

Investing Activities

Cash used in investing activities was $88Hon and $352 million for the three months endédrch 31, 2004 and 2003, respectively.
Cash used in investing activities for the three theended March 31, 2004 increased $30 million areghto the same period ended 2003
primarily as a result of a $26 million increasecapital expenditures in 2004. Although our capfznding remains historically low due to the
drop in wireline demand, we are beginning to salebt spend capital in markets with growth potehtia

Financing Activities

Cash used for financing activities was $#diiion through March 31, 2004 and $100 milliorr the same period ended 2003. The incr
in cash used for financing activities reflectedaditnd payment of $500 million to QSC during thesie month ended March 31, 2004. At
March 31, 2004, we were in compliance with all ps@mns or covenants of our borrowings.

Risk Management

We are exposed to market risks arising fobianges in interest rates. We have excluded wediate affiliate borrowings from the
following discussion as they are not subject tokearisk. The objective of our interest rate riskmagement program is to manage the level
and volatility of our interest expense. We may esgplerivative financial instruments to manage oteriest rate risk
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exposure. We may also employ financial derivatieesedge foreign currency exposures associatedpaitticular debt.

As of March 31, 2004 and at December 3032@pproximately $1.25 billion of floating-ratetdexposed to changes in interest rates. As
of March 31, 2004 and December 31, 2003, we hadbappately $890 million and $850 million, respe&iy of long-term fixed rate debt
obligations maturing in the following 12 months.yAnew debt obtained to refinance this debt wouléXmosed to changes in interest rates. A
hypothetical 10% change in the interest rates ndsbt would not have had a material effect ongaunings. We had $5.7 billion and
$5.8 billion of long-term fixed rate debt at Mar8h, 2004 and at December 31, 2003, respectivell0O®basis point increase in the interest
rates on this debt would result in a decreasedrfah value of these instruments of $400 millietMearch 31, 2004 and December 31, 2003. A
100 basis point decrease in the interest ratekismlébt would result in an increase in the falugaof these instruments of $500 million as of
March 31, 2004 and December 31, 2003.

As of March 31, 2004, we had $1.16 billafrcash invested in money market and other shomi-tevestments. Most cash investments are
invested at floating rates. As interest rates chang will the interest income derived from theseoants.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q contains or incorporatesdfgrence "forward-looking statements,” as thahter used in federal securities laws, about
our financial condition, results of operations &ndiness. These statements include, among others:

. statements concerning the benefits that we expilatasult from our business activities and certmiansactions we have
completed, such as increased revenue, decreasedsegpand avoided expenses and expenditures; and

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

These statements may be made expresdtysidacument or may be incorporated by referenaghter documents we will file with the
SEC. You can find many of these statements by tapkir words such as "believes," "expects," "aptes," "estimates," or similar
expressions used in this report or incorporatecefsrence in this report.

These forward-looking statements are stiltigecumerous assumptions, risks and uncertaititetsmay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeskt risks are described below under "Risk
Factors.” These risk factors should be consideredinection with any subsequent written or orelvérd-looking statements that we or
persons acting on our behalf may issue. We do mad¢rake any obligation to review or confirm an&dysxpectations or estimates or to rele
publicly any revisions to any forward-looking statents to reflect events or circumstances aftedéte of this report or to reflect the
occurrence of unanticipated events. Further, tfanmation contained in this document is a statenoéour intention as of the date of this fili
and is based upon, among other things, the existigglatory environment, industry conditions, ma@nditions and prices, the economy in
general and our assumptions as of such date. Wechamge our intentions, at any time and withoutceobased upon any changes in such
factors, in our assumptions or otherwise.
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Risk Factors
Risks Affecting Our Business

We face pressure on profit margins as a result ofieasing 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 competitiomtensify. We have faced greater
competition in our core local business from caldmpanies, wireless providers (including ourselvisjiities-based providers using their own
networks as well as those leasing parts of our ot\lUNES) and resellers. Regulatory developmeat®lgenerally increased competitive
pressures on our business, such as the recentotegitowing for number portability from wirelin® wireless phones.

Due to these and other factors, we bel@mrmapetitive telecommunications providers are n@érhindered by historical barriers to entry.
As a result, we are seeking to distinguish oursefk@m our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bilfj improved customer support and other ongoingsores. However, these initiatives are
new and untested. We may not have sufficient ressuio distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgeesally products for which we act as a resellechsas Sprint's wireless services. Even if we
are successful, these initiatives may not be geffido offset our continuing loss of access lines.

We have also begun to experience and expeher increased competitive pressure from tefeoonications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agausstAs a result of these increased
competitive pressures, we have been and may centinbe forced to respond with lower profit margioduct offerings and pricing schemes
that allow us to retain and attract customers. &lpeessures could adversely affect our operatisigjtseeand financial performance.

Rapid changes in technology and markets could regusubstantial expenditure of financial and otheesources in excess of contempla
levels, and any inability to respond to those chasgould reduce our market share.

The telecommunications industry is experieg significant technological changes, and oulitgtio execute on our business plans and
compete depends upon our ability to develop newlyets and accelerate the deployment of advancedsaexces, such as broadband data,
wireless and video services. The development aptbgment of new products could require substamtigenditure of financial and other
resources in excess of contemplated levels. Ifigaat able to develop new products to keep patietechnological advances, or if such
products are not widely accepted by customersability to compete could be adversely affected amdmarket share could decline. Any
inability to keep up with changes in technology amarkets could also adversely affect the tradingepof our securities and our ability to
service our debt.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of investigations of QCII cunty being conducted by the SEC and the U.S. Atteyls Office or the assessment bei
undertaken by the General Services AdministraticSA") could have a material adverse impact on um the trading price for our debt
securities and on our ability to access the capitahrkets.

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 its efforts to cooperate fullyjtivthe SEC in its investigation. The investigationludes, without limitation, inquiry into
several specifically identified QCIl accounting gliaes and transactions and related disclosurésitbhahe
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subject of the various adjustments and restatentestsribed in the QCII 2002 Form 10-K. The invedtiign also includes inquiry into
disclosure and other issues related to transactietvgeen QCII and certain of its vendors and aeitaiestments in the securities of those
vendors by individuals associated with QCII.

On July 9, 2002, QCII was informed by th&UAttorney'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 QCIlI is continuing its efforts to qoerate fully with the SEC and the U.S. Attorneyfic@ in each of their respective investigatic
QCII cannot predict the outcome of those investiget QCII has engaged in discussions with the Sta@ in an effort to resolve the issues
raised in the SEC's investigation of it. While Q€Host recent discussions and further analysis kit to conclude that a reserve should be
provided for this matter and its securities acti(see Note 5—Commitments and Contingencies in kevhthis report), such discussions are
preliminary and QCII cannot predict the likelihootiwhether those discussions will result in a setént and, if so, the terms of such
settlement. However, settlements typically involeeong other things, the SEC making claims undefateral securities laws in a complaint
filed in United States District Court that, for poses of the settlement, the defendant neithertadrar denies. Were such a settlement to o
QCIl would expect such claims to address many efattcounting practices and transactions and rethsetbsures that are the subject of the
various restatements QCIl has made as well asiaddlitransactions. In addition, any settlemenhwlite SEC may also involve, among other
things, the imposition of disgorgement and a giehalty, the amounts of which could be materiailgxcess of QCII's recorded reserve, and
the entry of a court order that would require, amother things, that QCII and its officers and dioes comply with provisions of the federal
securities laws as to which there have been altagabf prior violations.

In addition, the SEC has conducted an itigason concerning QCII's earnings release forftheth quarter and full year 2000 issued on
January 24, 2001. The release provided pro formaalized earnings information that excluded certainrecurring expense and income it
resulting primarily from QCII's June 30, 2000 aditivon of US WEST. On November 21, 2001, the SELf gtformed QCII of its intent to
recommend that the SEC authorize an action ag@i@stthat would allege it should have includedhe earnings release a statement of its
earnings in accordance with generally acceptedwutaow principles in the United States ("GAAP"). the date of this filing, no action has
been taken by the SEC. However, QCII expects fhitst current discussions with the staff of the Ste€ult in a settlement, such settlement
would include allegations concerning the January2®1 earnings release.

Also, the GSA is conducting a review ofadhtracts with QCII for purposes of determininggent responsibility. On September 12, 2
we were informed that the Inspector General ofGIS&A had referred to the GSA Suspension/Debarmeiti@fthe question of whether QCII
(including us and its other subsidiaries) shouladwesidered for debarment. QCII is cooperatingyfulith the GSA and believes that it and we
will remain suppliers of the government, althougBl{xannot predict the outcome of this referral.

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

Further review by the SEC could result in additiohadjustments to our and QCII's annual and quartsgrireports.

QCIl has engaged in discussions with th# sf the SEC's Division of Corporation Financgaslding its periodic filings. They have
reviewed and commented upon QCII's 2001 Form 10wKies March 2002 Form 10-Q. As appropriate, QGl$ attempted to address the
Staff's comments in its
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current filings and has provided responses to totiser comments that it could address. It is atsssjble that these comments may lead to
further investigations from the SEC's Division off&rcement. QCIl may receive additional commersfthe staff of the Division of
Corporation Finance and may be required to makbeduadjustments or additional disclosures.

While QCII has attempted to address allntadters identified in its internal analysis ofdiscounting policies, practices and procedures,
due to the breadth of this analysis, the passatjmefand the turnover in accounting personnel eggd by QCII, QCIl may have overlooked
some matters in its internal analysis.

Major lawsuits have been brought against QCII inwdhg its accounting practices and other matters. & butcomes of these lawsuits a
other lawsuits affecting us may have a material adse effect on our business, financial condition éduoperating results.

Several lawsuits have been filed againsti G well as certain of QCII's past and presdiiters and directors. These lawsuits include
putative class action lawsuits in which the pldfatallege numerous violations of securities lalmsone of these actions, lead counsel for the
plaintiffs has indicated that plaintiffs will seelkmages in the tens of billions of dollars. Foeadtiption of these legal actions, please see
Note t—Commitment and Contingencies in Iltem 1 of thisorgp

The consolidated securities action, thesobdated ERISA action, the CalSTRS, New Jerse\RSIJSPA, SHC and TRSL actions
described in "Legal Proceedings" in Note 5—Committaeand Contingencies in Item 1 of this report en¢snaterial and significant risk to
QCIl. Some of the allegations in these lawsuitéuide many of the same subjects that the SEC andAtit&ney's Office are investigating. T
size, scope and nature of the recent restatemeats and QCII's consolidated financial statemdaidiscal 2001 and 2000 affect the risks
presented by these matters, and we can give nocaasguas to the impacts on our or QCII's finan@aults or financial condition that may
ultimately result from these matters. As QCII hesvipusly disclosed, QCII has engaged in prelimirdgiscussions for purposes of resolving
certain of these matters. QCII recently concluded & reserve should be provided. Accordingly, Qfa8 recorded a reserve in its consolidated
financial statements for the estimated minimumiligbassociated with certain of these matters. ldeer, the ultimate outcomes of these
matters are still uncertain and there is a sigaifiqgoossibility that the amount of loss QCII ultielg incurs could be substantially more than
reserve QCII has provided.

The securities actions are in a prelimiramgse and QCII continues to defend against theseers vigorously. QCII has not yet conduc
discovery on damages and other relevant issued.i®Q@lrrently unable to provide any estimate athotiming of the resolution of any of
these matters. Any settlement of or judgment in@nmore of these matters in excess of QCII's @ggdreserves could be significant, and
QCII can give no assurance that it will have treotgces available to pay any such judgment. Iretleat of an adverse outcome in one or r
of these matters, QCIlI's ability to meet its dedstvice obligations and its financial condition abble materially and adversely affected. As a
wholly owned subsidiary of QCII, our business opieres and financial condition would be similarlyfexfted.

Further, given the size and nature of GGIHd our business, QCIl and we are subject froma td time to various other lawsuits which,
depending on their outcome, may have a materiaaaveffect on our financial position. Thus, we ga® no assurances as to the impacts on
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 opportunities.

As a result of our accounting issues aedrbreased scrutiny of financial disclosure, in@esonfidence in us has suffered and could
suffer further. Congress, the SEC, other governraatitorities and the media are intensely scrutigizi number of financial reporting issues
and practices.

38




In addition, as discussed earlier, the SEC andUtBe Attorney's Office are currently conductingestigations including, without limitation,
inquiries into several specifically identified acexing practices and transactions and relatedatisoes and our earnings release for the fourth
quarter and full year 2000.

A criminal trial of former Qwest executivescurred in the first and second quarters of 2@8@litional civil and criminal trials could take
place in the future. Evidence that is introducesduath trials may result in further scrutiny by goweental authorities and others. The existence
of this heightened scrutiny and these pending tiga&$ons could adversely affect investor confideaod cause the trading price for our
securities to decline.

Also, our 2002 Form 10-K was filed in Janu2004 and contains our restated consolidatedhfii@h statements for the years ended
December 31, 2001 and 2000. These restatementy@ay@mong other matters, revenue recognitioresselated to termination fees,
installation fees and wireless revenue. We canssdra you that the information in our 2002 FormKl@ur annual report for the year ended
December 31, 2003 or in this quarterly report wilt be subject to change upon receipt of any consrfesm the SEC relevant to these filings,
and any such changes could be material. In addivercannot assure you that we will not have tthierrrestate earnings for prior periods as a
result of any formal actions or the SEC's reviewuwf filings. Any such restatement could furthepant our ability to access the capital
markets.

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

Our operations are subject to extensiver@degulation, including the Communications At1634, as amended, and FCC regulations
there under. We are also subject to the applidaks and regulations of various states, includeguiation by PUCs and other state agencies.
Federal laws and FCC regulations generally appigterstate telecommunications (including interoiail telecommunications that originate or
terminate in the United States), while state retpnjaauthorities generally have jurisdiction oveletommunications that originate and
terminate within the same state. Generally, we rabttin and maintain certificates of authority froegulatory bodies in most states where we
offer intrastate services and must obtain prioutatpry approval of rates, terms and conditionsolar intrastate services in most of these
jurisdictions. Our businesses are subject to nuogrand often quite detailed, requirements undiertd, state and local laws, rules ¢
regulations. Accordingly, we cannot ensure thatweealways in compliance with all of these requigats at any single point in time.

Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtnvaries substantially from state to state.
All of our operations are also subject to a varmtgnvironmental, safety, health and other govemmad regulations. There can be no assur
that future regulatory, judicial or legislative @ities will not have a material adverse effectaur operations, or that domestic regulators or
third parties will not raise material issues wiglgard to our compliance or noncompliance with ajaplie regulations.

We monitor our compliance with federaltstand local regulations governing the dischargedisposal of hazardous and environmen
sensitive materials, including the emission of etrnagnetic radiation. Although we believe thatave in compliance with such regulations,
any such discharge, disposal or emission might@xpes to claims or actions that could have a natedverse effect on our business, finan
condition and operating results.
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Risks Affecting Our Liquidity

QCII's high debt levels, the restrictive terms ¢ idebt instruments and the substantial litigatipending against it pose risks to our viability
and may make us more vulnerable to adverse econamit competitive conditions, as well as other acdeedevelopments.

Our ultimate parent, QCII, is highly levgea on a consolidated basis. As of March 31, 2604 consolidated debt was $7.8 billion,
excluding affiliate borrowings, which is includad @ClII's total consolidated debt of $17.5 billiaf such date. A considerable amount of our
and QCII's debt obligations come due over the feaxtyears. While we currently believe we, togethéh QCII, will have the financial
resources to meet our obligations when they coneewa cannot anticipate what our or QCII's futuwadition will be. We may have
unexpected costs and liabilities and we may hawiédd access to financing.

In addition to our periodic need to obthirancing in order to meet our debt obligationgresy come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotie@ale of non-strategic assets) if cash
provided by our and QCII's operations does not awey if revenue and cash provided by operationsirmoa to decline, if economic conditions
do not improve or if we or QCII become subjectign#ficant judgments and/or settlements as furttiscussed in Note 5—Commitment and
Contingencies in Item 1 of this report and in "Lijty and Capital Resources" above. Also, we majniigacted by factors relating to or
affecting QCII's liquidity and capital resourcesdo perception in the market, impacts on crediihga, or provisions in our and QCII's
financing agreements that may restrict our flekipiinder certain conditions.

If QCII fails to repay in excess of $100lon of its indebtedness when due, or fails to phynwith the financial maintenance covenants
contained in the 2004 QSC Credit Facility, if aniden drawn, the applicable creditors or their repmégtives could declare the entire amount
owed under the 2004 QSC Credit Facility immediatklg and payable. Any such event could adversébgtadur ability to conduct business
access the capital markets and could adverselydntue credit ratings.

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

. Our ability to obtain additional financing in thetdire for working capital, capital expenditureggeneral corporate purposes r
be impaired;
. Our leverage may place us at a competitive disadganas compared with our less leveraged compgtitirluding some wh

have significantly reduced their debt through akbaptcy proceeding;

. Our leverage may make us more vulnerable to thegtor future downturns in general economic coon# or in any of our
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 onadit ratings.

We may be unable to significantly reduce the sulodial capital requirements or operating expensescaessary to continue to operate our
business, which may in turn affect our operatingselts.

We anticipate that our capital requiremeatating to maintaining and routinely upgrading aatwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatewitfuture contractual cash obligations,
including future purchase commitments, which maguimm affect our operating results. As we will neéednaintain the quality of our products
and services in the future, we may be unable théursignificantly reduce our
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capital requirements or operating expenses, evavénues are decreasing. Such nondiscretionaitataptlays and operating expenses may
lessen our ability to compete with other providel® face less significant spending requirements.

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

Our current practice is to distribute to@&ash dividends in an amount equal to our incoeferb extraordinary items from wireline
entities, generally during the quarter subsequeetitdt in which the income is earned. We expecbttinue this practice for the foreseeable
future.

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

The terms of QCIlI's and our debt instruragregrmit both QCII and us to incur additional inelmess. Such debt may be necessary to
comply with regulatory obligations to maintain QE€lbr our assets, to satisfy regulatory servicggabbns, 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 osles described herein.

Other Risks Relating to Qwest

If conditions or assumptions differ from the judgmeés, assumptions or estimates used in our critiegbounting policies, the accuracy of o
financial statements and related disclosures coblg affected

The preparation of financial statements ratated disclosures in conformity with GAAP re@simanagement to make judgments,
assumptions and estimates that affect the amoeptsted in our consolidated financial statementsaamtompanying notes. Our critical
accounting policies, which are described in our2B6rm 10-K, describe the significant accountinigies and methods used in the
preparation of our consolidated financial statemenhese accounting policies are considered "atitlzecause they require judgments,
assumptions and estimates that materially impactonsolidated financial statements and relatedalisires. As a result, if future events differ
significantly from the judgments, assumptions astihgates in our critical accounting policies orffglient assumptions are used in the future,
such events or assumptions could have a matenmdtron our consolidated financial statements atadad disclosures.

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

We are a party to collective bargainingtecacts with our labor unions, which represent aificant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementb@g expire from time to time. If we fail to ext&or 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 significantughson of operations, which could have a matadlerse effect on our business. In
August 2003, we reached agreements with the Conuations Workers of America and the InternationaitBerhood of Electrical Workers «
new two-year labor contracts. Each of these agratsweas ratified by union members and expires ogusu13, 2005.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The information under the caption "Risk Mgament" in "Management's Discussion and Analysisrancial Condition and Results of
Operations" is incorporated herein by reference.
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ITEM 4. CONTROLS AND PROCEDURES

The effectiveness of our or any systemisgldsure controls and procedures is subject t@aicelimitations, including the exercise of
judgment in designing, implementing and evaluathrgcontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events, and the inability to eliminate miscondwarnpletely. As a result, there can be no assurdrateotr disclosure controls and procedures
will prevent all errors or fraud or ensure thatraliterial information will be made known to appilieg management in a timely fashion. By

their nature, our or any system of disclosure adet@nd procedures can provide only reasonableasseli regarding management's control
objectives.

Under the supervision and with the parttign of QCIl's management, including QClII's Chigcutive Officer and Chief Financial
Officer, QCII evaluated the design and operationwfdisclosure controls and procedures (as defm&iiles 13a-15(e) and 15d-15(e) of the
Securities Exchange Act of 1934, or the "Exchang#)fas of March 31, 2004. On the basis of thiseey our management, including our
Chief Executive Officer and Chief Financial Officepncluded that our disclosure controls and promesiare designed, and are effective, to
give reasonable assurance that the informationinedjto be disclosed by us in reports that weuilder the Exchange Act is recorded,
processed, summarized and reported within the piends specified in the rules and forms of the SHt&re were no significant changes
during the quarterly period covered by this refroxtur internal controls or in other factors thautd significantly affect internal controls.
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PART II—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The information set forth above under N®teCommitments and Contingencies contained in thatéblto Condensed Consolidated
Financial Statements" included in this Quarterlyp&eon Form 10-Q is hereby incorporated by refeeen

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits filed for Qwest through the filing of thiorm 1(-Q:

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

Exhibit
Number

Description

(3.1)

(3.2

(3.9

@.1)

(4.2

(4.3

(10.9)

(10.2)

Restated Articles of Incorporation of Qwest (immarated by reference to Qwest's Annual ReportamFL0-K for the year
ended December 31, 1997, File N-3040).

Articles of Amendment to the Articles of Incorpacet of Qwest (incorporated by reference to Qwe3tiarterly Report on
Form 1(-Q for the quarter ended June 30, 2000, File -3040).

Amended and Restated Bylaws of Qwest (incorporbyetference to Qwest's Annual Report on Form 1fofikhe year
ended December 31, 2002, File N-3040).

Indenture, dated as of April 15, 1990, by and betw#lountain States Telephone and Telegraph Comaaahyl he First
National Bank of Chicago (incorporated by referettc®west's Annual Report on Form-K for the year ended
December 31, 2002, File Nc-3040).

First Supplemental Indenture, dated as of Aprill991, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referettc®west's Annual Report on Form-K for the year ended
December 31, 2002, File No-3040).

Indenture, dated as of October 15, 1999, by anddest U S WEST Communications, Inc. and Bank OnatT@@mpany,
National Association as trustee (incorporated ligremce to Qwest's Annual Report on Forr-K for the year ended
December 31, 1999, File Nc-3040).

Purchase Agreement, dated as of June 5, 2000, abthé@/EST Communications, Inc. and Lehman Brotlees Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitincorporated, Banc of America Securities LLC, arlel Morgan
Securities Inc., as Representatives of the Intigichasers listed therein (incorporated by referéa®west's Form S-4 filed
on October 11, 2000, File No. :-47772).

Registration Rights Agreement, dated March 12, 2692nd among Qwest and the initial purchasersedzamerein

(incorporated by reference to Qwest's Quarterlydegn Form 10-Q for the quarter ended March 3022File No. 1-
3040).
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(10.9)

31.1

31.z

Term Loan Agreement, dated as of June 9, 2003ntdyaemong Qwest, the Lenders listed therein, andiMeynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, sole book-runner, joint lead arranger and atidin agent, and
Credit Suisse First Boston, acting through its Cagrislands branch as joint lead arranger and adtrative agent, and
Deutsche Bank Trust Company Americas, as docunientagent and Deutsche Bank Securities, Inc. asger.
(incorporated by reference to Qwest's Current RepoForm K, dated June 10, 2003, File N¢-3040)

Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002

Chief Financial Officer Certification pursuant teion 302 of the Sarbar-Oxley Act of 2002



32  Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002

() Previously filed.
(b)  Reports on Form 8-K:
We did not filed any reports on Form 8-K during fhist quarter of 2004.
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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/  JOHN W. RICHARDSON

Senior Vice President and Controller
(Duly Authorized Officer and Chief Accounting
Officer)

May 5, 2004
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. I have reviewed this quarterly report on Form 10f@west Corporation;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the condensed consolidateddial statements, and other financial informatizluded in this report, fairl
present in all material respects the financial ool results of operations and cash flows ofriagistrant as of, and for, the periods
presented in this report;

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

a) designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b) evaluated the effectiveness of the registrantdabsre controls and procedures and presentedsimgport our conclusions abi
the effectiveness of the disclosure controls andguaiures, as of the end of the period coveredibyé¢port based on such
evaluation; and

C) disclosed in this report any change in the regissanternal control over financial reporting tlvatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas 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 evaluatiorteyhal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the riegig's ability to record, process, summarize ambrt financial information; ar

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

Date: May 5, 2004

/s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman and Chief Executive Officer
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Oren G. Shaffer, certify that:
1. I have reviewed this quarterly report on Form 10f@west Corporation;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the condensed consolidateddial statements, and other financial informatizluded in this report, fairl
present in all material respects the financial ool results of operations and cash flows ofriagistrant as of, and for, the periods
presented in this report;

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

a) designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b) evaluated the effectiveness of the registrantdabsre controls and procedures and presentedsimgport our conclusions abi
the effectiveness of the disclosure controls andguaiures, as of the end of the period coveredibyé¢port based on such
evaluation; and

C) disclosed in this report any change in the regissanternal control over financial reporting tlvatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas 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 evaluatiorteyhal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the riegig's ability to record, process, summarize ambrt financial information; ar

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

Date: May 5, 2004

/s/ OREN G. SHAFFER

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

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiesttie purposes of section 1350 of chapter 63lef1B of the United States Code, as adopted
pursuant to Section 906 of the Sarba@edey Act of 2002, in his capacity as an officer@ivest Corporation ("Qwest"), that, to his knowle¢
the Quarterly Report of Qwest on Form 10-Q fordharter ended March 31 2004, fully complies with thquirements of Section 13(a) of the
Securities Exchange Act of 1934 and that the in&diom contained in such report fairly presentslinmaterial respects, the financial condition
and results of operation of Qwest. This writteniesteent is being furnished to the Securities anchBErge Commission as an exhibit to such
Form 10-Q. A signed original of this statement basn provided to Qwest and will be retained by Qwed furnished to the Securities and
Exchange Commission or its staff upon request.

Dated: May 5, 200 By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman and Chief Executive Officer

Dated: May 5, 2004 By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Officer




QuickLinks

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICERERTIFICATION



