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GLOSSARY OF TERMS

Our industry uses many terms and acronyms thatmotige familiar to you. To assist you in readinig thocument and other documents
we file with the Securities and Exchange Commissiea have provided below definitions of some ofth&erms.

Access Line<Telephone lines reaching from the custc’s premises to a connection with the public switcteéephone networl
Our access lines include lines used to provideisesvto our external customers, as well as lines by us and our affiliate

Asynchronous Transfer Mode (ATM broadband, network transport service utilizingadswitches that provides a fast, effici
way to move large quantities of informatic

Broadband Services (also known as |-speed Internet servicegervices used to connect to the Internet througgtieg telephoni
lines and fibe-optic cables at higher speeds than-up access

Competitive Local Exchange Carriers (CLECE¢lecommunications providers that compete withusroviding local voice and
other services in our local service area, predontipaising our network

Data Integration.Telecommunications equipment located on custd’ premises and related professional services. Thegiss
include network management, installation and maautee of data equipment and building of proprietémgr-optic broadband
networks for governmental and business custor

Dedicated Internet Access (Dl/Internet access ranging from 128 kilobits per sddonlO gigabits per secor

Facility Costs.Third-party telecommunications expenses we incuufing other carriers’ networks to provide sersite our
customers

Fiber to the Cell Site (FTTCSA type of telecommunications network consistindilbér-optic cables that run from
telecommunication provider’s broadband interconivegboints to cellular sites. Fiber to the celesservices allow for the delivery
of higher bandwidth services supporting mobile tetbgies than would otherwise generally be avadldbtough a more traditional
telecommunications networ

Fiber to the Node (FTTNA type of telecommunications network that combifilesr-optic cables (which run from
telecommunication provider’s central office to agde location within a particular neighborhood eographic area) and traditional
copper wires (which run from this location to inidival residences and businesses within the neiglolooror geographic area).
Fiber to the node allows for the delivery of highpeed broadband services than would otherwiserggnbe available through a
more traditional telecommunications network madeipnly copper wires

Frame RelayA high-speed data switching technology used primarilyiterconnect multiple local network
Hosting Service<The providing of space, power, bandwidth and madiagevices in data cente

Incumbent Local Exchange Carrier (ILE(A traditional telecommunications provider that,gorio the Telecommunications Act
1996, had the exclusive right and responsibilitydfmviding local telecommunications services fldical service area. Qwest
Corporation is an ILEC

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

Internet Protocol (IP) Those protocols that facilitate transferring infation in packets of data and that enable each pacik
transmission to “tell” the data switches it encaustwhere it is headed and enables the computeraadnend to confirm that
message has been accurately transmitted and rec
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* Managed Service:Customized, turnkey solutions for integrated diternet and voice services offered to busineskets
customers. These services include a diverse contidrinaf emerging technology products and servisash as VoIP, Ethernet,
MPLS, hosting services and advanced voice servitet as web conferencing and call center solutidiost of these services can
be performed from outside our customers’ intermdvorks, with an emphasis on integrating and gentif Internet security for
applications and conter

*  Multi-Protocol Label Switching (MPLSA standards-approved data networking technologyisha substitute for existing frame
relay and ATM networks and that can deliver thelityaf service required to support real-time voarmd video, as well as service
level agreements that guarantee bandwidth. MPIldgpdoyed by many telecommunications providers angel enterprises for use
in their own national network

» Private Line.Direct circuit or channel specifically dedicatedatacustomer for the purpose of directly connectimg or more sites.
Private line offers a hic¢-speed, secure solution for frequent transmissidargé amounts of data between si

* Public Switched Telephone Network (PSTThe worldwide voice telephone network that is asii#e to every person with a
telephone equipped with a dial tol

* Unbundled Network Elements (UNEDiscrete elements of our network that are solceaséd to competitive telecommunicatis
providers and that may be combined to provide thedil telecommunications servict

» Universal Service Funds (USFFederal and state funds established to promotavigability of telecommunications services to
consumers at reasonable and affordable rates, agibagthings. As a telecommunications provider aneoften required to
contribute to these fund

« Virtual Private Network (VPNA private network that operates securely withirualiz network (such as the Internet) by mean
encrypting transmission

» Voice over Internet Protocol (VolFAn application that provides retime, twc-way voice communication similar to our traditiol
voice services that originates in the Internetgeot over a broadband connection and often termgan the PSTM

» Wide Area Network (WANA communications network that covers a wide gedgi@aprea, such as a state or country. A WAN
typically extends a local area network outsidelthigding, over telephone common carrier lines ik lio other local area networks
in remote locations, such as branch offices -home workers and telecommute
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Unless the context requires otherwise, referenaékis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, references t&Q) refer to our direct parent
company, Qwest Services Corporation, and its catetdd subsidiaries, and references to “QCtEfer to our ultimate parent company, Qw
Communications International Inc., and its consatet subsidiaries.

PART |

ITEM 1. BUSINESS

We offer data, Internet, video and voice servicéhiwthe 14-state region of Arizona, Colorado,Hdalowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. We refer te tegion as our local servi
area.

We are wholly owned by QSC, which is wholly owngd@CII. Our operations are included in the consaild operations of QCII and
generally account for the majority of QCII's coridated revenue. In addition to our operations, Qdintains a national telecommunications
network. Through its fiber-optic network, QCII pides the following products and services that wadbprovide:

» Dataintegration

» Dedicated Internet acce:

* Hosting services

» Long-distance services that allow calls that cross teteounications geographical are

* Managed service:

»  Multi-protocol label switching; an

» Voice over Internet Protocol, or Vol

For certain products and services we provide, and fariety of internal communications functiong, use parts of QCII’s

telecommunications network to transport data aridevtvaffic. Through its network, QCII also provi&lrationally and globally some data and

Internet access services that are similar to seswive provide within our local service area. Thesmwices include private line and our
traditional wide area network, or WAN, services,ethconsist of asynchronous transfer mode, or A&l frame relay.

We were incorporated under the laws of the Stateadérado in 1911. Our principal executive offiege located at 1801 California
Street, Denver, Colorado 80202, and our telephangber is (303) 992-1400.

For a discussion of certain risks applicable tolmusiness, financial condition and results of ofi@na, see “Risk Factors” in Item 1A of
this report. The financial information in this dectshould be read in conjunction with, and is digal by reference to, our consolidated
financial statements and notes thereto in ltemdB“&anagement’s Discussion and Analysis of FinanCiandition and Results of Operations”
in Item 7 of this report.
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Financial and Operational Highlights
The table below provides a summary of some of mamtial highlights.
Years Ended December 31,

2009 2008 2007
(Dollars in millions)

Operating results

Operating revenu $9,731 $10,38¢ $10,69:
Operating expenst 7,16¢ 7,52¢ 7,631
Income before income tax 1,921 2,261 2,44(
Net income 1,197 1,43¢ 1,527
Cash flow data
Cash provided by operating activiti $3,167 $ 3,47¢ $ 3,67(
Expenditures for property, plant and equipment eapitalized softwar 1,10¢ 1,40¢ 1,27(
Dividends paid to QSt¢ 2,00( 2,00( 2,47(
December 31
2009 2008

(Dollars in millions)
Balance sheet dat

Cash and cash equivalel $1,01¢ $ 23¢
Total debi® 8,38¢ 7,58¢
Working capital defici@ (474) (841)
Total stockholde's equity 312 78¢€

(1) Total debt is the sum of current portion of I-term borrowings and loi-term borrowing—net on our consolidated balar
sheets. For total obligations, see “Managementsision and Analysis of Financial Condition andii®s of Operations—
Future Contractual Obligatio” in Item 7 of this report

(2)  Working capital deficit is the amount by which aurrent liabilities exceed our current ass

The table below presents some of our operationgicse

December 31,
2009 2008 2007
(in thousands)

Operational metrics

Total broadband subscribe 2,97( 2,77¢ 2,53(
Total video subscribel 872 757 58¢
Total access line® 10,26¢ 11,56t 12,78¢

(1)  Access lines include approximately 403,000, 48584 518,000 of affiliate access lines as of Deaar8fh, 2009, 2008 at
2007, respectively

Operations

Our operations are integrated into and are pati@gegments of QCII. Our business contributedl three of QCII's segments: business
markets, mass markets and wholesale markets. Wep gnar products and services among three majogesés, including:

» strategic services, which include primarily privéitee, broadband, video and Verizon Wireless sew

* legacy services, which include primarily local, @ss, integrated services digital network, or ISBN] traditional WAN services;
and
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« affiliate and other services, consisting primadgfyservices we provide to our affiliates and unsatiservice fund, or USI
surcharges

Additional information about our contribution to Q8 segments is provided in Note 15—ContributionQCIl Segments to our
consolidated financial statements in Item 8 of th{gort. For more information about QCII’s repogtisegments, see QCII's Annual Report on
Form 10-K for the year ended December 31, 2009.

Substantially all of our revenue comes from custen@cated in the United States, and substant#illigf our longlived assets are locat
in the United States.

Products, Services and Customers

Our products and services include a variety of datarnet and voice services. Through our stratpgrtnerships with DIRECTV and
Verizon Wireless, we also offer satellite digitalevision and wireless services to customers inagal service area. As noted above, our
business contributes to all three of QCII's segmemisiness markets, mass markets and wholesaketnawe group our products and
services among three major categories: strategiices, legacy services and affiliate and othevises. Revenue from our strategic services
represented 30% of our total revenue for the yede@ December 31, 2009, and these services afasiast growing source of revenue.

We offer our customers the ability to bundle togetbeveral products and services. In addition utiingoint marketing relationships with
our affiliates, we are also able to bundle our iserywith additional services offered by our adiis. For example, we offer our mass markets
customers integrated and unlimited local and loisgadce services. These customers can also bumadlertmore services such as broadband,
video, voice and Verizon Wireless services. Wedwelithese customers value the convenience of, ieeldiscounts associated with, receiv
multiple services through a single company.

Most of our products and services are providedgusimm telecommunications network, which consistga€e and data switches, copper
cables, fibemptic broadband cables and other equipment. Owarktserves approximately 10.3 million access liaed forms a portion of tt
public switched telephone network, or PSTN.

We offer our products and services through threim mastomer channels, which are made up of oumlessi markets, mass markets and
wholesale markets customers. Our business maristsmers include enterprise and government cusgrieterprise customers consist of
local, national and global businesses. We selpooducts and services to business markets custahrerggh direct sales, partnership
relationships and arrangements with third-partgsalgents. Our mass markets customers includeroensand small businesses. We sell our
products and services to mass markets customerg asiariety of channels, including our sales atloenters, our website, telemarketing and
retail stores and kiosks. Our wholesale markettoousrs are other carriers and resellers that paechar products and services in large
guantities to sell to their customers or that pasehour access services that allow them to comineictcustomers and their networks to our
network. We sell our products and services to wsalecustomers through direct sales, partnerstdapaeships and arrangements with third-
party sales agents.

Described below are our key products and services.

Strategic Service

Our business markets customers use our strategicesgto access the Internet and Intelveted services, as well as to connect to pi
networks and to conduct internal and external ttatessmissions such as transferring files from agation to another. Our mass markets
customers generally use our strategic servicesdess the Internet, Internet-based services aiit@ldigievision. Our wholesale customers use
our facilities for colocation and use our privateelservices to connect their customers and tletiwaorks to our network. Our marketing and
sales efforts increasingly focus on these growthices.
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Private line.Private line is a direct circuit or channel spegifly dedicated for the purpose of directly conimegtwo or more sites.
Private line offers a high-speed, secure solutirrirequent transmission of large amounts of datawben sites. Our business markets
customers use these services to connect to priedtteorks and to conduct internal and external ttatssmissions such as transferring files
from one location to another. Our wholesale markattomers use these services to connect thewroess and their networks to our network.

Broadband. Our broadband services allow customers to cortoetie Internet through their existing telephaned and fibeweptic cable
at higher speeds than dial-up access. Our businadeets and mass markets customers use theseesetwiaccess the Internet and Internet-
based services.

Video.Our video services include primarily satellite thdjitelevision offered to our mass markets custairiEnese services are offered
under an arrangement with DIRECTYV that allows usheoket, sell and bill for its services under itarid name.

Verizon Wireless service®ur wireless services are offered under an arrargemith Verizon Wireless that allows us to marleet], anc
bill for its services under its brand name, prifyatd mass markets customers who buy these seraxesrt of a bundle with one or more of
our other products and services. We began seltieget services in the third quarter of 2008 unditeayear agreement entered into in April
2008.

Legacy Service

Our legacy services include local, access, ISDNteattitional WAN services. We originate, transpamt terminate local services. For
our business and mass markets customers, locatsgonsist of primarily basic local exchange awitching services. We also provide
enhanced features with our local exchange senstes) as caller ID, call waiting, call returnw@y calling, call forwarding and voice mail. F
our wholesale customers, local services includegrily unbundled network elements, or UNEs, whittbvathese customers to use our
network or a combination of our network and theunaetworks to provide voice and data servicefiir ttustomers. Our local services also
include network transport, billing services andesscto our network by other telecommunications ipleyg and wireless carriers. These
services allow other telecommunications compamigedvide telecommunications services that origiratterminate on our network.

We also provide access services to our wholesat®iers. Access services include fees that we ehargther telecommunications
providers to connect their customers and their agke/to our network so that they can provide loigjashce, transport, data, wireless and
Internet services.

Affiliate and Other Service:

We provide to our affiliates data services, lo@bges and billing and collections services thatalso provide to external customers. In
addition, we provide to our affiliates: marketisgles and advertising; computer system developarehsupport services; network support and
technical services; and other support serviced) aadegal, regulatory, finance and accounting,laman resources and executive support.

We also generate other operating revenue from W&harges and the leasing and subleasing of spam# ioffice buildings, warehous
and other properties.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our affiliates, we ownlave licenses to various patents, trademarkde thames, copyrights and other
intellectual property necessary to conduct ourteess. We believe it is unlikely that we could lasg intellectual property rights that are
material to our business.
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Competition

We compete in a rapidly evolving and highly comtpeti market, and we expect intense competitiorottioue. Regulatory
developments and technological advances have setlegpportunities for alternative communicatiornrsise providers, which in turn have
increased competitive pressures on our businegseTdlternate providers often face fewer regulatéord have lower cost structures than we
do. In addition, the telecommunications industrg Baperienced some consolidation and several of@upetitors have consolidated with
other telecommunications providers. The resultiogsolidated companies are generally larger, have firtancial and business resources and
have greater geographical reach than we do.

As discussed below, competition for many of ouvees is based in part on bundled offerings. Wéelrelcustomers value the
convenience of, and price discounts associated vateiving multiple services through a single camp As such, we continue to focus on
expanding and improving our bundled offerings.

Strategic Service

In providing strategic services to our businesskeigrcustomers, we compete with national teleconications providers, smaller
regional providers and wireless providers, as agllarge integrators that provide customers wita darvices thereby taking traffic off of our
network. Competition for business markets stratsgiwices is driven by price and bundled offeririggvate line services also compete on
network reach and reliability, while broadband segs also compete on bandwidth and quality.

In providing strategic services to our mass markettomers, we compete primarily with cable comgsuaind other broadband service
providers. Competition for broadband services &eldeon price, bandwidth, network reach, servicemnations and bundled offerings. In
reselling DIRECTYV video services, we compete prifgarith cable companies. Competition is based dogy content, quality, promotions a
bundled offerings. Many of our competitors for thesrategic services are not subject to the sagudatery requirements as we are, and
therefore they are able to avoid significant regulacosts and obligations. The market for wirelsssvices is highly competitive. In reselling
Verizon Wireless services, we compete with nati@mal regional carriers, as well as other salestager resellers. We market and sell
wireless services to customers who are buying thesgces as part of a bundle with one or moreuofodher services. Competition is based on
coverage area, price, services, features, handselsyical quality and customer service.

In providing private line services to our wholesalarkets customers, we compete primarily with matidelecommunications providers,
such as AT&T Inc. and Verizon Communications InddRionally we are experiencing increased competifor private line services from
cable companies. Competition for private line sesiis based primarily on price, as well as netwedch, bandwidth, quality, reliability and
customer service. Although we are experiencingisgecompetition in this market, we believe we axefably positioned due to our strong
presence in our local service area.

Legacy Service

Although our status as an incumbent local exchaageer, or ILEC, continues to provide us some atlvges in providing local services
to our business and mass markets customers, wiaeent face significant competition in this markdiany consumers are substituting cable
and wireless for traditional voice telecommunicasicervices, which has increased the number ardafypompetitors within our industry and
has decreased our market share. As a result gbthdkict substitution, we face greater competitioproviding local services from wireless
providers, resellers and sales agents (includimgedves) and from broadband service providersudiop cable companies. We also contint
compete with traditional telecommunications prov&lauch as national carriers, smaller regionaligess, competitive local exchange carriers
and independent telephone companies.

Competition for business and mass markets custoisibessed primarily on pricing, packaging of seegi@and features, quality of service
and meeting customer care needs. We believe thissencers value the

5
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convenience of, and price discounts associated vatieiving multiple services through a single camp Within the telecommunications
industry, these services may include telephonesless, video and Internet access. Accordingly, meeaur competitors continue to develop
and deploy more innovative product bundling, enkdrfeatures and combined billing options in anrétimretain and gain customers. While
we rely on reseller or sales agency arrangemermsotade some of our bundled services, some otounpetitors are able to provide all of t
bundled services directly, which may provide theoompetitive advantage.

Some of our competitors for business and mass rsackistomers are subject to fewer regulations Weare, which affords them
competitive advantages against us. Under fedegalations, telecommunication providers are abliaterconnect their networks with ours,
resell our services or lease separate parts afietwork in order to provide competitive servicegn@rally, we have been required to provide
these functions and services at wholesale ratdshvaiows our competitors to sell their servicefoaver prices. However, these rules have
been and continue to be reviewed by state anddedegyulators. For additional discussion of regata affecting our business, see
“Regulation” below. In addition, wireless and brbadd service providers generally are subject ®desi0 regulation, which may allow them
to operate with lower costs than we are able toaipe

The market for wholesale local services is highldynpetitive. Our UNE customers are experiencingséimae competition with
competitive local exchange carriers, or CLECs|doal services customers as we are, as discussee.alye also compete with some of our
own wholesale markets customers that are depldiigig own networks to provide customers with losgdvices. By doing so, these
competitors take traffic off of our network.

We face significant competition for access services) CLECs, cable companies, resellers and wisedesvice providers. Our access
service customers face competitive pressures inlthginesses that are similar to those we fack ispect to strategic and legacy services
the extent that these competitive pressures resdécreased demand for their services, demanalfioaccess services also declines.

Regulation

We are subject to significant regulation by thedratlCommunications Commission, or FCC, which ratgd interstate communications,
and state utility commissions, which regulate ista#e communications. These agencies issue ruf@stect consumers and promote
competition; they set the rates that telecommuigicatompanies charge each other for exchanginfigdrahd they have established funds
(called universal service funds) to support pranisdf services to high-cost areas. In most stédes| voice service, switched and special
access services, and interconnection servicesujecs to price regulation, although the extentegfulation varies by type of service and
geographic region. In addition, we are requirethtontain licenses with the FCC and with utility cmissions in most states. Laws and
regulations in many states restrict the mannerhithva licensed entity can interact with affiligteansfer assets, issue debt and engage in
business activities, and many mergers and acarisitiequire approval by the FCC and some state ¢ssions.

In this section, we describe potentially signifiteggulatory changes that we face, including: statemission review of the rates we
charge for local telephone service and FCC propdsaieform universal service funds, change thesrearriers charge each other for
exchanging traffic, and change the rates we cargelfar special access services.

Interconnection

In our local service area, we are required by lamterconnect with other telecommunications prevédand to allow competing local
exchange carriers to resell our services and us@ollities as unbundled network elements. Statamissions periodically conduct
proceedings to change the rates we are allowelage for these services, and those proceedingsesatt in changes to our revenue from
wholesale customers. The FCC and state commisaienalso considering designating additional gedygcaareas where we would be allowed
to charge higher, market-based rates for thesécsstv
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Intercarrier Compensation and Access Pricir

The FCC has initiated a number of proceedingsdbald affect the rates and charges for servicdsathasell to or purchase from other
carriers and for traffic that we exchange with otterriers. The FCC has been considering compréreereform of these charges, known as
“intercarrier compensation,” in a proceeding thauld result in fundamental changes in the chargesmour affiliates collect from and pay to
other carriers. This proceeding may not be comgléiesome time. State commissions also periodiacaken proceedings to change the rates
that we or other local carriers charge to termirgeie originate intrastate calls. The FCC, staternmsions and federal courts are also
reviewing intercarrier compensation issues relatint® services, including whether we should pagricaerrier compensation to carriers for
traffic bound for Internet service providers thedss local exchange boundaries (known as “VNXXficgfand whether VolP providers must
pay carrier access charges. In 2009, we receivebrgipately $400 million in switched access revefwkich includes a significant amount of
related services not subject to these proceedingd)our affiliates’ paid a greater amount to otteriers for switched access.

The FCC also has an open proceeding to examinéheshedtes should be reduced for high-capacityifesithat local exchange carriers,
like Qwest, sell to other companies. Some partéaproposed changes to the FCC'’s rules that wsigidficantly reduce our revenues from
these facilities. This proceeding remains pendiefpie the FCC. In 2009, we received approximatély Dillion for interstate special access
services (excluding digital subscriber line), bat all of that revenue is at issue in the FCC'sideaccess proceeding. Most proposals
submitted in the proceeding would impact only lowapacity services and not higher-capacity fibeseloeservices, and many proposals would
impact services only in geographic areas wheré&@@ has granted us pricing flexibility. If the F@@es mandate lower prices, our affiliates’
will benefit from lower prices for the special asseservices they purchase from other carriers,wtoi@led $558 million in 2009.

Universal Service

The FCC maintains a number of universal servicgnanms that are intended to ensure affordable telepkervice for all Americans,
including low-income consumers and those livingurel areas that are costly to serve, and enseesado advanced telecommunications
services for schools, libraries and rural healtte gaoviders. These programs, which totaled ovebiiién annually in recent years, are funded
through contributions by interstate telecommunaaicarriers, which are generally passed througdheto end-users. The FCC is actively
considering a new contribution methodology, whi€ladopted, could significantly increase our ungadrservice contributions. While we wo
have the right to pass these charges on to ouoroess, the additional charges could affect the daehfier certain telecommunications services.

In 2009, we received approximately $66 million &uléral universal service high-cost subsidies. TDE I5 actively considering changes
in the structure and distribution methodology efuniversal service programs. Additionally, in 200t Tenth Circuit Court of Appeals
remanded the FCC’s universal service high cossrdefailure to comply with federal law, and th€E€ has an open proceeding to consider
how to comply with the order. The FCC is also cdaging whether to reconfigure its universal senfigeds to support broadband services.
resolution of these proceedings ultimately coufdctfthe amount of universal service support weikec

In 2009, we received approximately $87 million fate universal service high-cost subsidies. Statensissions and legislatures may
review and alter their respective state universalise programs, and, as a result, our distribgtimay be affected.

Network Neutrality

In October 2009, the FCC initiated a proceedingaiesider adopting network neutrality rules applieab providers of broadband
Internet access services. In general, network alytrefers to government policies
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designed to safeguard and promote an open Inteékmeing other things, network neutrality rules coaftect our ability to charge for enhanc
or prioritized broadband Internet access servitbis proceeding remains pending before the FCC.

Employees
December 31 Increase/(Decrease % Change
2009 \ 2008\
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007
Management employe: 12,24¢ 13,40¢ 13,75€¢ (1,156 (352 (9)% 3)%
Occupational employet¢ 15,557 17,14 20,25( (1,588 (3,105 (9% (15)%
Total employee 27,80% 30,54¢ 34,00¢ (2,749 (3,45)) (9)% (10%

Our occupational employees are covered by collediBrgaining agreements with the Communicationskéferof America, or CWA,
and the International Brotherhood of Electrical Was, or IBEW. Our current four-year agreementhilie CWA and IBEW expire on
October 6, 2012. See the discussion of risks rgdt our labor relations in “Risk Factors—Othesl®i Relating to Qwest” in Item 1A of this
report.

Website Access and Important Investor Information

Our website addresswswvw.gwest.comand we routinely post important investor inforioatin the “Investor Relations” section of our
website atnvestor.qwest.comThe information contained on, or that may be ssed through, our website is not part of this ahreport. You
may obtain free electronic copies of our annuabrespon Form 10-K, quarterly reports on Form 10c@rent reports on Form 8-K and all
amendments to those reports in the “Investor Relatisection of our website under the heading “$Hi@gs.” These reports are available on
our website as soon as reasonably practicablewaf@lectronically file them with the SecuritieddgExchange Commission, or SEC.

QCIl has adopted written codes of conduct thatesas/the code of ethics applicable to our directiffcers and employees, including
our principal executive officer and senior finar@#icers, in accordance with Section 406 of tlelfines-Oxley Act of 2002, the rules of the
SEC promulgated thereunder and the New York Stoch&nge rules. In the event that QCIl makes anypgbsito, or provides any waivers
from, the provisions of its code of conduct apfieato its and our principal executive officer aahior financial officers, QCII intends to
disclose these events on QCII's and our websita arreport on Form 8-K within four business dafsuch event.

These codes of conduct, as well as copies of Q@uidelines on significant governance issues aadtarters of QCII's audit
committee, compensation and human resources coaengittd nominating and governance committee, aitableain the “Corporate
Governance” section of QCII's and our websitéhaestor.qwest.com/corporate-governameen print to any stockholder who requests ther
sending a written request to QCII's Corporate Sacyeat Qwest Communications International IncQIL&alifornia Street, Denver, Colorado
80202.

Special Note Regarding Forward-Looking Statements

This Form 10-K contains or incorporates by refeeeficward-looking statements about our financialdition, operating results and
business. These statements include, among others:

» statements concerning the benefits that we expdlatesult from our business activities and certaamsactions we have completed,
such as increased revenue, decreased expensegitetieexpenses and expenditures;

» statements of our expectations, beliefs, futurapknd strategies, anticipated developments ared othtters that are not historic
facts.



Table of Contents

These statements may be made expressly in thisrddwor may be incorporated by reference to otbeuchents we have filed or will
file with the SEC. You can find many of these stagats by looking for words such as “may,” “woulticould,” “should,” “plan,” “believes,”
“expects,” “anticipates,” “estimates,” or similaxpressions used in this document or in documetsr porated by reference in this document.

These forward-looking statements are subject toemaos assumptions, risks and uncertainties thataaage our actual results to be
materially different from any future results exmed or implied by us in those statements. Sombkesfet risks are described in “Risk Factons”
Item 1A of this report.

These risk factors should be considered in conmeetith any written or oral forward-looking statemt®that we or persons acting on our
behalf may issue. Given these uncertainties, wéaainvestors not to unduly rely on our forwdobking statements. We do not undertake
obligation to review or confirm analysts’ expeabais or estimates or to release publicly any remsito any forward-looking statements to
reflect events or circumstances after the datbisfdocument or to reflect the occurrence of urgpaied events. Further, the information about
our intentions contained in this document is aestant of our intentions as of the date of this doeot and is based upon, among other things,
the existing regulatory environment, industry cdiodis, market conditions and prices, the econongeimeral and our assumptions as of such
date. We may change our intentions, at any timewdtigbut notice, based upon any changes in sudbrfgdn our assumptions or otherwise.
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ITEM 1A. RISK FACTORS
Risks Affecting Our Business

Increasing competition, including product substitioh, continues to cause access line losses, whiabk adversely affected and cot
continue to adversely affect our operating resuttisd financial condition.

We compete in a rapidly evolving and highly comipeti market, and we expect competition to contitaimtensify. We are facing
greater competition from cable companies, wirefgssiders, resellers and sales agents (includimgetves) and facilities-based providers
using their own networks as well as those leasargspf our network. In addition, regulatory deyeients over the past several years have
generally increased competitive pressures on osinbss. Due to some of these and other factorspminue to lose access lines.

We are continually evaluating our responses toetlsesnpetitive pressures. Some of our more recepbreses are expanded broadband
capabilities and strategic partnerships. We alstaie focused on customer service and providingoensts with simple and integrated
solutions, including, among other things, produatdies and packages. However, we may not be sdotesthese efforts. We may not be
able to distinguish our offerings and service Ievfedbm those of our competitors, and we may natumessful in integrating our product
offerings, especially products for which we actagseller or sales agent such as wireless and gel@ices. If these initiatives are
unsuccessful or insufficient, we are otherwise lméd sufficiently stem or offset our continuingcass line losses and our revenue declines
significantly without corresponding cost reductiptiés would adversely affect our operating resaitd financial condition, as well as our
ability to service debt and pay other obligations.

Unfavorable general economic conditions in the Uadt States could negatively impact our operatingules and financial condition.

Unfavorable general economic conditions, includimg unstable economy and the current credit mam@tonment, could negatively
affect our business. While it is often difficultrfos to predict the impact of general economic @@ts on our business, these conditions could
adversely affect the affordability of and consurdemand for some of our products and services anld cause customers to shift to lower
priced products and services or to delay or fongelpases of our products and services. One or ofdlese circumstances could cause our
revenue to decline. Also, our customers may natlide to obtain adequate access to credit, whicldaftect their ability to make timely
payments to us. If that were to occur, we coulddagiired to increase our allowance for doubtfulbads, and the number of days outstanding
for our accounts receivable could increase. Intamdias discussed below under the heading “RidkscAng our Liquidity,” due to the
unstable economy and the current credit marketenwient, we may not be able to refinance matureig dt terms that are as favorable as
those from which we previously benefited, at tethat are acceptable to us or at all. For thes@rsagmong others, if the current economic
conditions persist or decline, this could adversdfgct our operating results and financial comditias well as our ability to service debt and
pay other obligations.

Consolidation among participants in the telecommgations industry may allow our competitors to conipenore effectively against us,
which could adversely affect our operating resuétad financial condition.

The telecommunications industry has experiencecesmnsolidation, and several of our competitorsel@onsolidated with other
telecommunications providers. This consolidatiossutes in competitors that are larger and bettearfaed and affords our competitors increased
resources and greater geographical reach, therelhlieg those competitors to compete more effelstimgainst us. We have experienced and
expect further increased pressures as a resuitsofonsolidation and in turn have been and matimmoa to be forced to respond with lower
profit margin product offerings and pricing plansain effort to retain and attract customers. Tipesssures could adversely affect our oper:
results and financial condition, as well as outighio service debt and pay other obligations.
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Rapid changes in technology and markets could regusubstantial expenditure of financial and otheesources in excess of contempla
levels, and any inability to respond to those chasgould reduce our market share and adversely &ffeur operating results and financial
condition.

The telecommunications industry is experiencingigicant technological changes, and our abilitgxecute our business plans and
compete depends upon our and our affiliates’ ghititdevelop and deploy new products and servitles.development and deployment of new
products and services could also require substaxeenditure of financial and other resourcesxicess of contemplated levels. If we are not
able to develop new products and services to kaep with technological advances, or if those prtgland services are not widely accepte
customers, our ability to compete could be advgraected and our market share could decline. ikability to keep up with changes in
technology and markets could also adversely affecoperating results and financial condition, &l as our ability to service debt and pay
other obligations.

Our reseller and sales agency arrangements exposéowa number of risks, one or more of which mayadsely affect our business and
operating results.

We rely on reseller and sales agency arrangematitother companies to provide some of the servicaswe sell to our customers,
including video services and wireless productsserdices. If we fail to extend or renegotiate thesangements as they expire from time to
time or if these other companies fail to fulfilleiih contractual obligations to us or our customesxs may have difficulty finding alternative
arrangements and our customers may experiencepti@ra to their services. In addition, as a res@ltesales agent, we do not control the
availability, retail price, design, function, quglireliability, customer service or branding oésie products and services, nor do we directly
control all of the marketing and promotion of theseducts and services. To the extent that thdssr ecbmpanies make decisions that
negatively impact our ability to market and se#ittproducts and services, our business plans aald @nd our reputation could be negatively
impacted. If these reseller and sales agency araegts are unsuccessful due to one or more of tiedse our business and operating results
may be adversely affected.

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

From time to time, we receive notices from thirdtigs or are named in lawsuits filed by third pestclaiming we have infringed or are
infringing upon their intellectual property righta/e may receive similar notices or be involvedimikr lawsuits in the future. Responding to
these claims may require us to expend signifidam tnd money defending our use of affected tedwyyplmay require us to enter into
licensing agreements requiring royalty paymentsweawould not otherwise have to pay or may requ&¢o pay damages. If we are required
to take one or more of these actions, our profitgina may decline. In addition, in responding tes claims, we may be required to stop
selling or redesign one or more of our productsesvices, which could significantly and adversdfget the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the KPNQwest litigation abhilave a material adverse impact on our financiardition and operating results, o
the trading price of our debt securities and on oability to access the capital markets.

As described in “Legal Proceedings” in Item 3 aétteport, the KPNQwest matters present materidlsagnificant risks to QCII and us.
In the aggregate, the plaintiffs in the KPNQwesttera seek billions of dollars in damages. In dddijtthe outcome of one or more of these
matters could have a negative impact on the outsarfithe other matters. QCII continues to deferalreg these matters vigorously and is
currently unable to provide any estimate as tditheng of their resolution.

We can give no assurance as to the impacts on &t our financial results or financial condittbat may ultimately result from these
matters. The ultimate outcomes of these matterstdirencertain, and
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substantial settlements or judgments in these msattauld have a significant impact on QCII andTuse magnitude of such settlements or
judgments resulting from these matters could matgrand adversely affect QCs financial condition and ability to meet its deditligations,
potentially impacting its credit ratings, its atyjilto access capital markets and its complianclk débt covenants. In addition, the magnitude of
any such settlements or judgments may cause Q@hatw down significantly on its cash balances, Whidght force it to obtain additional
financing or explore other methods to generate.cagbh methods could include issuing additionaligges or selling assets. As a wholly
owned subsidiary of QCII, our business operatiarsfinancial condition could be similarly affected.

Further, there are other material proceedings penajainst QCII as described in “Legal Proceedimgstem 3 of this report that,
depending on their outcome, may have a materiasdveffect on QCII's and our financial positiomus, we can give no assurances as to the
impacts on QCII's and our operating results orriicial condition as a result of these matters.

We operate in a highly regulated industry and ateetefore exposed to restrictions on our manner @iy business and a variety of claims
relating to such regulation.

We are subject to significant regulation by the F@Bich regulates interstate communications, aatkattility commissions, which
regulate intrastate communications. Generally, wstrobtain and maintain certificates of authorigni the FCC and regulatory bodies in i
states where we offer regulated services, and eswject to numerous, and often quite detailegjirements under federal, state and local
laws, rules and regulations. Accordingly, we carardure that we are always in compliance withhedsé requirements at any single point in
time. The agencies responsible for the enforcemiftiitese laws, rules and regulations may initintpiiries or actions based on customer
complaints or on their own initiative. See addiibimformation about regulations affecting our mesis in “Business—Regulatioiri’ ltem 1 of
this report.

Regulation of the telecommunications industry iarging rapidly, and the regulatory environmentessubstantially from state to state.
A number of state legislatures and state utilitpnotssions have adopted reduced or modified formegilation for retail services. These
changes also generally allow more flexibility fate changes and for new product introduction, aegl Enhance our ability to respond to
competition. Despite these regulatory changesbhatantial portion of our local voice services ravememains subject to FCC and state utility
commission pricing regulation, which could exposdaiunanticipated price declines. For instanc@Qit0 the state utility commission in
Arizona may consider a price cap plan that willgovthe rates that we charge in that state. The @30 considering changing the rates that
carriers can charge each other for originatingyyirag and terminating traffic and for local accéaasilities. Also under review by the FCC and
state commissions are the intercarrier compenseiues arising from the delivery of traffic destinfor entities that offer conference and chat
line services for free (known in the industry asctass stimulation,” or “traffic pumping”), and e&ffic bound for Internet service providers
that cross local exchange boundaries (known as “XN&ffic”). The FCC and state commissions are &lsnsidering changes to funds they
have established to subsidize service to high-#@sts. Changes to how those funds are distribateld cesult in us receiving less in universal
service funding, and changes to how the funds @lfeated could make some of our services less ctitiyee There can be no assurance that
future regulatory, judicial or legislative actiwt will not have a material adverse effect on quarations, or that regulators or third parties will
not raise material issues with regard to our coamgé or noncompliance with applicable regulations.

All of our operations are also subject to a vargtgnvironmental, safety, health and other govesmtad regulations. We monitor our
compliance with federal, state and local regulatigaverning the management, discharge and dispbblakzardous and environmentally
sensitive materials. Although we believe that weeiarcompliance with these regulations, our managendischarge or disposal of hazardous
and environmentally sensitive materials might expas to claims or actions that could have a matadigerse effect on our business, financial
condition and operating results.
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Risks Affecting Our Liquidity

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

Our ultimate parent, QCII, continues to carry sfigaint debt. As of December 31, 2009, our constdidalebt was approximately
$8.4 billion, which was included in QCII's consdigd debt of approximately $14.2 billion as of thate. Approximately $5.8 billion of
QCII's debt, which includes approximately $2.8ibifi of our debt obligations, comes due over the tieee years. The $5.8 billion amount
also includes $1.265 billion of QCII's 3.50% Contele Senior Notes due 2025 (referred to as th8%.&onvertible Senior Notes), which
QCIl may elect to redeem at any time on or aftevédober 20, 2010 and holders may require QCII tanemase for cash on November 15,
2010. In addition, holders of these 3.50% Convkrtenior Notes may also elect to convert the falof their notes into cash during periods
when specified, market-based conversion requiresremat met. While we currently believe QCII and wik ave the financial resources to
meet our obligations when they come due, we cafufigtanticipate our future condition or that of QCthe credit markets or the economy
generally. We may have unexpected costs and liglsiliand we may have limited access to finandimgddition, QCIl has $193 million of
potential stock repurchases remaining under itgipusly disclosed stock repurchase program, argdtiite current expectation of QCII's Board
of Directors that QCII will continue to pay a querty cash dividend. Cash used by QCII to purchissedammon stock or to pay dividends will
not be available for other purposes, includingrdmayment of debt.

We may periodically need to obtain financing inerrtb meet our debt obligations as they come due.tD the unstable economy and
current credit market environment, we may not e &brefinance maturing debt at terms that arfaesrable as those from which we
previously benefited, at terms that are acceptables or at all. We may also need to obtain adaitidinancing or investigate other methods to
generate cash (such as further cost reductiorfeessdle of assets) if revenue and cash providexpésations decline, if economic conditions
weaken, if competitive pressures increase, if hsldéthe 3.50% Convertible Senior Notes electaiovert their notes because market-based
conversion provisions are met or require QCII fourehase their notes for cash on November 15, 20QC Il or we are required to contribute
a material amount of cash to QCII's pension pla@CII or we are required to begin to pay othertpetirement benefits significantly earlier
than is anticipated, or if QCIl becomes subjedigmificant judgments or settlements in one or nadrhe matters discussed in “Legal
Proceedings” in Item 3 of this report. We can gigeassurance that this additional financing willlvailable on terms that are acceptable to us
or at all. Also, we may be impacted by factorstietato or affecting our liquidity and capital resoes due to perception in the market, impacts
on our credit ratings or provisions in our finargcegreements that may restrict our flexibility undertain conditions.

QCII's $1.035 billion revolving credit facility (ferred to as the Credit Facility), which is curtgnindrawn, has a cross payment default
provision, and the Credit Facility and certain otlebt issues of QCII and its other subsidiariasehaoss acceleration provisions. When
present, these provisions could have a wider impadiquidity than might otherwise arise from aaldf or acceleration of a single debt
instrument. As a subsidiary of QCII, any such eventld adversely affect our ability to conduct Imesis or access the capital markets and
adversely impact our credit ratings. In additidre Credit Facility contains various limitations¢lmding a restriction on using any proceeds
from the facility to pay settlements or judgmergkating to the legal matters discussed in “LegakPedings” in Item 3 of this report.

The degree to which we, together with QCII, areefaged may have other important limiting consegegniacluding the following:

» placing us at a competitive disadvantage as cordpaith our less leveraged competitc
* making us more vulnerable to downturns in generahemic conditions or in any of our busines:

« limiting our flexibility in planning for, or reaatig to, changes in our business and the industihioh we operate; ar
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* impairing our ability to obtain additional finangjrin the future for working capital, capital expéodes or general corpora
purposes

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

The industry in which we operate is capital inteasand we anticipate that our capital requiremeiitscontinue to be significant in the
coming years. Although we have reduced our opegaikpenses over the past few years, we may beait@hbirther significantly reduce these
costs, even if revenue in some areas of our busisedecreasing. While we believe that our plarieed! of capital expenditures will meet both
our maintenance and our core growth requiremeritgygorward, this may not be the case if circumséunderlying our expectations char

Adverse changes in the value of assets or obligaiassociated with QC’'s employee benefit plans could negatively impaci@s liquidity,
which may in turn affect our business and liquidity

Our employees participate in employee benefit ptamnsored by QCII.

QCII maintains a qualified pension plan, a non-tjigal pension plan and posttirement benefit plans. The funded status ofehans i
the difference between the value of all plan asmetkbenefit obligations. The accounting unfundatls of QCII's pension plan was $790
million at December 31, 2009. The process of catind) benefit obligations is complex. Adverse chemin interest rates or market conditions,
among other assumptions and factors, could casgm#icant increase in QCII's benefit obligationisa significant decrease in the value of
plan assets. With respect to QCII's qualified penglan, adverse changes could require QCII toritarie a material amount of cash to the
plan or could accelerate the timing of any requitash payments. The amounts contributed by usdghr@CII are not segregated or restricted
and may be used to provide benefits to employe€¥3if's other subsidiaries. QCII determines ourcesntribution and, historically, has only
required us to pay our portion of its required pemgontribution. QCII will not be required to makecash contribution to the plan in 2010.
Based on currently available information, QCII'ejeicted required contribution in 2011 is $0 to $1#0ion. The information necessary to
finalize QCII's 2011 contribution calculations wiibt be available until later in 2010. It is algry likely, based on current funding laws and
regulations, that significantly higher contributsowill be required in 2012 and beyond. The amotiainy required contributions in 2012 and
beyond will depend on earnings on investments pdistrates, changes in the plan and funding lawlsegulations. Any future material cash
contributions in 2011 and beyond could have a meg@npact on QCII's liquidity by reducing its cafibws, which in turn could affect our
liquidity.

Because we are a wholly owned subsidiary of Q@Hsé events could adversely affect our liquiditpar ability to conduct our business
or access the capital markets.

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

We regularly declare and pay dividends to our dipascent, QSC. We may declare and pay dividenésdess of our earnings to the
extent permitted by applicable law, which may caonela significant amount of the cash we generate d@bt covenants do not limit the
amount of dividends we can pay to our parent.

Our debt agreements and the debt agreements of Q@dw us and QCII to incur significantly more deptvhich could exacerbate the other
risks described in this report.

The terms of QCII's and our debt instruments peboth QCII and us to incur additional indebtednégklitional debt may be necessary
for many reasons, including to adequately resporambinpetition, to comply with regulatory requirerterelated to our service obligations or
for financial reasons alone. Incremental borrowiagborrowings at maturity on terms that imposeitaithl financial risks to our various
efforts to improve our operating results and finahcondition could exacerbate the other risks dbed in this report.
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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 and reldiedosures in conformity with U.S. generally guteel accounting principles requires
management to make judgments, assumptions andagssitihat affect the amounts reported in our catesteld financial statements and
accompanying notes. Our critical accounting poficighich are discussed in “Management’s DiscusaiahAnalysis of Financial Condition
and Results of Operations—Ciritical Accounting Fieicand Estimates” in Item 7 of this report, ddsethose significant accounting policies
and methods used in the preparation of our coreelitifinancial statements that are consideredcatitbecause they require judgments,
assumptions and estimates that materially impactonsolidated financial statements and relatedalisires. As a result, if future events or
assumptions differ significantly from the judgmerassumptions and estimates in our critical acéngmgolicies, these events or assumptions
could have a material impact on our consolidatedrfcial statements and related disclosures.

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

We are included in the consolidated federal inctemeaeturn of QCII. As such, we could be severhdlple for tax examinations and
adjustments attributed to other members of the @@illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits by
the Internal Revenue Service, or IRS, as well ate $tnd local tax authorities. These audits coultfest us to tax liabilities if adverse positions
are taken by these tax authorities.

Tax sharing agreements have been executed betw@kral previous affiliates, and QCII believes liadilities, if any, arising from
adjustments to previously filed returns would beneoby the affiliated group member determined teeha deficiency under the terms and
conditions of such agreements and applicable tax\l'de have not generally provided for liabilitietgridputable to current or former affiliated
companies or for claims they have asserted or rasgraagainst us.

We believe that we have adequately provided foctaxingencies. However, QCII's tax audits and exations may result in tax
liabilities that differ materially from those thae have recorded in our consolidated financiakst&nts. Because the ultimate outcomes of all
of these matters are uncertain, we can give naasse as to whether an adverse result from oneoce of them will have a material effect on
our financial results.

If we fail to extend or renegotiate our collectivm@rgaining agreements with our labor unions as theypire from time to time, or if ou
unionized employees were to engage in a striketheowork stoppage, our business and operating fesoould be materially harmed.

We are a party to collective bargaining agreemsiitts our labor unions, which represent a signiftcammber of our employees. Our
current four-year agreements with the CWA and BEEW expire on October 6, 2012. Although we belitheg our relations with our
employees and unions are satisfactory, no assucamcbe given that we will be able to successfediend or renegotiate our collective
bargaining agreements as they expire from timene.tThe impact of future negotiations, includinoges in wages and benefit levels, could
have a material impact on our financial resultsoAif we fail to extend or renegotiate our colieetbargaining agreements, if significant
disputes with our unions arise, or if our unionizearkers engage in a strike or other work stoppagecould incur higher ongoing labor costs
or experience a significant disruption of operagionhich could have a material adverse effect arbasginess.
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Health care reform in the United States could in@se the costs of maintaining our peretirement health benefit programs.

The U.S. Congress is considering legislation adiingshealth care reform. If enacted, this legistatould have a significant ongoing
impact on our tax liabilities and the costs of naiiming our employee health and post-retiremenebeprograms, which would significantly
impact our annual net income and cash flows. Aractad legislation could also have a significant-reeurring impact on our net income in
the period of enactment. For example, current neferoposals would disallow federal income tax déiduas for retiree prescription drug
benefits to the extent we receive reimbursementthfise benefits under the Medicare Part D progiidis change would increase the cost to
us of this employee benefit program, resulting imoa-recurring increase in our income tax expemskaa associated reduction in our net
income of approximately $54 million to $70 milliém the period in which the law is enacted. We cammedict whether any law relating to
health care reform will ultimately be enacted, tixens or timing of any such law, or whether we wdomlake any changes to our benefit
programs as a result of any such law.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal properties do not lend themselvesitigple description by character and location. Tévmagonents of our gross investmer
property, plant and equipment consisted of the¥athg as of December 31, 2009 and 2008:

December 31

2009 2008

Components of gross investment in property, pladteguipment
Land and building: 7% 7%
Communications equipme 42% 42%
Other network equipmel 47% 46%
Genere-purpose computers and ott 4% 5%
Total 10C% 10C%

Land and buildings consists of land, land improvetaecentral office and certain administrative adfbuildings. Communications
equipment consists primarily of switches, routerd ransmission electronics. Other network equipnreziudes primarily conduit and cable.
General-purpose computers and other consists paltgiof computers, office equipment, vehicles attier general support equipment. We
own substantially all of our telecommunicationsipgqent required for our business. However, we |leastain facilities and equipment under
various capital lease arrangements when the leasiaggements are more favorable to us than purghds assets. Due to favorable
economics, we have increasingly turned to financingassets through capital leases. Total grogstment in property, plant and equipment
was approximately $43.7 billion and $43.9 billichaf December 31, 2009 and 2008, respectively reafeducting accumulated depreciation.

We own and lease administrative offices in majotropmolitan locations primarily within our local séce area. Substantially all of our
communications equipment and other network equipnsdncated in buildings that we own or on landhivi our local service area.

For additional information, see Note 6—PropertyrPland Equipment to our consolidated financigkst&nts in Item 8 of this report.
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ITEM 3. LEGAL PROCEEDINGS

QCllis involved in several legal proceedings taaskhhwe are not a party that, if resolved againstiQuld have a material adverse
effect on our business and financial condition. Ngge included below a discussion of these mat@mfy; those matters to which we are a p
represent contingencies for which we have accroedould reasonably anticipate accruing, liabidititappropriate to do so. We are not a party
to any of the matters discussed below and therdfave not accrued any liabilities for these matters

In this section, when we refer to a class actiofpatative” it is because a class has been allelgetdnot certified in that matter. Until and
unless a class has been certified by the courgstnot been established that the named plaingifiesent the class of plaintiffs they purport to
represent.

The terms and conditions of applicable bylaws,ifieates or articles of incorporation, agreementaplicable law may obligate QCII to
indemnify its former directors, officers or empl@gewith respect to certain of the matters descr@ow, and QCII has been advancing legal
fees and costs to certain former directors, offia@remployees in connection with certain mattescdbed below.

KPNQwest Litigation/Investigatior

On January 27, 2009, the trustees in the Dutchroatdy proceeding for KPNQwest, N.V. (of which Q@las a major shareholder) filed
a lawsuit in the federal district court for the ist of Colorado alleging violations of the Raoket Influenced and Corrupt Organizations Act
and breach of duty and mismanagement under DuiehQ&ll is a defendant in this lawsuit along witts@ph P. Nacchio, QCII's former chief
executive officer, Robert S. Woodruff, QCII's formzhief financial officer, and John McMaster, tlerfier president and chief executive
officer of KPNQwest. Plaintiffs allege, among othieings, that defendantattions were a cause of the bankruptcy of KPNQveast,they see
damages for the bankruptcy deficit of KPNQwestmgraximately $2.4 billion. Plaintiffs also seeklite and punitive damages as well as an
award of plaintiffs’ attorneys’ fees and costs.afvbuit asserting the same claims that was previdilst! in the federal district court for the
District of New Jersey was dismissed without pragjadand that dismissal was affirmed on appeal.

On September 13, 2006, Cargill Financial Markels,a@nd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, located in
the Netherlands, against QCII, KPN Telecom B.V.nkKdlijke KPN N.V. (referred to as KPN), Mr. NacchiMr. McMaster, and other former
employees or supervisory board members of QCII, QR#st or KPN. The lawsuit alleges that defendarnssepresented KPNQwest's
financial and business condition in connection wlith origination of a credit facility and wrongfylallowed KPNQwest to borrow funds under
that facility. Plaintiffs allege damages of appragiely €219 million (or approximately $314 millitased on the exchange rate on
December 31, 2009).

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court. As amended apltbfving the appeal of a partial summary judgmaegdiast plaintiffs which was affirmed
part and reversed in part, plaintiffs allege, amotiger things, that defendants violated state igsifaws in connection with plaintiffs’
investments in KPNQwest securities. QCII is a ddéan in this lawsuit along with Qwest B.V. (oneQCII's subsidiaries), Mr. Nacchio and
Mr. McMaster. The Arizona Superior Court dismisseaist of plaintiffs’ claims, and plaintiffs volunir dismissed the remainder of their
claims. Plaintiffs appealed the court’s decisiotht® Arizona Court of Appeals, which affirmed thezbna Superior Court’decision. Plaintiff
claim to have lost approximately $9 million in theivestments in KPNQwest, and are also seekirggest and attorneys’ fees.

On August 23, 2005, the Dutch Shareholders AssoacigVereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN&WVEB sought an inquiry into the
policies and course of business at KPNQwest tieableged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and
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KPNQwest’s outside auditors and accountants. Oreéer 28, 2006, the Enterprise Chamber orderedaauiry into the management and
conduct of affairs of KPNQwest for the period Jaryuthrough May 23, 2002. On December 5, 2008 Fiterprise Chamber appointed
investigators to conduct the inquiry.

QCII will continue to defend against the pendingN@west litigation matters vigorously.

Other Matters

Several putative class actions relating to thealtegton of fiber-optic cable in certain rights-afay were filed against QCII on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiad&ansas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andsl.dor the most part, the complaints challengd’@@ght to install its fiber-optic cable
in railroad rights-of-way. Complaints in Coloraditinois and Texas, also challenge QCII’s rightiistall fiber-optic cable in utility and
pipeline rights-of-way. The complaints allege ttiat railroads, utilities and pipeline companies dharight-of-way as an easement that did
not include the right to permit QCII to install fiber-optic cable in the right-of-way without tipdaintiffs’ consent. Most actions (California,
Colorado, Georgia, Kansas, Mississippi, Missourggon, South Carolina, Tennessee and Texas) pumpbet brought on behalf of state-wide
classes in the named plaintiffs’ respective statee. Massachusetts action purports to be on behathte-wide classes in all states in which
QCII has fiber-optic cable in railroad rights-ofyvéother than Louisiana and Tennessee), and alé®balf of two classes of landowners
whose properties adjoin railroad rights-of-way orély derived from federal land grants. Severdiars purport to be brought on behalf of
multi-state classes. The lllinois state court acparports to be on behalf of landowners in lliydowa, Kentucky, Michigan, Minnesota,
Nebraska, Ohio and Wisconsin. The lllinois fedelrt action purports to be on behalf of landowrerarkansas, California, Florida, lllinoi
Indiana, Missouri, Nevada, New Mexico, Montana @rdgon. The Indiana action purports to be on bedfadf national class of landowners
adjacent to railroad rights-of-way over which QGlfietwork passes. The complaints seek damagegonés of trespass and unjust
enrichment, as well as punitive damages. On July2@88, a federal district court in Massachusetitered an order preliminarily approving a
settlement of all of the actions described aboxeept the action pending in Tennessee. On Septeh@h@009, the court denied final approval
of the settlement on grounds that it lacked subjeadter jurisdiction. On December 9, 2009, the t@msued a revised ruling that, among other
things, denied a motion for approval as moot aschdised the matter for lack of subject matter glictson.

Qwest Communications Company, LLC, or QCC, is &déant in litigation filed by several billing agsribr the owners of payphones
seeking compensation for coinless calls made fragppones. The matter is pending in the United Statstrict Court for the District of
Columbia. Generally, the payphone owners claim @@€ underpaid the amount of compensation dueatim tinder FCC regulations for
coinless calls placed from their phones onto QCtetsvork. The claim seeks compensation for callsyelas interest and attorneys’ fees.
QCC will vigorously defend against this action.

A putative class action filed on behalf of certaffQCII’s retirees was brought against QCII, theg3wGroup Life Insurance Plan and
other related entities in federal district courfOalorado in connection with QCII's decision to ued the life insurance benefit for these retirees
to a $10,000 benefit. The action was filed on Ma&806h2007. The plaintiffs allege, among other tkirthat QCIl and other defendants were
obligated to continue their life insurance benafithe levels in place before QCII decided to redihem. Plaintiffs seek restoration of the life
insurance benefit to previous levels and certairitable relief. The district court ruled in QClfavor on the central issue of whether QCII
properly reserved our right to reduce the life nasice benefit under applicable law and plan docusade plaintiffs subsequently amended
their complaint to assert additional claims. Thartbas since dismissed or granted summary judgtoe@ClI on all of the plaintiffs’ claims.
Plaintiffs’ motion for reconsideration is pendingfbre the court.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We have omitted this information pursuant to Gehlexgtruction 1(2).
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
Not Applicable.

ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with, and are quedifby reference to, the consolidated
financial statements and notes thereto in Item@isfreport and “ManagemeatDiscussion and Analysis of Financial Conditiod &esults o
Operations” in Item 7 of this report. The compaligbof the following selected financial data igsificantly impacted by various changes in
accounting principles including:

» the adoption of Financial Accounting Standards Bpar FASB, Interpretation No., or FIN, 48, “Accding for Uncertainty in
Income Taxes” (Accounting Standards CodificationA8C, 740) (referred to as FIN 48), which was etifee for us on January 1,
2007; anc

» the adoption of Statement of Financial Accountitan8ards, or SFAS, No. 123(R), “Share-Based Paynf@8IC 718), which was
effective for us on January 1, 20(

Years Ended December 31,

2009 2008 2007 2006 2005
(Dollars in millions)

Operating revenu $9,731 $10,38¢ $10,69! $10,72: $10,84:

Operating expenst 7,16¢ 7,52¢ 7,631 8,28¢ 8,58¢
Income before income taxes and cumulative effechahges in accounting

principles 1,921 2,26 2,44( 1,88 1,62¢

Net income 1,197 1,43¢ 1,527 1,208 1,03¢

Other data

Cash provided by operating activiti $3,167 $ 3,47¢ $367C $337¢ $ 3,68¢

Cash used for investing activiti 1,10C 1,40z 1,25¢ 1,27¢ 1,151

Cash used for financing activiti 1,28¢ 2,13¢ 2,40( 1,98( 2,75:

Expenditures for property, plant and equipment capltalized softwar 1,10¢ 1,40¢ 1,27(C 1,41(C 1,401

December 31
2009 2008 2007 2006 2005

(Dollars in millions)
Balance sheet dat

Total asset $15,03¢ $15,44: $16,52: $17,40¢ $18,44¢
Total debi® 8,38¢ 7,58¢ 7,911 7,73¢ 7,72(
Total debt to total capital rat@ 96% 91% 85% 7% 73%

(1) Total debt is the sum of current portion of I-term borrowings and loi-term borrowing—net on our consolidated balance sheets.
total obligations, see “Management’s Discussion Andlysis of Financial Condition and Results of @iens—Future Contractual
Obligation¢" in Item 7 of this report

(2) The total debt to total capital ratio is a measafréhe percentage of total debt in our capitalcttrte. The ratio is calculated by dividi
total debt by total capital. Total debt is the saincurrent portion of long-term borrowings and letegm borrowings—net on our
consolidated balance sheets. Total capital isuhedaf total debt and total stockhol’s equity.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements in this report constitute fodaaoking statements. See “Business—Special NotggaRiing Forward-Looking
Statements” in Item 1 of this report for additiofedtors relating to these statements, and se ‘fRistors” in Item 1A of this report for a
discussion of certain risk factors applicable to lousiness, financial condition and results of afiens.

Business Overview and Presentation

We offer data, Internet, video and voice servicéhiwthe 14-state region of Arizona, Colorado,Hdalowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. We refer te tegion as our local servir
area.

Our operations are included in the consolidatedatfmns of our ultimate parent, QCII, and generaltgount for the majority of QCII’s
consolidated revenue. In addition to our operati@Il maintains a national telecommunications mekwThrough its fiber-optic network,
QCII provides some long-distance, data and Intesestices that we do not provide. You can find &ddal information about these services
that we do not provide in “Business” in Item 1 bistreport.

For certain products and services we provide, and fariety of internal communications functiong, use parts of QCII’s
telecommunications network to transport voice aai draffic. Through its network, QCII also provédeationally and globally some data and
Internet access services that are similar to seswiee provide within our local service area. Theswices include private line, and our
traditional wide area network, or WAN, services,ethconsist of asynchronous transfer mode, or A&l frame relay.

Our operations are integrated into and are pathe@tegments of QCII and contribute to all thre®@G1I's segments: business markets,
mass markets and wholesale markets. We have the Gaiaf Operating Decision Maker, or CODM, as QQICII's CODM reviews our
financial information only in connection with ouuarterly and annual reports that we file with th&CS Consequently, we do not provide our
discrete financial information to the CODM on auky basis. Additional information on our contritmuts to QCII's segments is provided in
Note 1:—Contribution to QCIl Segments to our consoliddiadncial statements in Item 8 of this report.

We group our products and services among majogosdts of products and services. During the thudrtgr of 2009, we changed these
categories and began using the following threegcaies:

»  Strategic servicewhich include primarily private line, broadbanddeo and Verizon Wireless servic

» Legacy servicewhich include primarily local, access, Integratesh&ces Digital Network, or ISDN, and traditionalAM services;
and

» Affiliate and other serviceiconsisting primarily of services we provide to affiliates and universal service fund, or USF,
surcharges. We provide to our affiliates data,rimeand local services and billing and collectieasrices that we also provide to
external customers. In addition, we provide to affifiates: marketing, sales and advertising; cotapgystem development and
support services; network support and technicalices; and other support services, such as leggdilatory, finance and
accounting, tax, human resources and executiveosu

We have reclassified certain prior year revenueeqpénse amounts to conform to the current yeaeptation.

Our analysis presented below is organized to peothe information we believe will be useful for enstanding the relevant trends
affecting our business. This discussion shouldela@ in conjunction with our consolidated finansidtements and the notes thereto in Iterr
this report.

20



Table of Contents

Business Trends

Our financial results were impacted by severalificant trends, which are described below. We ekfieat these trends will continue to
affect our results of operations, cash flows oaficial position.

Strategic servicedlVe continue to see shifts in the makeup of oull teteenue as customers move to strategic sengced, as
private line, broadband and video services, frogady services, such as local and access serviegsnRe from our strategic
services represented 30% and 27% of our total tevér the years ended December 31, 2009 and 28§&ctively, and the
amount continues to grow. With respect to broadtsamdices, we continue to focus on increasing siliEs, particularly among
consumer and small business customers. We reaesaely 8.0 million broadband subscribers at Decenlie2009 compared to
approximately 2.8 million at December 31, 2008. Mé&eve the ability to continually increase conimtispeeds is competitively
important. As a result, we continue to invest im fiber to the node, or FTTN, deployment, which laenched to meet customer
demand for higher broadband speeds. In additithetd-TTN deployment, we continue to expand our pebdfferings and enhan
our marketing efforts as we compete in a competitharket and a maturing market in which a signifiqgortion of consumers
already have broadband services. We expect thésgsefill improve our ability to compete and gr@ur broadband subscribers.
Demand for the private line services we offer tgibass and wholesale customers continues to irgsradsough our customers’
optimization of their networks and industry condation have negatively impacted our private lineereie. While we expect that
these factors will continue to impact our businessalso believe our fiber strategy will favorabifluence our private line revenue
through increased demar

Legacy servicesRevenue from our legacy services represented 51644 of our total revenue for the years ended Dées 31,
2009 and 2008, respectively and continues to dectiur legacy services revenue has been, and veeteixpvill continue to be,
adversely affected by access line losses. Intemsgetition and product substitution continue toveur access line losses. For
example, many consumers are substituting cablevinetess for traditional voice telecommunicatioesvices. This has increased
the number and type of competitors within our induand has decreased our market share. We expdhese factors will
continue to impact our business. Product bundlimdy@her product promotions, as described belowticoe to be some of our
responses to offset the loss of revenue as a m@sadicess line losses. We are also experienciong pompression relating to some
of our legacy services offered to our enterprisg governmental custome!

Product bundling and product promotiorWe offer our customers, primarily consumers andlismeinesses, the ability to bunc
multiple products and services. For example, thingoint marketing and advertising efforts with affiliates, these customers can
bundle local services with other services suchraadband, video, long-distance and wireless. Wiitdleo and wireless subscribers
are an important piece of our customer retentioatesy, they do not make a large contribution tategic services revenue. We
believe customers value the convenience of, ame gliscounts associated with, receiving multiplwises through a single
company. In addition to our bundle discounts, vg® affer limited time promotions on our broadbaadsie for qualifying
customers who have our broadband product in theidle, which we believe will positively affect oacquisition volume and drive
customers to purchase more expanded offerings.e/Mhihdle price discounts have resulted in loweragerevenue for our
individual products, we believe product bundlesttare to positively impact our customer retenti

Operating efficienciesWe continue to evaluate our operating structadefacus. This involves balancing our workforceespons
to our workload, productivity improvements, changethe telecommunications industry and governmaegulations. Through
planned reductions and normal employee attriticsnhave reduced our workforce and employee-relaists ¢net of severance)
while achieving operational efficiencies and impngvprocesses through automation, regional-levelagament and other
innovative ways of operatin
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* Pension and po-retirement benefits expensQCII is required to recognize on its consolidatedrcial statements certe
expenses relating to its pension and pettement health care and life insurance benpféss. These expenses are calculated k
on several assumptions, including among other shitigcount rates and expected rates of returnamgdsets that are set at the end
of each year. Changes in these assumptions caa sapmsficant changes in the combined net peribéditefits expenses QCII
recognizes. QCII allocates the expenses of theses b us and its other affiliates. The allocatbexpenses to us is based upon the
demographics of our employees and retirees comparaitithe remaining participants. Changes in GCGiksumptions can cause
significant changes in the net periodic pension @ost-retirement benefits expenses we recogniz2008 we recognized combined
net periodic income, as pension income exceedddrptiement benefit expense for the year. Howegering 2008 QCII
experienced significant losses on its pension arst-petirement benefit plan assets, which havefigntly impacted the pension
and post-retirement benefits expenses we record2dd9. Changes to QCII's assumptions in futuréoplsror plan changes may
further increase or decrease our expected comieeperiodic expenses beyond 20

QCII will not be required to make a cash contribatto the qualified pension plan in 2010. Basedumently available informatio
QCII's projected required contribution in 2011 &t $120 million. The information necessary tafire QCII's 2011 contribution
calculations will not be available until later i0T0. It is also very likely, based on current furgdiaws and regulations, that
significantly higher contributions will be requiréd 2012 and beyond. The amount of any requiredritriions in 2012 and beyo!
will depend on earnings on investments, discoulestachanges in the plan and funding laws and atiguk. The amounts
contributed by us through QCII are not segregategstricted and may be used to provide benefitsriployees of QCII's other
subsidiaries. Historically, QCIl has only requinegito pay our portion of its required pension dbotion.

» Disciplined capital expenditureCash used for investing activities decreased i@ 280compared to 2008 primarily due to loy
capital expenditures. Lower capital spending wegelly the result of a slowdown in new housing corgton, which was down
40% as compared to 2008, and other lower customsgrdcapital requirements. In 2009, initiativekated to decreasing per unit
capital costs resulted in lower spending. We adss& advantage of favorable interest rates and @&ser@ our capital leasing activity,
which further reduced our cash payments for capiiaipment. Our capital expenditures continue tfobased on our strategic
services such as broadband. In 2010, we anticthateour fiber investment, which includes fibetthe cell site, or FTTCS, will
increase. This upward trend is the largest contivibio our projected capital expenditures for 20ideasing to $1.4 billion or less.
In addition, we may use lease financing in 2010sfume portion of our capital spendii

While these trends are important to understandibevaluating our financial results, the other seations, events and trends discussed
in “Risk Factors” in Item 1A of this report may almaterially impact our business operations anafimal results.
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Results of Operations
Overview

The following table summarizes our results of opers for the years ended December 31, 2009, 2002807 and the number of
employees as of December 31, 2009, 2008 and 2007:

Years Ended December 31 Increase/(Decrease % Change
2009\ 2008\
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007
(Dollars in millions, except employees)

Operating revenu $ 9,731 $10,38¢ $10,69: $ (657 $ (309 (6)% 3)%
Operating expenst 7,16¢ 7,52¢ 7,631 (356) (10€) (5)% (D)%
Operating incomi 2,562 2,862 3,06( (307) (297 (11)% (6)%
Other expense (incom—net 641 59¢€ 62C 45 (24) 8% (4%
Income before income tax 1,921 2,26 2,44( (34¢€) (173 (15)% ("%
Income tax expens 724 82¢ 913 (10%) (84) (13% (9%
Net income $1197 $143t $1527 $ (241) $ (89 (17)% (6)%
Employees (as of December ! 27,80¢ 30,54¢ 34,00¢ (2,749 (3,45%) (9% (10)%

2009 COMPARED TO 2008
Operating Revenue

Operating revenue decreased primarily due to ld@gacy services revenue as a result lower localsEs revenue due to continued
access line losses, lower access services reveaugeglining revenue from our traditional WAN sees. Operating revenue also decreased
due to lower revenue from affiliate and other seesidriven by reduced support associated with fidiaggf’'s winding down of its wireless
business. These decreases in overall operatingueweere partially offset by increased strategiwises revenue as a result of increased
broadband and video subscribers and our tranditieelling Verizon Wireless services. We believat ttheclining general economic conditions
negatively impacted our revenue in 2009.

The following table compares our operating revefou¢he years ended December 31, 2009 and 2008:

Increase/
Years Ended December 31 (Decrease) % Change
2009 2008 2009 v 200 2009 v 200
(Dollars in millions)
Operating revenue
Strategic service $ 2,89¢ $ 2,78¢ $ 11C 4%
Legacy service 4,992 5,60¢ (61€) (11)%
Affiliate and other service 1,841 1,992 (157) (8)%
Total operating revent $ 9,731 $ 10,38¢ $ (657) (6)%
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The following table summarizes our total broadband video subscribers and access lines by custcmagnel as of December 31, 2009
and 2008:

Increase/
December 31 Decrease % Change
2009 2008 2009 v 200 2009 v 200
(in thousands)
Total broadband subscribe 2,97( 2,77¢ 19¢€ 7%
Total video subscribel 872 757 11k 15%
Access lines

Mass market 6,84( 7,79¢ (95€) (12)%
Business markei® 2,39¢ 2,63¢ (240) (9)%
Wholesale market 1,03( 1,13 (103) (9%
Total access line 10,26¢ 11,56¢ (1,299 (11)%

(1) Business markets access lines include approximd@3y000, 485,000 and 518,000 of affiliate accesslas of December 31, 2009, 2
and 2007, respectivel

Strategic Services

Strategic services revenue increased primarilytdan increase in broadband subscribers, partiéfibet by rate discounts. Strategic
services revenue also increased due to selling¥enVireless services. An increase in video subscsias of December 31, 2009 compared to
December 31, 2008 also contributed to the incremsiategic services revenue.

Legacy Services
Legacy services revenue decreased primarily daedecline in local and access services revenu¢odaecess line loss and a declining

lower revenue from our traditional WAN servicedydn by customer migration to more advanced teasgyobervices.

Affiliate and Other Services Revenue

Affiliate services revenue decreased primarily thueeduced support provided to an affiliate asdediavith the affiliate’s winding down
of its wireless business as we transitioned tangeWerizon Wireless services. In addition, we naduced support associated with an affiliate’s
winding down of its video and data products andtesl services. These decreases in affiliate servieee partially offset by an increase in
services we provided to support an affiliate’s gifown strategic service offerings. We estimate thatprofit from affiliate services was
approximately $300 million and $380 million befoaneome taxes for the years ended December 31, 2002008, respectively.
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Operating Expenses
The following table provides further detail regagliour operating expenses for the years ended Oesredd, 2009 and 2008:

Years Ended Increase/
December 31, (Decrease % Change
2009 v 2009 v
2009 2008 2008 2008

(Dollars in millions)
Cost of sales (exclusive of depreciation and ammatitin):

Employetrelated cost $1,057 $1,19¢ $ (142 (12)%

Other 44¢ 48¢ (40 (8)%
Total cost of sale 1,50¢ 1,687 (182) (1D)%
Selling:

Employesrelated cost 98t 1,06 (82) (8)%

Marketing, advertising and external commissi 41F 47¢ (60) (13)%

Other 262 30C (39 (13)%
Total selling 1,662 1,84z (180) (10)%
General, administrative and other operat

Employecrelated cost 64¢ 48€ 162 33%

Taxes and fee 39z 372 21 6%

Real estate and occupancy ct 274 297 (23 (8)%

Other 53€ 58¢ (47) (8)%
Total general, administrative and other opera 1,851 1,73¢ 112 7%
Affiliates 17¢ 18t (10 (5)%
Depreciation and amortizatic 1,97¢ 2,07: 97 B)%
Total operating expens $7,16¢ $7,52¢ $ (356 (5)%

Cost of Sales (exclusive of depreciation and amorttion)

Cost of sales are costs incurred in providing potsland services to our customers. These includplayee-related costs directly
attributable to operating and maintaining our nefwsuch as salaries, wages and certain benedits) pther cost of sales directly related to our
network operations (such as professional fees,matg@nd supplies and outsourced services).

Employee-related costs decreased primarily duewel salaries, wages and benefits related to emaplogductions in our network
operations, as we continued to manage workforeeotload. In addition, severance expense decrdasealse we terminated fewer
employees in 2009 as compared to 2008.

Other cost of sales decreased primarily due to l@rafessional fees and network expenses due toaniimued focus on managing costs
associated with our network, along with decreasddmes.

Selling Expenses

Selling expenses are costs incurred in selling yetsdand services to our customers. These inckrdployee-related costs directly
attributable to selling products or services (saslsalaries, wages, internal commissions and ndy&aiefits); marketing, advertising and
external commissions; and other selling costs (sscdbad debt expense, professional fees and oaegbservices).

Employee-related costs decreased due to lowelieslarages and benefits related to employee reshs;talong with decreased
commissions driven by lower sales headcount anéid@ttainment of sales targets. These decreasespasdrally offset by increases in
severance expenses.
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Marketing, advertising and external commissiongesed primarily due to reduced spending associtedlirect mail and media,
along with improved consumer call center costsaobange to using internal sales call centers.

Other selling costs decreased primarily due to fqwefessional fees as a result of a favorabledhgage in credit processing fees and
other cost savings initiatives.

General, Administrative and Other Operating Expense

General, administrative and other operating exmease corporate overhead and other operating ddstse include: employee-related
costs for administrative functions (such as sataneages and certain benefits); taxes and feeh @iproperty and other taxes and USF
charges); real estate and occupancy costs (suemiss utility and fleet costs); and other geneadministrative and other operating costs (such
as professional fees, outsourced services, lingatlated charges and general computer systerpedigervices). General, administrative and
other operating expenses also include our allocstiade of QCII's combined net periodic pension post-retirement expense for all eligible
employees and retirees.

Employee-related costs increased primarily duadoeiased pension and post-retirement benefits eggefihese benefits expenses are
based on several assumptions, including discotes end expected rates of return on plan assetsaith set at the beginning of each year. In
2008 we recognized combined net periodic benefiterme, as pension income exceeded post-retirers@efibexpense for the year. However,
during 2008 QCII experienced significant lossestempension and post-retirement benefit plan asadtieh significantly impacted the pension
and post-retirement benefits expenses we record2@(9. This increase in pension and post-retir¢tnenefits expenses was partially offset
by decreased severance expense and by lower espduséo workforce reductions as we continue toagarour workforce to our workload.

QCI! allocates the expense or income of its beddins to us based upon demographics of our emgdogempared to all the remaining
participants. The expense is a function of the arthotibenefits earned, interest on benefit oblmai expected return on plan assets,
amortization of costs and credits from prior betnetianges and amortization of actuarial gains assgds. We recorded combined net periodic
expense of $193 million and net periodic incom&13 million for the years ended December 31, 20@92008, respectively. The 2009
expense is net of a $12 million gain allocatedd@s a result of QCII's decision to no longer pdevpension benefit accruals for active
management employees under the qualified and nalifigd pension plans on or after January 1, 201@ shift from recording combined net
periodic income to recording combined net periaipense was primarily due to a decrease in expeeteth on plan assets as a result of
lower plan asset values and an increase in neaatlosses. Actuarial gains or losses reflectdifferences between earlier actuarial
assumptions and what actually occurred. We expeadord combined net periodic expense of apprabaiy&127 million in 2010. The
expected decrease in combined net periodic exprrZEL0 is primarily due to QCH decision to no longer provide pension benefituads foi
active management employees under the qualifiechanehualified pension plans, the elimination & tfualified and non-qualified pension
plan death benefits for certain eligible retireed eeduced interest cost, offset by an increasetinarial losses.

Taxes and fees increased as a result of a $4@miklivorable property tax settlement and otherrabie adjustments in the second
quarter of 2008. These increases were partiallseotdy lower USF charges resulting from continuezkas line erosion and a decrease in
current year property taxes.

Real estate and occupancy costs decreased prirdaglyo lower fuel costs, resulting from fewer mitliven and lower fuel prices. Real
estate and occupancy costs also decreased becalsalviewer operating leases in 2009 as compar2go®.

Other expenses decreased primarily due to lowdegsmnal fees, the 2008 impairments of certaiptagelated to QCII's transition to
selling Verizon Wireless services and decreasepl@geexpense due to cost cutting measures.
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Affiliate Expenses

Affiliate expenses include charges for our useoofjtdistance services, wholesale Internet accessrance, occupancy charges and
certain retiree benefits.

Affiliate expenses decreased primarily due to reduasurance costs driven by decreases in our waf and reduced support charges
from our wireless affiliate partially offset by ireases in wholesale Internet access in supporrdfrmadband services.

2008 COMPARED TO 2007
Operating Revenue

Operating revenue decreased primarily due to ldegacy services revenue driven in part by accessldisses as a result of competitive
pressures. Operating revenue also decreased dugeitrease in affiliate and other services duectmaage in the way we determine sales
support services billed to our affiliates, partiaiffset by an increase in services we providesufgport an affiliate’s strategic service offerings.
These decreases in overall operating revenue veetialty offset by increased revenue in our stretegrvices as a result of increased
broadband subscribers and private line services.

The following table compares our operating revefou¢he years ended December 31, 2008 and 2007:

Years Ended Increase/ %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007

(Dollars in millions)
Operating revenue

Strategic service $ 2,78¢ $ 2,48t $ 30: 12%
Legacy service 5,60¢ 6,117 (509) (8)%
Affiliate and other service 1,992 2,08¢ (97) (5)%
Total operating revent $10,38¢ $10,69 $ (309 (3)%

The following table summarizes our access linesustomer channel as of December 31, 2008 and 2007:

Increase.
%

December 31 Decreas: Change

2008 v 2008 v

2008 2007 2007 2007

(in thousands)
Total broadband subscribe 2,77¢ 2,53( 244 10%
Total video subscribel 757 58¢ 16€ 29%
Access lines

Mass market 7,79¢ 8,701 (911 (10)%
Business markel! 2,63¢ 2,791 (155) (6)%
Wholesale market 1,13¢ 1,291 (15¢) (12)%
Total access line 11,56¢ 12,78¢ (1,229 (10)%

In addition to the specific items discussed belae believe declining general economic conditiongatieely impacted our revenue in
2008.
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Strategic Services

Strategic services revenue increased primarilytdwa increase in broadband subscribers and,g@ssefl extent, an increase in video
subscribers as of December 31, 2008 compared terbieer 31, 2007. Private line services revenueiatseased as a result of higher volumes
partially offset by rate compression.

Legacy Services

Legacy services revenue decreased as a resulef local services revenue and lower access sarvisenue, which were both driven
by access line losses resulting from competitivsgure. Legacy services revenue also decreasdd dudecrease in our traditional WAN

as customers disconnected primary and additiomes lfesulting in declining revenue, and a declimiemand for unbundled network elements.

Affiliate and Other Services Revenue

Affiliate services revenue decreased primarily thua change in the way we determine sales suppuvices billed to our affiliates. We
implemented this change in the fourth quarter &f720 his revenue decrease was partially offsetrbinerease in services we provided to
support an affiliates growth in strategic service offerings. We estinthat the profit from affiliate services was apgneately $380 million an
$410 million before income taxes, for the yearseehBecember 31, 2008 and 2007, respectively.

Operating Expenses
The following table provides further detail regagliour operating expenses for the years ended Oesredd, 2008 and 2007:

Years Ended Increase. %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007

(Dollars in millions)
Cost of sales (exclusive of depreciation and ammatitin):

Employerrelated cost $1,19¢ $1,24: $ (49 (4%

Other 48€ 421 67 16%
Total cost of sale 1,68 1,66¢ 23 1%
Selling:

Employesrelated cost 1,067 1,04t 22 2%

Marketing, advertising and external commissi 47¢ 49¢ (29 (5)%

Other 30C 24z 58 24%
Total selling 1,84: 1,78¢ 56 3%
General, administrative and other operat

Employecrelated cost 48€ 491 (5) 1)%

Taxes and fee 372 45(C (78) (17)%

Real estate and occupancy cc 297 30E 8 )%

Other 582 55C 33 6%
Total general, administrative and other opera 1,73¢ 1,79¢ (58) (3)%
Affiliates 18t 164 21 13%
Depreciation and amortizatic 2,07: 2,221 (1498 ("%
Total operating expens $7,52¢ $7,631 $ (10€) (L)%
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Cost of Sales (exclusive of depreciation and amaztition)

Employee-related costs decreased primarily duevied salaries, wages and benefit costs as a @sehployee reductions in our
network operations and lower overtime costs, partadfset by severance charges of approximately 8ifllion in 2008.

Other cost of sales increased primarily due to dériglost of equipment sales and higher professieal and other costs for operating and
maintaining our network. In addition, during Jurg®g, floods in the Midwest, particularly lowa, cadsdamage to our network. For the year
ended December 31, 2008, we incurred flood-relegpdir expenditures of $13 million, which contriédtto the increase in other cost of sales
over prior yeatr.

Selling Expenses

Employee-related costs increased primarily duentmerease in commissions related to higher attaitrof sales targets. Increased
severance charges, along with increased benefitsaxes also contributed to the increase in emglogéated costs. These increases were
partially offset by a decline in the amortizatioihdeferred costs associated with the activatioaczkss lines. Certain customer acquisition ¢
are deferred up to the amount of any up-front fegtamortized over the expected life of the custoraktionship and have been declining in
amount as a result of access line losses and piamabtvaivers of up-front fees.

Marketing, advertising and external commissiongelsed primarily due to lower costs for media atisieg in 2008.

Other selling costs increased due to a refund &gsocwith a regulatory matter in 2007, higher sdst postage and shipping, higher
professional fees, and other costs including exggeassociated with sponsoring the Democratic apdiRiean National Conventions, which
took place in our 14-state region in 2008.

General, Administrative and Other Operating Expense

Employee-related costs decreased primarily duewed pension expense partially offset by severahegges of $32 million in 2008,
increased salaries and wages and an increasetingiosment benefit expenses. QCII allocates theerse of its benefit plans to us based L
demographics of our employees compared to allehwiming participants. The expense is a functioth@famount of benefits earned, interest
on benefit obligations, expected return on plartssamortization of costs and credits from priemndfit changes and amortization of actuarial
gains and losses. For the year ended DecembefB8, QCII allocated to us combined pension and-peisement benefit income of
$13 million compared to a combined pension and-petgement benefit expense of $39 million for flear ended December 31, 2007. The
shift from recording combined net periodic expettseecording combined net periodic income was prilpdue to a decrease in net actuarial
losses. Actuarial gains or losses reflect the difiees between earlier actuarial assumptions aiad adtually occurred.

Taxes and fees decreased primarily due to a $4mfavorable property tax settlement recognize@008. Excluding this settlement,
taxes and fees decreased due to other favoralpenydax adjustments.

Other expenses increased due to increased prafes&es, increased marketing and advertising esggeand the impairment of certain
assets related to real estate properties and Q@itkdess business partially offset by a decreadedal expenses resulting from charges
recorded in 2007 for a litigation matter.

Affiliate Expenses

Affiliate expenses include charges for our useoofjtdistance services, wholesale Internet accessrance, occupancy charges and
certain retiree benefits.

Affiliate expenses increased primarily due to imses in Internet access and voice mail servicesipancy charges and a general liab
insurance credit received in 2007.
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Depreciation and Amortizatiot

The following table provides detail regarding dejaéon and amortization expense for the years eéfxtkrember 31, 2009, 2008 and
2007:

Years Ended December 31, Increase/(Decrease) % Change
2009\ 2008\
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007

(Dollars in millions)
Depreciation and amortizatio

Depreciatior $1,752 $1,85F $2,017 $(103)  $(162) (6)% (8)%
Amortization 224 21¢ 204 6 14 3% 7%
Total depreciation and amortizati $1,97¢  $2,07¢  $2,221 $ (97)  $(149) (5)% (%

If we do not significantly shorten our estimateghaf useful lives of our assets, we expect thatlepreciation expense will continue to
decrease for the foreseeable future. Amortizatigrease increased due to an increase in internallgldped capitalized software. Lower
capital expenditures and the changing mix of ouestment in property, plant and equipment sinc2@/e decreased our depreciation
expense.

Effective January 1, 2009, we changed our estintftése economic lives of certain copper cable @telcommunications equipment
assets. These changes resulted in additional dapoecexpense of approximately $36 million anduset net income, net of deferred taxes
$22 million for the year ended December 31, 2008cespared to the year ended December 31, 2008eTesets were fully depreciated as of
December 31, 2009.

Other Consolidated Results

The following table provides detail regarding ote&pense (income)—net and income tax expense éoydhrs ended December 31,
2009, 2008 and 2007:

Years Ended %
December 31, Increase/(Decrease Change
2008\ 2009\ 2008\
2009 v
2009 2008 2007 2008 2007 2008 2007

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

Interest expense on lo-term borrowing—net $63z $58¢  $60¢€ $ 43 $(19) 7% (3)%

Loss on early retirement of d—net — — 18 — (18) — % nm

Othe—net 9 7 (6) 2 13 29% nm
Total other expense (incon—net $641 $59€ $62C $ 45 $(24) 8% (4)%
Income tax expens $724  $82¢  $91: $(105) $(89) (13)% (9)%

nm—Percentages greater than 200% and comparisbmedrepositive and negative values or to/from ze@ilaes are considered not
meaningful.

Other Expense (Income)—Net

Other expense (income)—net includes: interest esgen long-term borrowings; investment wiitewns; gains and losses on the sal
investments and fixed assets; gains and lossearbnretirement of debt; interest income; and ies¢ilexpense not related to borrowings, such
as interest on income taxes.

30



Table of Contents

Interest expense on long-term borrowings—net irsgdan 2009 compared to 2008 primarily due to siseance of $811 million of new
debt in the second quarter of 2009, partially dffsedecreased interest as a result of maturities,decreasing interest rates on floating rate
debt. Interest expense on long-term borrowings—deeteased in 2008 compared to 2007 primarily duevier interest rates from refinancing
activities.

Loss on early retirement of debt—net for 2007 wamarily due to the redemption of $250 million aggate principal amount of B 86
Debentures due June 1, 2031. The redemption rdsnlgeloss on early retirement of debt of $18 ionill

Other—net includes, among other things, interestrime, income tax penalties, other interest expénssh as interest on income taxes)
and gains or losses related to fair value inteasthedges.

Income Tax Expense

The decrease in income tax expense was due tetreate in income before income taxes. The efleaicome tax rate is the provision
for income taxes as a percentage of income befioanie taxes. Our effective income tax rate for 2@088 and 2007 was 38%, 37% and =
respectively.

The U.S. Congress is considering legislation adiingshealth care reform. Current reform proposalsla disallow federal income tax
deductions for retiree prescription drug benefitthie extent we receive reimbursements for thosefiie under the Medicare Part D program.
This change would increase the cost to us of thigleyee benefit program, resulting in a non-recigrincrease in our income tax expense and
an associated reduction in our net income of apprately $54 million to $70 million in the period imhich the law is enacted.

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSC, which vgrelly owned subsidiary of QCII. As such, factoetating to, or affecting, QCII's
liquidity and capital resources could have matengdacts on us, including impacts on our credihgs, our access to capital markets and
changes in the financial market’s perception of@GIl and its consolidated subsidiaries had totatdwings of $14.200 billion and
$13.555 billion as of December 31, 2009 and 208&pectively.

QCIl has cash management arrangements betweeimasies subsidiaries that include lines of credifiliate obligations, capital
contributions and dividends. As part of these caghagement arrangements, affiliates provide lifieseaalit to certain other affiliates.
Amounts outstanding under these lines of creditintedcompany obligations vary from time to timedare classified as short-term
borrowings.

Near-Term View

We expect that our cash on hand and expected sletgemerated by operating activities will exceedaash needs over the next 12
months. At December 31, 2009, we held cash andegsivalents totaling $1.014 billion, QCII had $35Million available under its currently
undrawn revolving credit facility (referred to detCredit Facility) and QCII had an additional #23illion in cash and cash equivalents.

During the year ended December 31, 2009, our reit ganerated by operating activities totaled $3Hilion. Although our revenue
decreased in 2009 compared to 2008, for 2010 weuaethat we will begin to stabilize revenue andtowie to control costs to keep them
aligned with revenue. As such, we expect that weoentinue to generate cash from operating adisisufficient to fund our financing and
investing activities. For the coming 12 months, exppected financing and investing cash needs ieatagital expenditures (anticipated to be
$1.4 billion or less in 2010), $500 million of dehaturing in June 2010 and dividends to QSC.
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We have significant discretion in how we use owhc pay for capital expenditures and for othestsof our business, as only a
minority portion of our capital expenditures is teded to preservation activities or government dades. We evaluate capital expenditure
projects based on expected strategic impacts @siébrecasted revenue growth or productivity, espeand service impacts) and our expected
return on investment. If we are not successful &ntaining or increasing our net cash generateddeyating activities in the near term, we
may use this discretion to decrease our capitatedipures, which may impact future years’ operategults and cash flows. For example, we
also lease certain facilities and equipment undeious capital lease arrangements when the leasinggements are more favorable to us than
purchasing the assets. For the year ended Dece&hp2009, we entered into capital leases of apprately $61 million, which allowed us to
reduce our initial cash outlays, and we may usseldimancing in 2010 for some portion of our cdfending.

At December 31, 2009, our current liabilities exdme our current assets by $474 million. This wogkiapital deficit improved $367
million as compared to our working capital defaitDecember 31, 2008. This improvement was primdrile to earnings before depreciation
and amortization, and net proceeds from our long @ebt issuance, partially offset by dividendslaed to QSC, capital expenditures and the
reclassification of non-current debt to current.

In general, we intend to refinance our debt asatures. However, we do not anticipate issuing nebt tb refinance the $500 million of
debt maturing in June 2010, as that maturity wasfad into our 2009 borrowing decisions. We expleat at any time we deem conditions
favorable we will also attempt to improve our lidity position by accessing debt markets in a madesigned to create positive economic
value. Although we were able to access the credikats in April 2009, the unstable economy may iimpar ability to refinance maturing de
at terms that are as favorable as those from whépreviously benefited or at terms that are aad#etto us.

Long-Term View

We have historically operated with a working caiteficit due to our practice of declaring and payregular cash dividends to QSC,
it is likely that we will operate with a working jgial deficit in the future. As discussed below, @mtinue to generate substantial cash from
operations. We believe that these cash flows, coetbwith continued access to the capital marketsfioance debt as it comes due, will
provide sufficient liquidity to continue our plarsth@évesting and financing activities.

Debt

We have a significant amount of debt maturing etlext several years, including $500 million matgrin 2010, $825 million maturing
in 2011, $1.500 billion maturing in 2012 and $75lion maturing in 2013. We believe that we willrtinue to have access to capital markets
to refinance our debt as necessary. In generaihtead to refinance our debt as it matures. Howewerdo not anticipate issuing new debt to
refinance the $500 million of debt maturing in J@84.0, as that maturity was factored into our 2008owing decisions. Although we were
able to access the credit markets in April 2008, uhstable economy may impair our ability to refice maturing debt at terms that are as
favorable as those from which we previously beedfiir at terms that are acceptable to us.
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The Credit Facility, which makes available to Q&1.035 billion of additional credit subject to @@rnt restrictions as described below, is
currently undrawn and expires in September 2018. Qitedit Facility has 13 lenders, each with comnaiita ranging from $25 million to
$100 million. This facility has a cross paymentadef provision, and this facility and certain otluebt issues of QCII and its other subsidiaries
also have cross acceleration provisions. When pteese provisions could have a wider impactiquidity than might otherwise arise fromn
default or acceleration of a single debt instrum&hese provisions generally provide that a crefawt under these debt instruments could
occur if:

e QClIl fails to pay any indebtedness when due inggregate principal amount greater than $100 mill
» any indebtedness is accelerated in an aggregaigigai amount greater than $100 million;

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

Upon a cross default, the creditors of a materi@ant of QCII's debt may elect to declare that adk has occurred under their debt
instruments and to accelerate the principal amaodunrsto those creditors. Cross acceleration prawssare similar to cross default provisions,
but permit a default in a second debt instrumetbietaleclared only if, in addition to a default ogtwg under the first debt instrument, the
indebtedness due under the first debt instrumeanttisally accelerated. As a wholly owned subsid&rQCll, in the event of such a cross-
default or cross-acceleration, our business omersitand financial condition could be affected, pogdly impacting our credit ratings and
access to the capital markets.

The Credit Facility also contains various limitais including a restriction on using any proceedmfthe facility to pay settlements or
judgments relating to the legal matters discuss‘Legal Proceedings” in Item 3 of this report. Ind&ébn, to the extent that QCII's earnings
before interest, taxes, depreciation and amortinatir EBITDA (as defined in QCII's debt covenants)reduced by cash settlements or
judgments relating to the matters discussed inrthte, QCI's debt to consolidated EBITDA ratios under ceridéit agreements will be
adversely affected. This could reduce QCII's lidtyicind flexibility due to potential restrictions@rawing on its Credit Facility and potential
restrictions on incurring additional debt undertair provisions of its debt agreements. As a wholiyned subsidiary of QCII, our business
operations and financial condition could be sinWlaffected, potentially impacting our credit raggand access to capital markets.

We may also need to obtain additional financingheestigate other methods to generate cash (sufthtaer cost reductions or the sale
of assets) if:
* revenue and cash provided by operations significaiecline;
* poor economic conditions continue to pers
* competitive pressures increa
e we are required to contribute a material amourtash to QC''s pension plan; ¢

»  QCIl becomes subject to significant judgments dtlesments in one or more of the matters discussétégal Proceedings” in
Item 3 of this repor

Pension Plan

Benefits paid by QCII's pension plan are paid tigioa trust. This pension plan is measured annaalBecember 31. The accounting
unfunded status of the pension plan was $790 milibpDecember 31, 2009. Cash funding requirememtde significantly impacted by
earnings on investments, the applicable discouatused to value the benefit obligation, changekerplan and funding laws and regulations.
As a result, it is difficult to determine futurenfding requirements with a high level of precisibowever, in general, current funding laws and
regulations require funding deficits to be paidroaeseven year period unless the plan is fully &shidefore
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then. QCII will not be required to make a cash dbation to this plan in 2010. Based on currentrgitable information, QCII’s projected
required contribution in 2011 is $0 to $120 millidrhe information necessary to finalize QCII's 2@&hhtribution calculations will not be
available until later in 2010. It is also very likebased on current funding laws and regulatitimeat significantly higher contributions will be
required in 2012 and beyond. The amount of anyiredwontributions in 2012 and beyond will dependearnings on investments, discount
rates, changes in the plan and funding laws anada#gns.

Substantially all of our employees participatehia QCII pension plan. The amounts contributed bthtsugh QCII are not segregated or
restricted to pay amounts due to our employeesrandbe used to provide benefits to other emplope€XClI's affiliates. Historically, QCII
has only required us to pay our portion of theingien contribution. See additional information ab@QClI's pension benefits in Note 11—
Employee Benefits to our consolidated financialesteents in Item 8 of this report.

Post-Retirement Benefits

Certain of QCII's postetirement health care and life insurance benpféas are unfunded. As of December 31, 2009, tfiended statu
of all of QCII's post-retirement benefit plans wk& 525 billion. A trust holds assets that are usdikelp cover the health care costs of retirees
who are former occupational (also referred to asnjremployees, and QCII believes that the moraidigssets in the trust will be adequate to
provide continuing reimbursements for certain teadtre costs for approximately five years.

QCII did not make any cash contributions to thistin 2009 and does not expect to make any stgmificash contributions to this trust
in the future. QCII therefore anticipates that tingority of the costs that have historically beampmut of this trust will need to be paid by u
some point in the future. As of December 31, 2@08 fair value of the trust assets was $863 milllmwever, a portion of these assets is
comprised of investments with restricted liquidity.2008 QCII estimated that the trust would becp@ée to provide continuing
reimbursements for its occupational post-retirenteraith care costs for approximately five yearsedgbon returns on trust assets during 2009,
QCIlI still believes that the more liquid assetshia trust will be adequate to provide continuinignteursements for its occupational post-
retirement health care costs for approximately jigars. Thereafter, covered benefits for its el@iletirees who are former occupational
employees will be paid either directly through ugrom the trust as the assets become liquid. fiiisyear period could be substantially
shorter or longer depending on returns on plantsisgee timing of maturities of illiquid plan asseind future changes in benefit obligations.
QCII's estimate of the annual long-term rate ofireton the plan assets is 8.0% based on the clyrtezitl assets; however, this could vary
widely in any given year. The benefits reimbursexif plan assets were $193 million in 2009.

Our eligible employees participate in the QCII pattirement plan. The amounts contributed by usugh QCII are not segregated or
restricted to pay amounts due to our employeesrandbe used to provide benefits to other emplopé€XClI's affiliates. Historically, QCII
has only required us to pay our portion of theista@tirement contribution. See additional inforioatabout QCII's post-retirement benefits in
Note 1:—Employee Benefits to our consolidated financiatesnents in Item 8 of this report.

Historical View
The following table summarizes cash flow activitiesthe years ended December 31, 2009, 2008 adid: 20

Years Ended Increase/ %
December 31, (Decrease) Change
2009\ 2008\

2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007
(Dollars in millions)

Cash flows:
Provided by operating activitie $3,167 $3,47¢ $3,67C $(312) $(19)) (9)% (5)%
Used for investing activitie 1,10C 1,40z 1,25¢ (302) 14¢ (22)% 12%
Used for financing activitie 1,28¢ 2,13¢ 2,40C (85C) (264 (40)% (11)%
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Operating Activities

Cash provided by operating activities decrease2D@® as compared to 2008 primarily due to increteedelated payments to QSC as a
result of our utilization in 2008 of deferred tessats acquired as a result of QCII merging intbwasof QSC'’s other wholly owned
subsidiaries.

Cash provided by operating activities decreas&D08 as compared to 2007 primarily due to reduesti collections from reduced
operating revenue, reduced affiliate billing antlexions and quicker settlements of payroll, @ifioffset by a decrease in tax-related
payments to QSC. We reduced our tadated payments to QSC in 2008 due to the utibpadf deferred tax assets that were transferrer tax
a part of QCIl merging into us two of QSC'’s othérolly owned subsidiaries.

Investing Activities

Cash used for investing activities decreased irD280compared to 2008 primarily due to lower capitpenditures.
Lower capital spending was the result of initiasivelated to decreasing per unit capital costiwadown in new housing construction,
which was down 40% as compared to 2008, and otlezrl customer-driven capital requirements. We &ds advantage of favorable interest
rates and increased our capital leasing activityiciwfurther reduced our cash payments for capgjaipment. Our capital expenditures
continue to be focused on our strategic serviceb as broadband. In 2010, we anticipate that der finvestment, which includes fiber to the
cell site, or FTTCS, will increase. This upwardtlds the largest contributor to our projected tdmxpenditures for 2010 increasing
to $1.4 billion or less. In addition, we may usade financing in 2010 for some portion of our caEpending.

Cash used for investing activities increased in82&§ compared to 2007 primarily due to increaseitalaexpenditures to support the
planned growth in our strategic services.

Financing Activities

For the year ended December 31, 2009, we paid 82illibn in dividends to QSC, issued $811 milliohnew debt resulting in aggreg:
net proceeds of $738 million and repaid $25 milla@dmon-affiliate long-term borrowings includingreent maturities.

For the year ended December 31, 2008, we paid 82illbn in dividends to QSC, repaid $347 milliohnon-affiliate long-term
borrowings including current maturities, and reeeliequity infusions of $231 million.

For the year ended December 31, 2007, we paid 82dlibn in dividends to QSC, repaid $343 milliohnon-affiliate long-term
borrowings including current maturities, issued G5@illion of new debt resulting in aggregate neiqaeds of $493 million and received eq
infusions of $25 million.

We may declare and pay dividends to QSC in exciesareearnings or total stockholdsréquity to the extent permitted by applicable
Our debt covenants do not limit the amount of dévids we can pay to QSC. We were in compliance alithrovisions and covenants of our
borrowings as of December 31, 2009. For additiagmfarmation on our 2009 and 2008 financing actestisee Note 8—Borrowings to our
consolidated financial statements in Item 8 of thisort.

Letters of Credil

We maintain letter of credit arrangements with @asi financial institutions for up to $84 million.a¥ad outstanding letters of credit of
approximately $52 million as of December 31, 2009.
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Credit Ratings
The table below summarizes our long-term debt gatas of December 31, 2009 and 2008:

December 31
2009 and 200
Moody's Bal
S&P BBB-
Fitch BBB-

With respect to Moody'’s, a rating of Ba is judgechive speculative elements and is subject to @uotiest credit risk, meaning that the
future of the issuer cannot be considered to béasslured. Often the protection of interest andgpial payments may be very moderate, and
thereby not well safeguarded during both good aditbmes. The “1, 2, 3thodifiers show relative standing within the majategories, 1 beir
the highest, or best modifier in terms of credialiy.

With respect to S&P and Fitch, a rating of BBB tates that there are currently expectations of @ategprotection. The capacity for
payment of financial commitments is considered adégbut adverse changes in circumstances and mgooonditions are more likely to
impair this capacity. This is the lowest investmgrade category. The plus and minus symbols shtativie standing within major categories.

Debt ratings by the various rating agencies re@cth agency’s opinion of the ability of the issuerrepay debt obligations as they come
due. In general, lower ratings result in higherbaing costs and impaired ability to borrow undeceptable terms. A security rating is not a
recommendation to buy, sell or hold securities lmwag be subject to revision or withdrawal at anyetiny the assigning rating organization.

Given our current credit ratings, which as showovabare unchanged from December 31, 2008, outyatiliraise additional capital
under acceptable terms and conditions may be irair

Risk Managemen

We are exposed to market risks arising from chaigegderest rates. The objective of our interes¢ risk management program is to
manage the level and volatility of our interestemge. We currently use derivative financial insteats to manage our interest rate risk
exposure and we may continue to employ them irfuhee.

Near-Term Maturities

As of December 31, 2009, we had $500 million ofgkterm notes maturing in the subsequent 12 moklfleswould be exposed to
changes in interest rates at any time that we @tmeefinance any of this debt. A hypotheticak@ase of 100 basis points in the interest rate
on a refinancing of the entire current portionafd-term notes would decrease annual pre-tax eggiiy approximately $5 million.

Floating-Rate Debt

One objective of our short-term debt strategy imt@ advantage of favorable interest rates by pimgloating interest rate debt to fixed
interest rate debt using cash flow hedges. Onectibgeof our long-term debt strategy is to achiavaore balanced ratio of fixed to floating
interest rate debt by swapping a portion of ouediinterest rate debt to floating interest ratet letough fair value hedges. As of Decembet
2009, we had $750 million of floating interest rd&bt outstanding, of which $250 million was exgbt®changes in interest rates, and
$400 million of fixed rate debt which we convertedloating rate debt through interest rate swah& exposure for these instruments is linked
to the London Interbank Offered Rate, or LIBOR. ypbthetical increase of 100 basis points in LIB@Rtive to the net $650 million of
floating interest rate debt and swaps that is eegpds changes in interest rates would decreaseabprettax earnings by approximately
$7 million.
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Investments

As of December 31, 2009, our cash and investmeatsaged by QSC included $1.011 billion investedighly liquid cash-equivalent
instruments and $41 million invested in auctiore rsécurities. As interest rates change, so willritezest income derived from these
instruments. Assuming that these investment batawege to remain constant, a hypothetical decreb$@0 basis points in interest rates wc
decrease annual pre-tax earnings by approximafelyndllion.

Future Contractual Obligations
The following table summarizes our estimated futtoetractual obligations as of December 31, 2009:

Payments Due by Period

2015 and
2010 2011 2012 2013 2014 Thereafter Total
(Dollars in millions)
Future contractual obligatior®:
Debt and lease paymen
Long-term debt $ 50C $ 82F $1,50C $ 75C $ 60C $ 4,29: $ 8,46¢
Capital lease and other obligatic 19 20 14 1C 6 4 73
Interest on lon-term borrowings and capital lea<? 613 58:¢ 45E 382 362 3,241 5,64
Operating lease 99 89 59 40 32 89 40¢
Total debt and lease payme 1,231 1517 2,028 1,182 1,00( 7,63: 14,59:
Other lon¢-term liabilities 3 2 3 2 2 45 57
Purchase commitment
Telecommunications and information technol 17¢ 2 2 1 — 1 184
Advertising, promotion and other servic® 111 63 39 30 25 63 331
Total purchase commitmer 28¢ 65 41 31 25 64 51F
Non-qualified pension obligatio® 2 2 2 2 2 19 29
Total future contractual obligatiol $1,52F $1,58¢ $2,07¢ $1,217 $1,02¢ $ 7,761 $15,19:

(1) The table does not includ

our open purchase orders as of December 31, 20@%elpurchase orders are generally at fair vateegenerally cancelab
without penalty and are part of normal operatic

other long-term liabilities, such as accruals &gdl matters and income taxes, that are not canttaabligations by nature. We
cannot determine with any degree of reliability lears in which these liabilities might ultimatelgttie;

affiliate cash funding requirements for pensiondfgs payable to certain eligible current and fattetirees allocated to us by QCII.
The accounting unfunded status of QCII's pensi@mplas $790 million at December 31, 2009. Benpfid by QCII's qualified
pension plan are paid through a trust. Cash funaiggirements for this trust are not included is thble as QCIl is not able to
reliably estimate required contributions to thestr@ClI’'s cash funding requirements can be sigaiftly impacted by earnings on
investments, the applicable discount rate at tlieoéthe year, changes in the plan and funding amegsregulations. As a result, it
difficult to determine future funding requirememtgh a high level of precision; however, in generlrrent funding laws and
regulations require funding deficits to be paidroaeeven year period unless the plan is fully &a
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(2)
3)

before then. QCII will not be required to make alcaontribution to the plan in 2010. Based on aulyeavailable information
QCII's projected required contribution in 2011 &t $120 million. The information necessary tafire QClI's 2011 contribution
calculations will not be available until later i0T0. It is also very likely, based on current furgdiaws and regulations, that
significantly higher contributions will be requiréd 2012 and beyond. The amount of any requiredritriions in 2012 and beyo!
will depend on earnings on investments, discoulestachanges in the plan and funding laws and a¢iguk. Substantially all of our
employees participate in the QCII pension plan. dim®unts contributed by us through QCII are notesgated or restricted to pay
amounts due to our employees and may be used taprbenefits to other employees of QCII's afféiat Historically, QCII has
only required us to pay our portion of its requipghsion contributior

affiliate post-retirement benefits payable to dertigible current and future retirees. Although had an affiliate liability recorded
on our balance sheet as of December 31, 2009 myineg our allocated net benefit obligation for fptirement benefits, not all of
this amount is a contractual obligation. Certaithefse plans are unfunded and net payments magde toyaled $125 million in
2009, including payments for benefits that areauottractual obligations. Assuming our future prajporate share of QCII's total
post-retirement benefits payments is consisterit ait average of our proportionate share over tioe fhree years, total
undiscounted future payments estimated to be mgades for benefits that are both contractual oblayet and non-contractual
obligations are approximately $4.2 billion over appmately 80 years. However, this estimate is ioted by various actuarial and
market assumptions, and ultimate payments wilkediffom this estimate. In 1992, a trust was createtifunded by QCII to help
cover the health care costs of retirees who aradooccupational employees. QCII did not make ashaontributions to this trust
in 2009 and does not expect to make any significagh contributions to this trust in the future.lQadticipates that the majority of
the costs that have historically been paid ouhisf trust will need to be paid by us at some pivirihe future. As of December 31,
20009, the fair value of the trust assets was $8@®m however, a portion of these assets is casgar of investments with
restricted liquidity. In 2008 QCII estimated thhéttrust would be adequate to provide continuinglarsements for its
occupational post-retirement health care costaf@roximately five years. Based on returns on tgsets during 2009, QCII still
believes that the more liquid assets in the trulbthe adequate to provide continuing reimburseradat its occupational post-
retirement health care costs for approximately figars. Thereafter, covered benefits for QClI'gible retirees who are former
occupational employees will be paid either direbyyus or from the trust as the assets becomdlidthiis five year period could be
substantially shorter or longer depending on retam plan assets, the timing of maturities of ilicgplan assets and future changes
in benefits. QCII's estimate of the annual longvieate of return on the plan assets is 8.0% basddeocurrently held assets;
however, this could vary widely in any given yeline benefits reimbursed from plan assets were $iiBi®n in 2009. See
additional information on our benefits plans in 8ldtl—Employee Benefits to our consolidated financialesteents in Item 8 of th
report;

contract termination fees. These fees are-recurring payments, the timing and payment of whiichny, is uncertain. In th
ordinary course of business and to optimize out strgcture, we enter into contracts with termsaggethan one year to purchase
goods and services. Assuming we exited these aigtira2010, termination fees for these contraasld/be $66 million. In the
normal course of business, we believe the paymfahese fees is remote; a

potential indemnification obligations to countefes in certain agreements entered into in the aboourse of business. The nal
and terms of these arrangements vary. Historicakyhave not incurred significant costs relategedformance under these type:
arrangements

Interest paid in all years may differ due to futeeénancing of debt. Interest on our floating rdébt was calculated for all years using
rates effective as of December 31, 2(

We have various lor-term, nor-cancelable purchase commitments for advertisingpaochotion services, including advertising ¢
marketing at sports arenas and other venues amiseV&e also have service related commitments wétlous vendors for data
processing, technical and software support serv
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Future payments under certain service contractssaiy depending on our actual usage. In the tabteve we estimated payments
these service contracts based on the level ofcErwie expect to receiv

(4) Non-qualified pension payment estimates assume wehgagame proportionate share of QCII’s total paysian the average we paid
over the prior three year

Off-Balance Sheet Arrangements

We have no special purpose or limited purposeiestihat provide off-balance sheet financing, liifyi, or market or credit risk support,
and we do not engage in leasing, hedging, resesrdiievelopment services, or other relationshigsekpose us to any significant liabilities
that are not reflected on the face of the constdifinancial statements or in the Future Conti@dbligations table above.

Critical Accounting Policies and Estimates

We have identified certain policies and estimatesrdical to our business operations and the wideding of our past or present results
of operations. For additional information on thelégation of these and other significant accouniatjcies, see Note 2—Summary of
Significant Accounting Policies to our consolidafetncial statements in Item 8 of this report. & @olicies and estimates are considered
critical because they had a material impact, oy tieve the potential to have a material impactwnconsolidated financial statements and
because they require significant judgments, assongpbr estimates. The preparation of our constitifinancial statements and related
disclosures requires us to make estimates, intgraognallocations and assumptions that affect therted amount of assets and liabilities,
disclosure of contingent assets and liabilitiehatdate of our consolidated financial statemearid,the reported amounts of revenue and
expenses during the reporting period. We belieaéttie estimates, judgments and assumptions maele adtounting for the items described
below are reasonable, based on information availabthe time they are made. However, there carolessurance that actual results will not
differ from those estimates.

Intercompany Revenue and Charg

We charge our affiliates based on tariffed ratesdecommunications and data services and eithigrdistributed cost or market rates
for other services. Our fully distributed costs htetology includes employee costs, facilities castgrhead costs and a return on investment
component.

Our affiliates charge us for services renderedhieyr temployees primarily by applying the fully dibtited cost methodology discussed
above. Our affiliates also contract services frbirdtparties on our behalf. For these servicestttitd parties bill our affiliates who in turn
charge us for our respective share of these thartiy@xpenses.

The methodologies discussed above for determiriiighte revenue and charges are based on ruleghibad=CC adopted pursuant to the
Communications Act, as amended by the TelecommtioiAct. We believe the accounting estimategsedl#o affiliate revenue and charges
are “critical accounting estimates” because deteingi market rates and determining the allocatiothodology and the supporting allocation
factors: (i) requires judgment and is subject fomesment as facts and circumstances change onvasast drivers are identified, (ii) are based
on regulatory rules which are subject to changd, (@) QCII occasionally changes which affiliatpsovide them services which can impact
overall costs and related affiliate charges, alivbfch require significant judgment and assumptions

Affiliate Transactions

We record intercompany charges at the amountdbitleis by our affiliates. Regulatory rules requiegtain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 16—Related Party Transacttorsur consolidated financial statements in
Item 8 of this report. Our compliance with reguwat is subject to review by regulators. Adjustméntsitercompany charges that result from
these reviews are recorded in the period they bedorawn.
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Because of the significance of the services weideoto our affiliates and our other affiliate trantons, the result of operations, finan
position, and cash flows presented herein are exgssarily indicative of the results of operatidimgncial position and cash flows we would
have achieved had we operated as a stand-alomy @éunting the periods presented.

Loss Contingencies and Litigation Reserv

QCIl and we are involved in several material lggalceedings, as described in more detail in “L&yateedings” in Item 3 of this report.
We assess potential losses in relation to any swters to which we are a party and in relatioatteer pending or threatened tax and legal
matters. For matters not related to income taxesldss is considered probable and the amounbearasonably estimated, we recognize an
expense for the estimated loss. To the extent thetsmates are more or less than the actual lialbésulting from the resolution of these
matters, our earnings will be increased or decrkaseordingly. If the differences are material, consolidated financial statements could be
materially impacted. If a loss is considered readbnpossible, we disclose the item and any deteahié estimate of the loss if material but
do not recognize any expense for the potential loss

For matters related to income taxes, if the impéetn uncertain tax position is more likely thart toobe sustained upon audit by the
relevant taxing authority, then we recognize a Eefa the largest amount that is more likely thaot to be sustained. No portion of an
uncertain tax position will be recognized if thesfiimn has less than a 50% likelihood of beingainstd. Though the validity of any tax posit
is a matter of tax law, the body of statutory, lagary and interpretive guidance on the applicatibthe law is complex and often
ambiguous. Because of this, whether a tax poswidirultimately be sustained may be uncertain. Oierall tax liability recorded for uncertain
tax positions as of December 31, 2009 and 2008 derssthe anticipated utilization of any applicatar credits.

To the extent we have recorded tax liabilities tir@t more or less than the actual liability théitmately results from the resolution of an
uncertain tax position, our earnings will be ina®@ or decreased accordingly. Also, as we becoraesani new interpretations of relevant tax
laws and as we discuss our interpretations witngaauthorities, we may in the future change ogeasments of the sustainability of an
uncertain tax position or of the amounts that magistained upon audit. We believe that the estisnatdgments and assumptions made in
accounting for these matters are reasonable, lmasgdormation currently available. However, as assessments change and as uncertain tax
positions are resolved, the impact to our constddlfinancial statements could be material.

Deferred Taxes

We are included in the consolidated federal inctemaeturn of QCIl. Under QCII's tax allocation pjl, QCII treats our consolidated
results as if we were a separate taxpayer. Theypmquires us to pay our tax liabilities in cagisdxd upon our separate return taxable income.
We are also included in the combined state taxmstfiled by QCII, and the same payment and allongtolicy applies.

Our provision for income taxes includes amountgdarconsequences deferred to future periods. \@rdedeferred income tax assets
and liabilities reflecting future tax consequenatsbutable to tax credit carryforwards and diffieces between the financial statement carrying
value of assets and liabilities and the tax bas#sose assets and liabilities. Deferred taxesamputed using enacted tax rates expected to
apply in the year in which the differences are expe to affect taxable income. The effect on defiétincome tax assets and liabilities of a
change in tax rate is recognized in earnings imp#réd that includes the enactment date.

The measurement of deferred taxes often involvesxarcise of judgment related to the computatiahraalization of tax basis. Our
deferred tax assets and liabilities reflect oueasment that tax positions taken, and the resutixdgasis, are more likely than not to be
sustained if they are audited by taxing authorithdso, assessing tax rates that we expect to sgplydetermining the years when the
temporary differences are
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expected to affect taxable income requires judgrabotit the future apportionment of our income amtbegstates in which we operate. These
matters, and others, involve the exercise of sigift judgment. Any changes in our practices ogjudnts involved in the measurement of
deferred tax assets and liabilities could matsriafipact our financial condition or results of ogions.

Pension and Po-Retirement Benefits

Substantially all of our employees participatehia QCII pension plan. QCII also maintains a nonlifjed pension plan for certain of our
eligible highly compensated employees. In additaartain eligible employees participate in QCllsspretirement health care and life
insurance benefit plans. QCIlI allocates the expeglsging to pension, non-qualified pension, andtgetirement health care and life insurance
benefits and the associated obligations and assatsand determines our cash contribution. Theuswsocontributed by us through QCIl are
not segregated or restricted to pay amounts doartemployees and may be used to provide benefiather employees of QCII's affiliates.
Historically, QCII has only required us to pay @artion of its required pension contribution. Thieeation of expense to us is based upon
demographics of our employees and retirees comparakithe remaining participants. However, sigiant year over year changes in QCII's
funded status affecting accumulated other compmahencome may not have a significant initial impan the affiliate receivable or payable
that is allocated to us.

In computing the pension and post-retirement hezdtk and life insurance benefits expenses andaihiins, the most significant
assumptions QCII makes include discount rate, erde@te of return on plan assets, health care traes and QCII's evaluation of the legal
basis for plan amendments. The plan benefits cdveyecollective bargaining agreements as negotiatddour employees’ unions can also
significantly impact the amount of expense we rdcor

Changes in any of the above factors QCIlI made inprding the pension and post-retirement health aadelife insurance benefit
expenses could impact general, administrative aimer @perating expenses and the affiliate benpgéiy@ble allocated to us as described above.
For further discussion of the QCII pension, nontifiea pension and post-retirement benefit pland tire critical accounting estimates, see
QCII's Annual Report on Form 10-K for the year edd®ecember 31, 2009.

Revenue Recognition and Related Reser

We recognize revenue for services when the reksgedces are provided. Recognition of certain paymsesceived in advance of servi
being provided is deferred until the service isyited. These advance payments received, primarilyation fees and installation charges, as
well as the associated customer acquisition castsgeferred and recognized over the expectedroesteelationship period, which ranges fr
one to four years. Customer arrangements thatdedhwth equipment and services are evaluated ¢ordigte whether the elements are
separable based on objective evidence. If the elenzee deemed separable and separate earningsggee@xist, total consideration is
allocated to each element based on the relativedhies of the separate elements and the revessoeiated with each element is recognize
earned. If these criteria are not satisfied, thal tadvance payment is deferred and recognizetllyadaer the longer of the contractual periot
the expected customer relationship period.

We believe that the accounting estimates relatedistomer relationship periods and to the assedssherhether bundled elements are
separable are “critical accounting estimates” beea(i) they require management to make assumpdbast how long we will retain
customers; (ii) the assessment of whether bundédents are separable is subjective; (iii) the ichjpé changes in actual retention periods
versus these estimates on the revenue amountsaépoour consolidated statements of operationtddoe material; and (iv) the assessme
whether bundled elements are separable may resudtenue being reported in different periods thignificant portions of the related costs.
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As the telecommunications market experiences greatapetition and customers shift from traditiolzadd-based telecommunications
services to wireless and Interrised services, our estimated customer relatioqshipd could decrease and we will accelerategbegnitior
of deferred revenue and related costs over a stestinated customer relationship period.

Economic Lives of Assets to be Depreciated or Anzed

We perform annual internal studies or reviews tieiheine depreciable lives for our property, plami @quipment. These studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution, and, in certain
instances, actuarially determined probabilitiesdtzulate the remaining life of our asset base.

Due to rapid changes in technology and the conipetinvironment, selecting the estimated econoif@®f telecommunications plant,
equipment and software requires a significant arhotijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouredegiion rates. The effect of a one year increaskeorease in the estimated remaining useful
lives of our property, plant and equipment wouldédecreased depreciation by approximately $240omibr increased depreciation by
approximately $340 million, respectively. The effe€a one half year increase or decrease in tti@&®d remaining useful lives of our
capitalized software would have decreased amoidizély approximately $30 million or increased arimation by approximately $40 million,
respectively.

Recoverability of Lon-Lived Assets

We periodically perform evaluations of the recobdity of the carrying value of our lonlived assets using gross undiscounted cash
projections. These evaluations require identifaratf the lowest level of identifiable, largely gpkndent, cash flows for purposes of grouping
assets and liabilities subject to review. The dash projections include long-term forecasts of@aue growth, gross margins and capital
expenditures. All of these items require significilgment and assumptions. We believe our estsrete reasonable, based on information
available at the time they were made. Howevenifestimates of our future cash flows had beeredifft, we may have concluded that son
our long-lived assets were not recoverable, whiolld/likely have caused us to record a materiakiinmpent charge. Also, if our future cash
flows are significantly lower than our projections may determine at some future date that somerdbag-lived assets are not recoverable.

Derivative Financial Instruments

We sometimes use derivative financial instrumespecifically interest rate swap contracts, to manaterest rate risks. We execute tt
instruments with financial institutions we deemdit@orthy and monitor our exposure to these coymadies. An interest rate hedge is
generally designated as either a cash flow hedgefair value hedge. In a cash flow hedge, a bograf variable interest debt agrees with
another party to make fixed payments equivaleipiatging fixed rate interest on debt in exchangeadeeiving payments from the other party
equivalent to receiving variable rate interest ebtdthe effect of which is to eliminate some pwrtof the variability in the borrower’s overall
cash flows. In a fair value hedge, a borrower xddi rate debt agrees with another party to makiabiarpayments equivalent to paying
variable rate interest on the debt in exchangedfoeiving fixed payments from the other party egléat to receiving fixed rate interest on d
the effect of which is to eliminate some portiortled variability in the fair value of the borroweidverall debt portfolio due to changes in
interest rates.

We recognize all derivatives on our consolidateldiee sheets at fair value. We generally desigihatelerivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument. Cash flovesf derivative instruments that are fair
value hedges or cash flow hedges are classifiedsh flows from operations.
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For a derivative that is designated as and melets tile required criteria for a cash flow hedge, mgcord in accumulated other
comprehensive income, which is included in accutedl@eficit in our consolidated balance sheets,cduanges in the fair value of the
derivative. We then reclassify these amounts iatoiags as the underlying hedged item affects egsniln addition, if there are any change
the fair value of the derivative arising from ireffiveness of the cash flow hedging relationshiprecord those amounts immediately in other
expense (income)—net in our consolidated statenwrdperations. For a derivative that is designai®dnd meets all of the required criteria
for a fair value hedge, we record in other expgimam®mme)—net in our consolidated statements of atj@ns the changes in fair value of the
derivative and the underlying hedged item. Howelfehe terms of this type of derivative match teems of the underlying hedged item such
that we qualify to assume no ineffectiveness, therfair value of the derivative is measured amddiange in the fair value for the period is
assumed to equal the change in the fair valueeofittderlying hedged item for the period, with ngaut in other expense (income)—net.

We assess quarterly whether each derivative idyhaffective in offsetting changes in fair valuascash flows of the hedged item or
whether our initial assumption of no ineffectivemésstill valid. If we determine that a derivatigenot highly effective as a hedge, a derivative
has ceased to be a highly effective hedge or aumagtion of no ineffectiveness is no longer vatligin we discontinue hedge accounting with
respect to that derivative prospectively. We redomhediately in earnings changes in the fair valfiderivatives that are not designated as
hedges.

For additional information on our derivative finamdnstruments, see Note 9—Derivative Financiaktluments to our consolidated
financial statements in Item 8 of this report.

Recently Adopted Accounting Pronouncements

Effective January 1, 2009, we adopted FSP Finadgabunting Standard, or FAS, 157-4, “DeterminirggriValue When the Volume
and Level of Activity for the Asset or Liability Ha Significantly Decreased and Identifying Transarg That Are Not Orderly” (ASC 820).
This FSP provides guidelines for ensuring thatfalue measurements are consistent with the pitesgjgresented in SFAS No. 157, “Fair
Value Measurements” (ASC 820). The adoption of BH8& has not had a material effect on our finarpmaltion or results of operations.

Effective January 1, 2009, we adopted FSP FAS 148ePFAS 124-2, “Recognition and Presentation ¢ie®f han-Temporary
Impairments” (ASC 320). This FSP provides additianadance designed to create greater clarity amsistency in accounting for and
presenting impairment losses on securities. Thetémloof this FSP has not had a material effecbwnfinancial position or results of
operations.

Effective January 1, 2007, we adopted FIN 48 (A9Q)7See Note 12—Income Taxes to our consolidateshfial statements in Item 8
of this report for additional information.

Recently Issued Accounting Pronouncements

In October 2009, the FASB issued Accounting Stassl&lpdate, or ASU, Number 2009-13, “Revenue Ret¢mgn{ASC 605) Multiple-
Deliverable Revenue Arrangements a consensus 6fABES Emerging Issues Task Force.” This ASU essales a new selling price hierarchy
to use when allocating the sales price of a maltglement arrangement between delivered and uedethelements. This ASU is generally
expected to result in revenue recognition for mawkvered elements than under current rules. Weeapeired to adopt this ASU prospectively
for new or materially modified agreements as ofudan 1, 2011. We are evaluating the impact of 48&J, but do not expect adoption to ha
material impact on our financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The information in “Management’s Discussion and e of Financial Condition and Results of Opemas—Risk Management” in
Item 7 of this report is incorporated herein byerehce.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA
Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying consolidated balgineets of Qwest Corporation and subsidiariesGtdmpany) as of December 31,
2009 and 2008, and the related consolidated statsméoperations, stockholder’s equity and comensive income, and cash flows for each
of the years in the three-year period ended DeceBihe2009. These consolidated financial statemamgshe responsibility of the Company’s
management. Our responsibility is to express aniopion these consolidated financial statementsdas our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindecial statements are free of material
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemenielhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Qwest Corporation and subsidiaries as of Decembe?@9 and 2008, and the results of their oparatémd their cash flows for each of the
years in the thre-year period ended December 31, 2009, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompanying coretelitifinancial statements, effective January 1720 Company adopted Financial
Accounting Standards Board (FASB) Interpretation 8 Accounting for Uncertainty in Income Taxes, anfptetation of FASB Statement
No. 109(Accounting Standards Codification 740).

KPMG LLP

Denver, Colorado
February 16, 2010
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31,

2009 2008 2007
(Dollars in millions)

Operating revenug

Operating revenu $8,07¢ $ 8,57¢ $ 8,791

Operating reveni—affiliates 1,65¢ 1,812 1,90(
Total operating revent 9,731 10,38¢ 10,69:
Operating expense

Cost of sales (exclusive of depreciation and armmatitin) 1,50¢ 1,687 1,66¢

Selling 1,66 1,84: 1,78¢

General, administrative and other opera 1,851 1,73¢ 1,79¢

Affiliates 17t 18t 164

Depreciation and amortizatic 1,97¢ 2,07: 2,221
Total operating expens 7,16¢ 7,52t 7,631
Operating incomi 2,562 2,86: 3,06(
Other expense (incon—net:

Interest expense on lo-term borrowing—net 632 58¢ 60¢

Other—net 9 7 12
Total other expense (incon—net 641 59€ 62(C
Income before income tax 1,921 2,267 2,44(
Income tax expens 724 82¢ 91:
Net income $1,197 $ 1,43¢ $ 1,521

The accompanying notes are an integral part oktheasolidated financial statements.

45



Table of Contents

QWEST CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31,
2009 2008
(Dollars in millions)

ASSETS

Current asset:

Cash and cash equivale $ 1,01« $ 23:

Accounts receivab—net of allowance of $53 and $52, respecti\ 774 907

Accounts receivab—affiliates 71 127

Deferred income tax—net 167 203

Prepaid expenses and otl 24k 241
Total current asse 2,271 1,711
Property, plant and equipm—net 10,63¢ 11,44
Capitalized softwar—net 88C 844
Prepaid pensic—affiliates 952 1,047
Other 297 40C
Total asset $ 15,03¢ $ 15,44:

LIABILITIES AND STOCKHOLDER 'S EQUITY
Current liabilities:

Current portion of lon-term borrowings $ 51t $ 19
Accounts payabl 41¢ 43(
Accounts payab—affiliates 201 224
Dividends payab—Qwest Services Corporatic 10C 40C
Accrued expenses and otl 941 891
Current portion of po-retirement, other pc-employment benefits and otl—affiliates 17¢€ 17¢
Deferred revenue and advance billit 393 40¢
Total current liabilities 2,74F 2,552
Long-term borrowing—net of unamortized debt discount and other of $rib $103, respective 7,871 7,56¢
Pos-retirement, other pc-employment benefits and ott—affiliates 2,57: 2,59
Deferred income tax—net 1,127 1,262
Other 41C 677
Total liabilities 14,72¢ 14,65

Commitments and contingencies (Note
Stockholde’s equity:

Common stoc—one share without par value, owned by Qwest Ses\v@z@poratior 11,34¢ 11,32¢
Accumulated defici (11,039 (10,540
Total stockholde's equity 31z 78€
Total liabilities and stockhold’s equity $ 15,03¢ $ 15,44

The accompanying notes are an integral part oktheasolidated financial statements.
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2009 2008
(Dollars in millions)
Operating activities
Net income $ 1,197 $1,43¢
Adjustments to reconcile net income to net cashideal by operating activitie:
Depreciation and amortizatic 1,97¢ 2,07:
Deferred income taxe (137) 21E
Provision for bad de—net 85 83
Other nor-cash charge—net 17 41
Changes in operating assets and liabilit
Accounts receivabl 48 3
Accounts receivab—affiliates 55 (68)
Prepaid expenses and other current a: 10 29
Accounts payable, accrued expenses and other tliedgitities 28 (112
Accounts payable, accrued expenses and other tliedeilities—affiliates (163) (72)
Deferred revenue and advance billit (39) (36)
Other nor-current assets and liabilities including affilia 90 (11€)
Cash provided by operating activiti 3,167 3,47¢
Investing activities
Expenditures for property, plant and equipment caqtalized softwar (1,10€) (1,409
Changes in interest in investments managed by Q8esices Corporatio 13 (13
Reclassification of cash equivalent to investmaélaté 4) — —
Other (7 15
Cash used for investing activiti (1,100 (1,407)
Financing activities
Proceeds from lor-term borrowings 73€ —
Repayments of lor-term borrowings, including current maturiti (25) (347)
Proceeds from lor-term borrowing—affiliates — —
Repayments of lor-term borrowings, including current maturit—affiliates — (22
Dividends paid to Qwest Services Corporal (2,000 (2,000
Equity infusions from Qwest Services Corporal — 231
Other 1 2
Cash used for financing activiti (1,28€) (2,136
Cash and cash equivaler
Increase (decrease) in cash and cash equivi 781 (59
Beginning balanc 233 292
Ending balanci $1,014 $ 23¢

QWEST CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

The accompanying notes are an integral part oktbeasolidated financial statements.
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDER'’S EQUITY

AND COMPREHENSIVE INCOME

Balance as of December 31, 2(
Net income

Dividends declared on common stc
Impact upon adoption of FIN 48 (ASC 7
Equity infusions from Qwest Services Corporal
Other net asset transfe
Balance as of December 31, 2(
Net income
Dividends declared on common stc
Other comprehensive inco—net of taxes
Unrealized loss on derivative instruments, netefeded taxe
of $3
Unrealized loss on auction rate securities andrptiet of
deferred taxes of §

Total comprehensive incor—net

Equity infusions from Qwest Services Corporal
Other net asset transfe
Balance as of December 31, 2(
Net income
Dividends declared on common stc
Other comprehensive inco—net of taxes
Unrealized gain on derivative instruments, netefedred taxe
of $4
Unrealized gain on auction rate securities androtiet of
deferred taxes of ¢
Total comprehensive incor—net
Other net asset transfe
Balance as of December 31, 2(

Accumulated

Common
Stock Deficit Total
(Dollars in millions)

$10,95¢ $ (8,709 $ 2,25:
— 1,527 1,527
= (2,470 (2,470
— (11) (11)
25 — 25
152 (105) 47
11,13 (9,7672) 1,37(
_ 1,43¢ 1,43¢
— (2,200 (2,200
— (6) (6)
— €) )
231 — 231
(€20 @ 39
11,32¢ (10,54() 78€
— 1,197 1,197
— (1,700 (1,700
— 7 7
— 2 2
20 — 20
$11,34¢ $ (11,039 $ 31z

The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2009, 2008 and Z00

Unless the context requires otherwise, referenadkis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, references t&Q) refer to our direct parent
company, Qwest Services Corporation, and its catetald subsidiaries, and references to “QCiEfer to our ultimate parent company, Qw
Communications International Inc., and its consatet subsidiaries.

Note 1: Business and Background

We offer data, Internet, video and voice servicéhiwthe 14-state region of Arizona, Colorado,Hdalowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. We refer te tegion as our local servir
area.

We are wholly owned by QSC, which is wholly owngd@CII. Our operations are included in the consaild operations of QCIl and
generally account for the majority of QCII's corigated revenue. In addition to our operations, Q@dintains a national telecommunications
network. Through its fiber-optic network, QCII pides the following products and services that waaloprovide:

» Data integration

» Dedicated Internet acces

* Hosting services

» Long-distance services that allow calls that cross tetenunications geographical are

 Managed service:

*  Multi-protocol label switching; an

» Voice over Internet Protocol, or Vol

For certain products and services we provide, and f/ariety of internal communications functiong, use parts of QCII's

telecommunications network to transport voice aat draffic. Through its network, QCII also provideationally and globally some data and

Internet access services that are similar to seswiee provide within our local service area. Theswices include private line and our
traditional wide area network (“WAN?”) services, whiconsist of asynchronous transfer mode (“ATM")l &mme relay.

Note 2: Summary of Significant Accounting Policies
Basis of Presentatiol

The accompanying consolidated financial statemiastade our accounts and the accounts of our sigdrsd over which we exercise
control. All intercompany amounts and transactiaith our consolidated subsidiaries have been eliteit.

We have evaluated subsequent events through Fgtir6aP010, the date these consolidated finanta&ments were issued.

Reclassifications

During the third quarter of 2009, we changed howegorted revenue to three categories of produmtssarvices, which are described
below:

» Our strategic services are primarily private liheadband, video and Verizon Wireless servi
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 2: Summary of Significant Accounting Policies{Continued)

» Our legacy services are primarily local, accesggdrated services digital networ*ISDN") and traditional WAN service:
» Our affiliate and other services are primarily seeg we provide to our affiliates and universalgar funds “USF”) surcharges

We have also reclassified certain prior year reeeenpense and cash flow amounts to conform touhent year presentation.

Use of Estimates

Our consolidated financial statements are preparadcordance with U.S. generally accepted accogrmiinciples. These accounting
principles require us to make certain estimatefguents and assumptions. We believe that the gsimadgments and assumptions we made
when accounting for items and matters such asydiuimited to, investments, long-term contractsstomer retention patterns, allowance for
doubtful accounts, depreciation, amortization, tgakiations, internal labor capitalization rateffiliate transactions, intercompany allocatic
recoverability of assets (including deferred tageds), impairment assessments, pension, postmetiteand other post-employment benefits,
taxes, reserves and other provisions and continggace reasonable, based on information avaikgttlee time they were made. These
estimates, intercompany allocations, judgmentsassdmptions can affect the reported amounts ofsadisilities and components of equity
as of the dates of the consolidated balance shaeztgell as the reported amounts of revenue, ergearsd components of cash flows during the
periods presented in our consolidated statemerdgperfations and our consolidated statements offtash. We also make estimates in our
assessments of potential losses in relation tatened or pending tax and legal matters. See Nbtelicome Taxes and Note 17—
Commitments and Contingencies for additional infation.

» For matters not related to income taxes, if a ipg®nsidered probable and the amount can be rabgoestimated, we recognize
expense for the estimated loss. If we have thengiatdo recover a portion of the estimated lossrfra third party, we make a
separate assessment of recoverability and redecestimated loss if recovery is also deemed preb

» For matters related to income taxes, if the impéetn uncertain tax position is more likely thar tobe sustained upon audit by
relevant taxing authority, then we recognize a liefar the largest amount that is more likely thaot to be sustained. No portior
an uncertain tax position will be recognized if gesition has less than a 50% likelihood of beingtained. Interest is recognizec
the amount of unrecognized benefit from uncertaingositions

For all of these and other matters, actual resoltdd differ from our estimates.

Affiliate Transactions

We record intercompany charges at the amountdhitleis by our affiliates. Regulatory rules requiegtain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 16—Related Party Transactiong.compliance with regulations is
subject to review by regulators. Adjustments teliodompany charges that result from these reviewsemorded in the period they become
known.

Because of the significance of the services weigeoto our affiliates and our other affiliate trantions, the results of operations,
financial position, and cash flows presented heaeénnot necessarily indicative of the resultspdrations, financial position and cash flows
would have achieved had we operated as a stand-altity during the periods presented.
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 2: Summary of Significant Accounting Policies{Continued)

In the normal course of business, we transfer agsetnd from our parent, QSC which are recordszlitih our equity. It is QCII's and
our policy to record asset transfers based on icermalues.

Revenue Recognitio

We recognize revenue for services when the rekgedces are provided. Recognition of certain paymsesceived in advance of servi
being provided is deferred until the service isvided. These advance payments include activaties &ad installation charges, which we
recognize as revenue over the expected custonagiorghip period, which ranges from one to founrge®e also defer costs for customer
acquisitions. The deferral of customer acquisitiosts is limited to the amount of revenue defeae@ddvance payments. Costs in excess of
advance payments are recorded as expense in fbd pach costs are incurred. Expected custometigeship periods are estimated using
historical experience. Termination fees or othesfen existing contracts that are negotiated ifjuoation with new contracts are deferred and
recognized over the new contract term.

Customer arrangements that include both equipnrehsarvices are evaluated to determine whethezléments are separable based on
objective evidence. If the elements are deemedablgaand separate earnings processes exist,heue associated with each element is
allocated to each element based on the relativerdiflies of the separate elements. The revenueiatsbwith each element is then recognized
as earned. For example, if we receive an advangagiat when we sell equipment and continuing seridgether, we immediately recognize
as revenue the amount attributable to the equipsedatas long as all the conditions for revenuegrition have been satisfied. Any portion of
the advance payment in excess of the relativevédire of the equipment is recognized ratably okerlbnger of the contractual period or the
expected customer relationship period. If sepagataings processes do not exist, the total advaagment is deferred and recognized ratably
over the longer of the contractual period or thpeeted customer relationship period.

We offer some products and services that are peoMiy third-party vendors. We review the relatiopdietween us, the vendor and the
end customer to assess whether revenue shoulghbida®d on a gross or net basis. For example, trentee from DIRECTV and Verizon
Wireless services that we offer through sales ageglationships is reported on a net basis. Inssiisg whether revenue should be reported on
a gross or net basis, we consider whether we acpasicipal in the transaction, take title to giveducts, have risk and rewards of ownership,
and act as an agent or broker.

Allocation of Bundle Discounts

We offer bundle discounts to our customers whoiveceertain groupings of services. These bundleatists are recognized concurrel
with the associated revenue and are allocatecketodhious services in the bundled offerings. Thacation is based on the relative fair value of
services included in each bundle combination.

USF, Gross Receipts Taxes and Other Surcharges

In determining whether to include in our revenud arpenses the taxes and surcharges collectedcfistomers and remitted to
governmental authorities, including USF chargelgssaise, value added and some excise taxes, egsassnong other things, whether we are
the primary obligor or principal taxpayer for tlexés assessed in each jurisdiction where we dadsssiIn jurisdictions where we determine
that we are the principal taxpayer, we record &xe$ on a gross basis and include them in our vevend general,
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Note 2: Summary of Significant Accounting Policies{Continued)

administrative and other operating expenses. Iadigtions where we determine that we are meraglizction agent for the government
authority, we record the taxes on a net basis ambtlinclude them in our revenue and general, aidtnative and other operating expenses.

Our revenue and general, administrative and otperating expenses included taxes and surchargesrted for on a gross basis of
$182 million, $199 million and $209 million for thyears ended December 31, 2009, 2008 and 200 &atdsgy.

Advertising Cost:

Costs related to advertising are expensed as eatutdvertising expense was $328 million, $394iomilland $407 million for the years
ended December 31, 2009, 2008 and 2007, respsgtared is included in selling expenses and genadmhinistrative and other operating
expenses in our consolidated statements of opagatio

Legal Costs

In the normal course of our business, we incursctzshire and retain external legal counsel tos&luis on regulatory, litigation and other
matters. We expense these costs as the relatédeseave received.

Income Taxes

We are included in the consolidated federal inctemeeturn of QCII. Under QCII's tax allocation pnyl, QCII treats our consolidated
results as if we were a separate taxpayer. Theypmquires us to pay our tax liabilities in cagisdxd upon our separate return taxable income.
We are also included in QCII's combined state ttyms, and the same payment and allocation pslagpely.

The provision for income taxes consists of an arhfumtaxes currently payable, an amount for tamssmuences deferred to future
periods, adjustments to our liabilities for uncirtax positions and amortization of investmentdeedits. We record deferred income tax a:
and liabilities reflecting future tax consequenatgbutable to differences between the finandialesnent carrying value of assets and liabil
and the tax bases of those assets and liabilidieferred taxes are computed using enacted taxeapested to apply in the year in which the
differences are expected to affect taxable incdrhe.effect on deferred income tax assets andili@silof a change in tax rate is recognized in
earnings in the period that includes the enactrdatd.

We use the deferral method of accounting for fddevestment tax credits earned prior to the repéaluch credits in 1986. We also
defer certain transitional investment tax credéimed after the repeal, as well as investmentredits earned in certain states. We amortize
these credits ratably over the estimated serwes lof the related assets as a credit to our indarmexpense in our consolidated statements of
operations.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquiggtinents that are readily convertible into cashardot subject to significant risk
from fluctuations in interest rates. As a restig value at which cash and cash equivalents acetegbin our consolidated financial statements
approximates their fair value. In evaluating invesits for classification as cash equivalents, weire that individual securities have original
maturities of three months or less and that indigldnvestment funds have dollar-weighted averagturties of ninety days or less. To
preserve capital and maintain liquidity, we invegh financial institutions we deem to be of sound
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Note 2: Summary of Significant Accounting Policies{Continued)

financial condition and in high quality and relaiy risk-free investment products. Our cash investipolicy limits the concentration of
investments with specific financial institutionsamong certain products and includes criteria eelad credit worthiness of any particular
financial institution.

Book overdrafts occur when checks have been issuelave not been presented to our controlled diglment bank accounts for
payment. These bank accounts allow us to delayifignof issued checks until the checks are preseotgohyment. A delay in funding results
in a temporary source of financing. The activitiated to book overdrafts is included in “otherfinancing activities in our consolidated
statements of cash flows. Book overdrafts are ghedlin accounts payable on our consolidated balsineets. As of December 31, 2009 and
2008, the book overdraft balance was $27 milliod $26 million, respectively.

Allowance for Doubtful Accounts

The allowance for doubtful accounts receivablesafi our best estimate of probable losses inharenir receivable portfolio determin
on the basis of historical experience, specifiowinces for known troubled accounts and other ntlyravailable evidence. We generally
consider our accounts past due if they are outstgralzer 30 days. Our collection process is dependgon the customer segment, amount of
the receivable, and our evaluation of the custosnenédit risk. Our past due accounts are writtémgédinst our allowance for doubtful accot
when collection is considered to be not probabley fecoveries of accounts previously written off generally recognized as a reduction in
bad debt expense in the period received.

Property, Plant and Equipmer

Property, plant and equipment are carried at phss, the estimated value of any associated legalgontractually required retirement
obligations. Property, plant and equipment are eigpted primarily using the straight-line group hwet. Under the straight-line group method,
assets dedicated to providing telecommunicationsces (which comprise the majority of our propegiant and equipment) that have similar
physical characteristics, use and expected useés bre categorized in the year acquired on tkes lzd equal life groups for purposes of
depreciation and tracking. Generally, under thaigitt-line group method, when an asset is sol@tired, the cost is deducted from property,
plant and equipment and charged to accumulateddipion without recognition of a gain or loss. &rgor loss is recognized in our
consolidated statements of operations only if palal is abnormal or unusual. Leasehold improvesnam amortized over the shorter of the
useful lives of the assets or the lease term. Ekifumes for maintenance and repairs are expensedt@sed. Interest is capitalized during the
construction phase of network and other internalaepital projects. Employee-related costs for wanson of internal use assets are also
capitalized during the construction phase. Propgtgnt and equipment supplies used internallycaréed at average cost, except for
significant individual items for which cost is basen specific identification.

We perform annual internal studies or reviews teieine depreciable lives for our property, plamd @quipment. Our studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution and, in certain
instances, actuarially determined probabilitiesatzulate the remaining life of our asset base.

We have asset retirement obligations associatddthét legally or contractually required removabdimited group of property, plant and
equipment assets from leased properties, and speshl of certain hazardous materials presentiilmwned properties. When an asset
retirement obligation is identified, usually in
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Note 2: Summary of Significant Accounting Policies{Continued)

association with the acquisition of the asset, @®rd the fair value of the obligation as a lighiliThe fair value of the obligation is also
capitalized as property, plant and equipment aed #mortized over the estimated remaining usdfibli the associated asset. Where the
removal obligation is not legally binding, the ekt to remove assets is expensed in the periathich the costs are actually incurred.

Capitalized Software

Internally used software, whether purchased or ld@eel by us, is capitalized and amortized usingstregght-line group method over its
estimated useful life. We capitalize certain c@stsociated with software such as costs of emplayeesting time to the projects and external
direct costs for materials and services. Costscéatsa with internally developed software to beduisgernally are expensed until the point at
which the project has reached the development sfagesequent additions, modifications or upgradéstérnal-use software are capitalized
only to the extent that they allow the softwar@ésform a task it previously did not perform. Sadte maintenance and training costs are
expensed in the period in which they are incurvéd.review the economic lives of our capitalizedwafe annually.

Impairment of Lonc-Lived Assets

We review long-lived assets, other than intangésisets with indefinite lives, for impairment at @€ll level whenever facts and
circumstances indicate that the carrying amounth@fissets may not be recoverable. For measurgmgises, long-lived assets are grouped
with other assets and liabilities, including othssets and liabilities of QCII. An impairment lassecognized only if the carrying amount of
the asset group is not recoverable and exceefisritsalue. Recoverability of the asset group tchb&l and used is measured by comparing the
carrying amount of the asset group to the estimateliscounted future net cash flows expected tgdmerated by the asset group. If the asset
group’s carrying value is not recoverable, an impaint charge is recognized for the amount by wtiehcarrying amount of the asset group
exceeds its fair value. We determine fair valuesidipg a combination of comparable market valuesdiscounted cash flows, as appropriate.

Derivative Financial Instruments

We sometimes use derivative financial instrumesysgifically interest rate swap contracts, to manatgerest rate risks. We execute tt
instruments with financial institutions we deemdit@orthy and monitor our exposure to these coyradies. An interest rate hedge is
generally designated as either a cash flow hedgefair value hedge. In a cash flow hedge, a baeraf variable interest debt agrees with
another party to make fixed payments equivalepiaiging fixed rate interest on debt in exchangedaeiving payments from the other party
equivalent to receiving variable rate interest ebtdthe effect of which is to eliminate some portof the variability in the borrower’s overall
cash flows. In a fair value hedge, a borrower xédi rate debt agrees with another party to makialarpayments equivalent to paying
variable rate interest on the debt in exchangedfoeiving fixed payments from the other party egléat to receiving fixed rate interest on d
the effect of which is to eliminate some portiortled variability in the fair value of the borrowgdverall debt portfolio due to changes in
interest rates.

We recognize all derivatives on our consolidateldize sheets at fair value. We generally desigthatelerivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument. Cash flovesif derivative instruments that are fair
value hedges or cash flow hedges are classifiedsh flows from operations.
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For a derivative that is designated as and meleté ile required criteria for a cash flow hedge, mecord in accumulated other
comprehensive income, which is included in accutedl@eficit in our consolidated balance sheets,cduanges in the fair value of the
derivative. We then reclassify these amounts iataiags as the underlying hedged item affects egsiln addition, if there are any change
the fair value of the derivative arising from ireffiveness of the cash flow hedging relationshiprecord those amounts immediately in other
expense (income)—net in our consolidated statenwrdperations. For a derivative that is designai®dnd meets all of the required criteria
for a fair value hedge, we record in other expdimsmme)—net in our consolidated statements of apmns the changes in fair value of the
derivative and the underlying hedged item. Howeiféhe terms of this type of derivative match teems of the underlying hedged item such
that we qualify to assume no ineffectiveness, therfair value of the derivative is measured amddiange in the fair value for the period is
assumed to equal the change in the fair valueeofitiderlying hedged item for the period, with ng&et in other expense (income)—net.

We assess quarterly whether each derivative idyhaffective in offsetting changes in fair valuascash flows of the hedged item or
whether our initial assumption of no ineffectivemésstill valid. If we determine that a derivatigenot highly effective as a hedge, a derivative
has ceased to be a highly effective hedge or mumagtion of no ineffectiveness is no longer validn we discontinue hedge accounting with
respect to that derivative prospectively. We redormhediately in earnings changes in the fair valfiderivatives that are not designated as
hedges. See Note 9—Derivative Financial Instrumitadditional information.

Fair Value of Financial Instruments

Our financial instruments consist of cash and eaglivalents, auction rate securities, accountsvalbke, accounts payable, interest rate
hedges and long-term notes including the currertiqggo The carrying values of cash and cash egeital auction rate securities, accounts
receivable, accounts payable and interest ratedsegigproximate their fair values. The carrying galfiour long-term notes including the
current portion reflects original cost net of unatized discounts and other. See Note 3—Fair Vafu&rancial Instruments for a more
detailed discussion of the fair value of our otfieaincial instruments.

Pension and Po-Retirement Benefits

Substantially all of our employees participateria QCII pension plan. QCII also maintains a nonlifigd pension plan for certain of our
eligible highly compensated employees. In additaartain eligible employees participate in QCllsspretirement health care and life
insurance benefit plans. QCII allocates the expeslsging to pension, non-qualified pension, angtgetirement health care and life insurance
benefits and the associated obligations and agsatsand determines our cash contribution. Theuasocontributed by us through QCII are
not segregated or restricted to pay amounts doartemployees and may be used to provide benefiather employees of QCII's affiliates.
Historically, QCII has only required us to pay @artion of its required pension contribution. Thie@ation of expense to us is based upon the
demographics of our employees and retirees comparaithe remaining participants. However, sigigifit year over year changes in QCII's
funded status affecting accumulated other compmahencome may not have a significant initial impan the affiliate receivable or payable
that is allocated to us.

For further information on QCII pension, non-quialif pension, post-retirement and other post-empémgrhenefit plans, see QCII's
Annual Report on Form 10-K for the year ended Ddmem31, 2009.
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Recently Adopted Accounting Pronouncemel

Effective January 1, 2009, we adopted Financialodoting Standards Board (“FASB”) Staff Position $’) Financial Accounting
Standard (“FAS") 157-4, “Determining Fair Value Whihe Volume and Level of Activity for the Assetldability Have Significantly
Decreased and Identifying Transactions That AreQlaterly” (ASC 820). This FSP provides guidelinesdnsuring that fair value
measurements are consistent with the principlesepted in Statement of Financial Accounting Stassl&lo. 157, “Fair Value
Measurements” (ASC 820). The adoption of this FiBhdt have a material effect on our financial fiosior results of operations.

Effective January 1, 2009, we adopted FSP FAS 1486PFAS 124-2, “Recognition and Presentation ¢ie®f han-Temporary
Impairments” (ASC 320). This FSP provides additiandadance designed to create greater clarity amgistency in accounting for and
presenting impairment losses on securities. Thetiwloof this FSP did not have a material effecbanfinancial position or results of
operations.

Effective January 1, 2007, we adopted FIN 48 (Ag9Q)7

Recently Issued Accounting Pronouncemel

In October 2009, the FASB issued Accounting Stasslalpdate (“ASU”) Number 2009-13, “Revenue Recdgni{ASC 605) Multiple-
Deliverable Revenue Arrangements a consensus ¢fAlB8 Emerging Issues Task Force.” This ASU essalé a new selling price hierarchy
to use when allocating the sales price of a matgdement arrangement between delivered and uedethelements. This ASU is generally
expected to result in revenue recognition for miwkvered elements than under current rules. Weeapeired to adopt this ASU prospectively
for new or materially modified agreements entergd on or after January 1, 2011. We are evaludtisgmpact of this ASU, but do not expect
its adoption to have a material effect on our feiahposition or results of operations.

Note 3: Fair Value of Financial Instruments

Our financial instruments consist of cash and @aglivalents, auction rate securities, accountsvebke, accounts payable, interest rate
hedges and long-term notes including the currertiqggo The carrying values of cash and cash egeital auction rate securities, accounts
receivable, accounts payable and interest ratedsegigproximate their fair values. The carrying gafiour long-term notes including the
current portion reflects original cost net of unatized discounts and other and was $8.313 bill®nfdDecember 31, 2009. For additional
information, see Note 8—Borrowings.

Fair value is defined as the price that would leeireed to sell an asset or paid to transfer alitgitin an orderly transaction between
market participants at the measurement date. Wealsation techniques that maximize the use of niadde inputs and minimize the use of
unobservable inputs when determining fair value thieth we rank the estimated values based on ttabitel of the inputs used following the
fair value hierarchy set forth by the FASB.
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The table below presents the fair values for anatite securities, an investment fund, interest hatdlges and long-term notes including
the current portion, as well as the input levelsdu® determine these fair values as of Decembe2(®19 and 2008:

Fair value as of December 31
Level 2009 2008
(Dollars in millions)

Assets:
Auction rate securitie 3 $ 41 $ 43
Investment func 3 — 9
Fair value hedge 3 2 —
Total asset $ 43 $ 52
Liabilities:
Long-term notes, including the current porti 1&2 $ 8,49t $ 6,18¢
Cash flow hedge 3 3 8
Total liabilities $  8,49¢ $ 6,19i
The three levels of the fair value hierarchy asraef by the FASB are as follows:
Input Level Description of Input
Level 1 Inputs are based upon unadjusted quoted pricadduntical instruments traded in active mark
Level 2 Inputs are based upon quoted prices for simildaringents in active markets, quoted prices for igahor similar

instruments in markets that are not active, andehbdsed valuation techniques for which all sigaifit
assumptions are observable in the market or caotveborated by observable market data for suliathnthe full
term of the assets or liabilitie

Level 3 Inputs are generally unobservable and typicallieotfmanageme’s estimates of assumptions that ma
participants would use in pricing the asset oriliigb The fair values are therefore determinechgsinodel-based
techniques that include option pricing models, disted cash flow models, and similar techniq

We determined the fair value of our auction ratusées using a discounted cash flow model thissanto consideration the interest |
of the securities, the probability that we will flgle to sell the securities in an auction or thatdecurities will be redeemed early, the
probability that a default will occur and its setqgra discount rate and other factors.

We determined the fair value of our investment fbaded on the asset values of the securities yirpthe fund. This fund was fully
liquidated during 2009.

We determined the fair value of our interest raddes using projected future cash flows, discouatelde mid-market implied forward
London Interbank Offered Rate (“LIBOR”"). For additial information on our derivative financial ingtrants, see Note 9—Derivative
Financial Instruments.

We determined the fair values of our lot@gm notes including the current portion based woted market prices where available or, if
available, based on discounted future cash flowsyusurrent market interest rates.
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Note 3: Fair Value of Financial Instruments—(Contirued)
The table below presents a rollforward of the imstents valued using Level 3 inputs for the yeadedrDecember 31, 2009 and 2008:

Instruments Valued Using Level 3 Inputs

Auction rate Investment Fair value Cash flown
securities fund S hedges hedges
(Dollars in millions)

Balance at December 31, 2C $ 31 $ 24 $ — $ —
Transfers into (out of) Level — — — —
Additions 25 — — —
Dispositions — (12 1 —
Realized and unrealized (losses) ga

Included in lon-term borrowing—net — — — —
Included in other (expense) inco—net — 3 @ 1
Included in other comprehensive Ic (13 — — 9

Balance at December 31, 2C 43 9 — (8
Transfers into (out of) Level — — — —
Additions — 1 — —
Dispositions 4 (12) — —
Realized and unrealized gail

Included in lon-term borrowing—net — — 2 —

Included in other (expense) inco—net — 1 — —

Included in other comprehensive inco 2 — — 5
Balance at December 31, 2C $ 41 $ — $ 2 $

Note 4: Investments

QSC manages the majority of our cash and invessneénitr proportionate ownership of these investmemttuding illiquid investments,
can change because we record our portion of theeqrdrtfolio of cash and investments managed bZ Qfhese changes are reflected on a net
basis in cash flows from investing activities om oansolidated statements of cash flows.

As of December 31, 2009 and 2008, our investmeitaded auction rate securities of $41 million 48 million, respectively, which
are classified as non-current, available-for-salestments and are included in other non-curresgtast their estimated fair value on our
consolidated balance sheets. Auction rate secudtie generally long-term debt instruments thatigeoliquidity through a Dutch auction
process that resets the applicable interest rgiteeadetermined calendar intervals, generally e28rgays. This mechanism generally allows
existing investors to rollover their holdings arahtinue to own their respective securities or lifte their holdings by selling their securities at
par value. Prior to August 2007, QSC invested @séhsecurities for short periods of time as paitisafash management program. However
uncertainties in the credit markets have preve@8@& and other investors from liquidating holdinfith@se securities in auctions since the
third quarter of 2007. Because we are uncertato asen the liquidity issues relating to these siwgents will improve, we continued to
classify these securities as non-current as of Deee 31, 2009. These securities:

» are structured obligations of special purpose tearsce entities associated with life insurance cmgs and are referred to
“Triple X" securities

» currently pay interest every 28 days at-month LIBOR plus 200 basis poin
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Note 4: Investments—(Continued)

 arerated A

« are insured against loss of principal and intebggtvo bond insurers, one of which had a credihgadf BB+ and the other of whit
was not rated and in the fourth quarter of 2009 prakibited by its regulator from making any clgdayments

» are collateralized by the issuers; ¢
e mature between 2033 and 20

We recorded an immaterial amount of unrealizedgyaind losses, net of deferred income taxes, oe thgdtion rate securities for the
years ended December 31, 2009 and 2008. The cuweulatrealized losses, net of deferred income taedsted to these securities was
million and $8 million as of December 31, 2009 &etember 31, 2008, respectively. These unrealizeskk were recorded in accumulated
other comprehensive income, which is included cuarulated deficit in our consolidated balance shekBte cost basis of these securities was
$51 million and $56 million as of December 31, 2@0@ December 31, 2008, respectively. We considedécline in fair value to be a
temporary impairment because we believe it is nikedy than not that we will ultimately recover tleatire $51 million cost basis, in part
because the securities are rated investment gifseleecurities are collateralized and the issusmsirue to make required interest payments
some point in the future, we may determine thataine in fair value is other than temporanaifjong other factors:

» the issuers cease making required interest payir
» we believe it is more likely than not that we via# required to sell these securities before thedives recover; ¢
» we change our intent to hold the securities dusvemts such as a change in the terms of the desL

If the issuers cease making required interest pajsneve would recognize the portion of the othemtitemporary decline in fair value
that is due to credit loss in other expense (ingerret in our consolidated statements of operatitivge believe that we will be required to
sell these securities before their values recavenyvould recognize the entire other-than-tempodagfine in fair value in other expense
(income)—net in our consolidated statements of ateans. Because we are uncertain as to when thiliig issues relating to these
investments will improve, we continued to classifgse securities as non-current as of Decemb&0RB,

During 2007, an investment fund we historicallyatel as a cash equivalent began liquidating itdihg$ and restricting distributions. As
a result, we reclassified our holdings in the ffmoan cash and cash equivalents to investments,hwdrie included in other current assets on
consolidated balance sheets. We valued this inegtoonsidering the asset values of the secutitiderlying the fund. During the year ended
December 31, 2008, QSC sold $12 million of our had in the fund. As of December 31, 2008, $5 willof our remaining investment in the
fund was included in other current assets and $idbmivas included in other non-current assets enamnsolidated balance sheet because we
continued to expect that we would not be ableguitlate this portion of our investment in the sujpsst 12 months. During the year ended
December 31, 2008, we recorded immaterial reairetiunrealized losses for the change in the féirevaf the fund, which were recorded in
other expense (income)—net in our consolidate@stant of operations. Our investment in the fund fullg liquidated in 2009.
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Note 5: Accounts Receivable
The following table presents details of our acceunteivable balances as of December 31, 2009G0ft 2
December 31,

2009 2008
(Dollars in millions)

Total accounts receival—net:

Trade receivable $ 51¢ $ 61t
Earned and unbilled receivabl 121 14C
Purchased and other receivak 18¢€ 204
Total accounts receivab 827 95¢
Less: allowance for doubtful accoul (53 (52
Accounts receivable n-affiliates—net 774 907
Accounts receivab—affiliates 71 127
Total accounts receival—net $ 84E $1,03¢

We are exposed to concentrations of credit risknfomstomers within our local service area and fother telecommunications service
providers. We generally do not require collatesasécure our receivable balances. We have agresmvéhtother telecommunications service
providers whereby we agree to bill and collecttogirtbehalf for services rendered by those progideour customers within our local service
area. We purchase accounts receivable from otlemot@munications service providers primarily oreeaurse basis and include these amc
in our accounts receivable balance. We have naréxced any significant loss associated with tiesehased receivables.

The following table presents details of our allowafor doubtful accounts for the years ended Deesr@hb, 2009, 2008 and 2007:

Balance a
Balance a
beginning Charged tc
end of
of period expense Deductions period
(Dollars in millions)
Allowance for doubtful account
2009 $ 52 $ 85 $ 84 $ 53
2008 55 83 86 52
2007 53 82 80 55
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Note 6: Property, Plant and Equipment
The components of our property, plant and equipraemf December 31, 2009 and 2008 are as follows:

Property, plant and equipm~—net:

Depreciable December 31,
Lives 2009 2008
(Dollars in millions)

Land N/A $ 97 $ 97
Buildings 15-30 year 2,86¢ 2,84¢
Communications equipme 7-10 year 18,29 18,59t
Other network equipmel 8-45 year 20,62¢ 20,30¢
General purpose computers and o 5-11 year 1,71¢ 2,01¢
Construction in progres N/A 53 82
Total property, plant and equipme 43,66( 43,94(
Less: accumulated depreciati (33,029 (32,499
Property, plant and equipm—net $ 10,63¢ $ 11,44:

We recorded depreciation expense of $1.752 bildn855 billion and $2.017 billion for the yearsled December 31, 2009, 2008 and
2007, respectively. Lower capital expenditures tredchanging mix of our investment in property npland equipment since 2002 have
decreased our depreciation expense.

Effective January 1, 2009, we changed our estintftése economic lives of certain copper cable @helcommunications equipment
assets. These changes resulted in additional dapoecexpense of approximately $36 million anduset net income, net of deferred taxes
$22 million for the year ended December 31, 2008caspared to the year ended December 31, 2008eesets were fully depreciated as of
December 31, 2009.

Asset Retirement Obligatior

As of December 31, 2009, our asset retirement atitigs balance was primarily related to estimatedré costs of removing circuit
equipment from leased properties and estimateddutosts of properly disposing of ashestos and ¢theardous materials upon remodeling or
demolishing buildings. Asset retirement obligatians included in other long-term liabilities on @ansolidated balance sheets. The following
table provides asset retirement obligation actifatythe years ended December 31, 2009, 2008 a@d: 20

December 31,
2009 2008 2007
(Dollars in millions)

Asset retirement obligation

Balance as of January $ 32 $ 30 $ 28
Accretion expens 2 2 2
Liabilities incurred — — 1
Liabilities settled and othe () @ D
Change in estimat (1) 1 —
Balance as of December $31 $ 32 $ 3C
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Note 7: Capitalized Software

Internally used software, whether purchased or ld@eel by us, is capitalized and amortized usingstregght-line group method over its
estimated useful life. As of December 31, 2009 20@8, our capitalized software had carrying cos®&20479 billion and $2.292 billion,
respectively, and accumulated amortization was3gLtllion and $1.448 billion, respectively. We oeded amortization expense of $224
million, $218 million and $204 million for the yeaended December 31, 2009, 2008 and 2007, resplgctior capitalized software based on a
life range of four to seven years.

The weighted average remaining life of our capitadi software was 3.6 years as of December 31, 2009.

The estimated future amortization expense for eéipéd software is as follows:

Estimated
Amortization

(Dollars in

millions)

Estimated future amortization expen

2010 $ 22¢€
2011 19C
2012 15€
2013 12¢
2014 101
2015 and thereafte 78
Total estimated future amortization expe $ 88C

Note 8: Borrowings
Current Portion of Long-Term Borrowings
As of December 31, 2009 and 2008, the current@ouf our long-term borrowings consisted of:

December 31
2009 2008
(Dollars in millions)

Current portion of lon-term borrowings

Long-term notes $ 50C $ —
Long-term capital lease and other obligatit 15 19
Total current portion of lor-term borrowings $ b1t $ 19
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As of December 31, 2009 and 2008, our long-ternndwaings consisted of the following (for all notegtlwunamortized discount or
premium, the face amount of the notes and the urtamad discount or premium are presented sepajately

Long-term borrowings

Notes and term loan with various rates ranging fB0504% to 8.875% including LIBOR + 3.25% &

maturities from 2010 to 204
Unamortized discour
Fair value hedge adjustme
Capital lease and other obligatic
Less: current portio

Total lon¢-term borrowings

Our long-term borrowings had the following interestes and contractual maturities as of Decembg2@19:

Interest rates
Up to 5%
Above 5% to 6%
Above 6% to 7%
Above 7% to 8%
Above 8% to 9%

Total notes and bonc

Contractual Maturities

December 31,
2009 2008
(Dollars in millions)

$8,46¢ $7,657

(165) (119
10 10
73 34

(51E) (19)

$7.,871 $7,56¢

2015 and
2010 2011 2012 2013 2014 Thereafter Total
(Dollars in millions)

$— $— $ — $75C $— $ — % 75C
50C — — — — 1,50( 2,00(
— 82t — — 60C 1,982 3,40i
— — 1,50( — — 811 2,311
$50C $82E $1,50C $75C $60C $ 4,29¢ $8,46¢

63



Table of Contents

QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 8: Borrowings—(Continued)
Our long-term borrowings contractual maturitieoaBecember 31, 2009:

Maturities

2015 and
2010 2011 2012 2013 2014 Thereafter Total
(Dollars in millions)

Notes and bond:

Floating Rate Note $— $— $ — $75C $— $ — $ 75C
6.95% Term Loal 50C — — — — — 50C
7.875% Note: — 82t — — — — 82t
8.875% Note:! — — 1,50 — — — 1,50(
6.5% Notes — — — — — 50C 50C
6.875% Debenture — — — — — 1,00( 1,00(
7.125% Debenture — — — — — 25C 25C
7.2% Debenture — — — — — 25C 25C
7.25% Debenture — — — — — 50C 50C
7.375% Debenture — — — — — 55 55
7.5% Notes — — — — 60C — 60C
7.5% Debenture — — — — — 484 484
7.625% Note:! — — — — — 40C 40C
7.75% Debenture — — — — — 43 43
8.375% Note:! — — — — — 811 811

Total notes and bont $50C $82E $1,50C $75C $60C $ 4,29¢ $8,46¢
Covenants

The indentures governing our notes contain cetauenants including, but not limited to: (i) a pitwtion on certain liens on our assets;
and (ii) a limitation on mergers or sales of atlsabstantially all, of our assets, which limitaticequires that a successor assume the obligation
with regard to these notes. These indentures doardgtin any cross-default provisions. We wereampliance with all of the provisions and
covenants of our borrowing agreements as of DeceB1he2009.

QCIl and its other subsidiaries were in compliawith all of the provisions and covenants of theirfowing agreements as of
December 31, 2009.

New Issuance

On April 13, 2009, we issued approximately $81lliomlaggregate principal amount of 8.375% Seniotealue 2016. We are using the
net proceeds of $738 million for general corpopigposes, including repayment of indebtedness amdirig or refinancing investments in our
telecommunication assets.

The notes are unsecured obligations and rank gguaalfight of payment with all other unsecured amdubordinated indebtedness. The
covenant and default terms are substantially theesas those associated with our other long-termotadmgs.

Repayments
On November 15, 2008, we repaid at maturity $320aniaggregate principal amount of our 5.625% Nalee 2008.
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Note 8: Borrowings—(Continued)

Registered Exchange Offer

On November 13, 2009, QC commenced a registerdthege offer for its 8.375% Notes due 2016 purstatite registration rights
agreement that it entered into in connection withissuance of these notes. QC completed the eegfisexchange offer on December 21, 2

Interest Rate Hedges
During 2009 and 2008, QC entered into interesthatiges as discussed in Note 9—Derivative Finattsatuments.

Interest Expense

Interest expense includes interest on long-termolmings. Other interest expense, such as interestamme taxes, is included in other—
net in our consolidated statements of operatiohs.fdllowing table presents the amount of grossrégt expense, capitalized interest and cash
paid for interest during the years ended Decembg2@09, 2008 and 2007:

Years Ended December 31,
2009 2008 2007
(Dollars in millions)

Interest expense on lo-term borrowing—net:

Gross interest expen $642 $ 602 $62C

Capitalized interes _ (109 (14) (12
Total interest expense on Ic-term borrowing—net $632 $58¢ $ 60¢
Cash paid for interes

Cash interest paid on lo-term borrowings and interest rate sw $621 $62¢ $62E

Cash received from counterparties on interestaasgps _ (29 (46) —
Net interest paid on lor-term borrowings and interest rate sw $597 $582 $ 628

Note 9: Derivative Financial Instruments
Interest Rate Hedge

During 2009 and 2008, we entered into the intenatst hedges described below as part of our shont-@ad long-term debt strategies.
One objective of our short-term debt strategy imt® advantage of favorable interest rates by pimgffloating interest rate debt to fixed
interest rate debt using cash flow hedges. Onectiogeof our long-term debt strategy is to achiawaore balanced ratio of fixed to floating
interest rate debt by swapping a portion of ouedixnterest rate debt to floating interest ratet tletough fair value hedges. This decreases our
exposure to changes in the fair value of our fixedrest rate debt due to changes in interest.rates

We evaluate counterparty credit risk before enteimio any hedge transaction. Thereafter, we cagtio closely monitor the financial
market and the risk that our counterparties wifad# on their obligations to us. We are preparedniwind these hedge transactions if our
counterparties’ credit risk becomes unacceptableto
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Note 9: Derivative Financial Instruments—(Continued

In August 2009, we entered into interest rate heage$400 million of the outstanding $1.500 billiaggregate principal amount of our
8.875% Notes due in 2012. The hedges have the siomdfect of converting our fixed interest ratédotio a floating interest rate of omeanth
LIBOR plus 7.0575% until maturity. We designated thterest rate swaps as fair value hedges. Thestef these hedges match the terms of
the underlying debt such that we assume no inéfoess of the fair value hedging relationship eewbgnize the fair value of the hedge wi
corresponding adjustment to the carrying valuénefdebt.

In March 2008, we entered into interest rate hedge$500 million of the outstanding $750 milliongaggate principal amount of our
Floating Rate Notes due 2013. The notes bear Bitate rate per year equal to LIBOR plus 3.25%s€Ehhedges have the economic effect of
converting our floating interest rate to fixed irst rates of approximately 6.0% through March28,0. We designated these interest rate
swaps as cash flow hedges. We did not recognizgaimyor loss in earnings for hedge ineffectiverfesshe year ended December 31, 2009.

In March 2008, we also entered into interest ratgles on the outstanding $500 million aggregatemal amount of our 6.5% Notes
due 2017. These hedges had the economic effecnwkcting our fixed interest rate to a floatingeirgst rate until these notes mature in 2017.
We designated these interest rate swaps as faie Veldges. We terminated these hedges in the fguather of 2008. Upon termination, we
received $20 million in cash for the fair valuetloé swap asset and accrued interest from our cquartg. The accumulated increase of
$10 million in the carrying value of the 6.5% Nothse 2017 through the hedge termination date isgo@inortized to interest expense using
effective interest method over the remaining tefrthe notes.

We valued the interest rate hedges using projdatede cash flows, discounted at mid-market impfiedvard LIBOR. We determined
this valuation excluding accrued interest.

For additional information on our accounting paifor derivative financial instruments, see NeteSummary of Significant
Accounting Policies.

The balance sheet location and fair value of déviganstruments designated as hedging instrumesitd December 31, 2009 are set
forth below:

Asset Derivatives Liability Derivatives
Balance sheet locatiol Fair value Balance sheet locatiot Fair value
(Dollars in millions)
Cash flow hedging contrac Other current asse $ — Other current liabilitie: $ 3
Fair value hedging contrac Other nol-current asset $ 2 Other nol-current liabilities $ —

The fair value of derivative instruments designaedhedging instruments as of December 31, 2008ssribed below:

Asset Derivatives Liability Derivatives
Balance sheet locatiol Fair value Balance sheet locatiot Fair value
(Dollars in millions)
Cash flow hedging contrac Other nor-current assel $ — Other nol-current liabilities $ 8

For additional information on the fair value of diumancial instruments, see Note 3—Fair Value afdficial Instruments.
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Note 9: Derivative Financial Instruments—(Continued

The following table presents the effect of derivatinstruments on our consolidated balance shedtstatements of operations for the
years ended December 31, 2009 and 2

Derivatives in Cash Flow Hedging Relationship Years Ended December 31
2009 2008
(Dollars in millions)

Interest rate contract
Amount of gain (loss) recognized in other comprednemnincome on derivatives

(effective portion), net of deferred taxes of $2 &3, respectivel $3 $(5)
Location of amount reclassified from accumulatdteoicomprehensive incom
into income (effective portior Interest expen—net Interest expen—net

Amount of loss (gain) reclassified from accumuladditer comprehensiy
income into interest expense (effective portiom}, of deferred taxes of $2

and $0, respectivel $4 $(1)
Location of amount recognized in income on derixegi(ineffective portion ar

amount excluded from effectiveness testi Not Applicable Not Applicable
Amount recognized in income on derivatives (indffexportion and amour

excluded from effectiveness testir $— $—

Note 10: Severance

For the years ended December 31, 2009, 2008 art] 2@0recorded severance expenses of $109 mifit?i/ million and $14 million,
respectively. A portion of our severance expensésduded in each of cost of sales, selling expstamd general, administrative and other
operating expenses in our consolidated stateméwiserations. As of December 31, 2009 and 2008seuerance liability was $75 million a
$54 million, respectively, and is included in acmilexpenses and other in our consolidated baldress

Note 11: Employee Benefits
Pension and Po-Retirement Benefits

We are required to disclose the amount of our dmuttions to QCII relative to the QCII pension araspretirement benefit plans. No
pension or post-retirement occupational health trast contributions were made during 2009 or 2808 we do not expect to make
contributions in 2010. As of December 31, 2009,uhfunded status of QCII's pension plan for accounpurposes was $790 million,
compared to an unfunded status of $745 millionfa3exember 31, 2008. The unfunded status of itt-m@Bement benefit plans for account
purposes was $2.525 billion and $2.509 billion BBecember 31, 2009 and 2008, respectively.

In 2009 we recognized an allocated $104 milliopémsion expense. Our allocated pension income0d@8 2vas $28 million and our
allocated pension expense for 2007 was $33 millur. allocated post-retirement benefit expens@@f9, 2008, and 2007 was $89 million,
$15 million, and $6 million, respectively. Thestahted amounts represent our share of the peasidpost-retirement benefit expenses basec
on the actuarially determined amounts. Our allatatartion of QCII's total pension and post-retirethbenefit expenses were 99%, 92% and
98% for the years ended December 31, 2009, 2002@0did, respectively. QCII
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Note 11: Employee Benefits—(Continued)

allocates the expenses of these plans to us anthés affiliates. The allocation of expense tdsusased upon demographics of our employees
compared to all remaining participants. The comthinet pension and post-retirement benefits (incampgnses is included in general,
administrative and other operating expenses.

QCII sponsors a noncontributory qualified defineshéfit pension plan (referred to as QCII's pengitam) for substantially all
management and occupational employees. In addiitins tax qualified pension plan, QCII also mains a non-qualified pension plan for
certain eligible highly compensated employees. &hmans also provide survivor and disability betsefd certain employees. On November 2,
2009, QCIl amended the pension plan and the nolifigdepension plan to no longer provide pensionéfé accruals for active management
employees effective January 1, 2010. Active managemmployees who participate in the plans wikiiretheir accrued pension benefit, as
earned through December 31, 2009, and certaircjetits will continue to earn interest credits logiit vested benefit after December 31, 2
Employees are eligible to receive their vestedwstibenefit when they leave Qwest. The plans alsdaqged a death benefit for beneficiaries
of certain eligible retirees; however, QCII hasrefiated this benefit for retirees who retired ptimdanuary 1, 2004 and whose deaths occur
after February 28, 2010. QCII previously eliminated death benefit for retirees who retired aftec&@€mber 31, 2003.

QCII maintains post-retirement benefit plans thatvgle health care and life insurance benefitcotain eligible retirees. The benefit
obligation for QCII's occupational health care difielinsurance post-retirement plans is estimategel on the terms of QCII's written benefit
plans. In calculating this obligation, QCII congisl@umerous assumptions, estimates and judgmantsding but not limited to, discount rat
health care cost trend rates and plan amendmer®908, we negotiated our current four-year callecbargaining agreements. These
collective bargaining agreements covered approxtydt5,600 of our unionized employees as of Decer@be2009 and reflect changes for
eligible post-1990 retirees who are former occugpeti employees, including: (i) a Letter of Agreeininat states such post-1990 retirees will
begin contributing to the cost of health care biemal excess of specified limits on the compdimgeed portion of retiree health care costs (
referred to as “caps”) beginning January 1, 20G8(@ha provision that such post-1990 retireed pédly increased out of pocket costs through
plan design changes starting January 1, 2009. Tdiesgges have been considered in calculating thefibebligation under QCII's
occupational health care plan.

The terms of the post-retirement health care dadrisurance plans between QCII and its eligibl@agement employees and its eligible
post-1990 management retirees are established blyaR€ are subject to change at its discretion.I®@s a practice of sharing some of the
cost of providing health care benefits with its mgement employees and post-1990 management refiteebenefit obligation for the
management post-retirement health care benefitased on the terms of the current written plan dwnts and is adjusted for anticipated
continued cost sharing with management employegpast-1990 management retirees. However, QClrdritution under its post-1990
management retirees’ health care plan is cappadpécific dollar amount. QCII allocates its pensimon-qualified pension and post-
retirement benefit obligations to us using the amaii its funded or unfunded status and its relasclimulated other comprehensive income
balance. Therefore, significant year over year gearin QCII's funded status affecting accumulatéediocomprehensive income may not have
a significant initial impact on the assets or oafigns that are allocated to us.

A putative class action purportedly filed on beladltertain of QCII retirees was brought againsti@d certain other defendants in
Federal District Court in Colorado in connectionttwQClII’s decision to reduce life insurance bersefiitr these retirees during 2006 and 2007.
See Note 17—Commitments and Contingencies—Otheteli&ator additional information.
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Medicare Prescription Drug, Improvement and Modemaition Act of 200:

QCII sponsors post-retirement health care plank séteral benefit options that provide prescriptiamg benefits that QCIl deems
actuarially equivalent to or exceeding Medicaret BaiQCII recognizes the impact of the federal sgypseceived under the Medicare
Prescription Drug, Improvement and Modernizatiort &c2003 in the calculation of its post- retirerhbenefit obligation and net periodic post-
retirement benefit expense. The effect of the slybsduced our net periodic post-retirement bemedfitense by $39 million, $36 million and
$51 million for the years ended December 31, 2Q098 and 2007, respectively.

Other Benefit Plans
401(k) Plan

QCIll sponsors a qualified defined contribution Hén@an covering substantially all management andupational employees. Under t
plan, employees may contribute a percentage af #mgiual compensation to the plan up to certainimams, as defined by the plan and by
Internal Revenue Service (“IRS"). Currently, QGlh our behalf, matches a percentage of our empddgeatributions in cash. We recognized
$54 million, $59 million and $62 million in expenssdated to this plan for the years ended Decer@beP009, 2008 and 2007, respectively.

Deferred Compensation Plans

QCII sponsors non-qualified unfunded deferred campéon plans for various groups that include ¢e&our current and former
highly compensated employees. One of these planseis to new participants. Participants in thesapmay, at their discretion, invest their
deferred compensation in various investment chaiedading QCII's common stock.

Our portion of QCII's deferred compensation asgatshese plans is included on our consolidatedrzd sheets in prepaid pension—
affiliates. Our portion of QCII's deferred competiga obligations is included on our consolidatethhae sheets in current and non-current
post-retirement and other post-employment benafitsother—affiliates. Investment earnings, admiatate expenses, changes in investment
values and increases or decreases in the defeynegensation liability resulting from changes in ilneestment values are recorded in our
consolidated statements of operations. The valtiassets and liabilities related to these plansiatesignificant.

Note 12: Income Taxes

We are included in the consolidated federal inctemeeturns and the combined state income taxmetof QCIl. QCII treats our
consolidated results as if we were a separate yaxp@ur tax allocation policy requires us to pay tax liabilities in cash based upon separate
return taxable income. Because we are includelddrconsolidated federal income tax returns anddnebined state income tax returns of
QCIl, any tax audits involving QCII will also inveg us. The IRS examines all of QCII's federal ineotax returns because QCII is included in
the coordinated industry case program.

As of December 31, 2009, the QCII federal incomer¢durns for tax years 2002-2005 have been exahtige¢he IRS. We paid
$103 million in the fourth quarter of 2009 as ohare of the settlements, and we recorded a $4&maisset transfer with QSC to recognize
difference between the settlements recorded ob@oks and the actual cash payment. We recognizédraaterial interest benefit as a result
of the settlement.
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Note 12: Income Taxes—(Continued)

In 2009, QCII filed amended federal income tax mesufor 2002-2005 to make protective claims witspect to items reserved in our
audit settlements and to correct items not adddessgrior audits. Those amended federal incomedtxns are subject to adjustment in an
IRS audit. Additionally, our federal income taxwets filed for tax years after 2005 are still sgbj® adjustment in an IRS audit.

QCII also files combined income tax returns in matates, and these combined returns remain opexdfestments to its federal income
tax returns. In addition, certain combined stat®ine tax returns filed since 1996 are still oparsfate specific adjustments.

A reconciliation of the unrecognized tax benefiisthe years ended December 31, 2009 and 2008villo

Unrecognized Tax Benefits

2009 2008
(Dollars in millions)
Balance as of January $ 95 $ 13¢
Additions for current year tax positio — 31
Additions for prior year tax positior — —
Reductions for prior year tax positio (35) (38)
Settlement: (47 (36)
Reductions related to expirations of statute oftations — —
Balance as of December $ 13 $ 95

As of December 31, 2009, none of the unrecogniardbénefits could affect our income tax provisiod @ffective income tax rate.

In accordance with our accounting policy, inteeegtense and penalties related to income taxeseeled in the other—net line of our
consolidated statements of operations. For thesyeadled December 31, 2009, 2008 and 2007, we rizeag®9 million, $20 million and
$20 million, respectively, for interest expenseatedl to uncertain tax positions. As of December2809 and 2008, we had recorded liabilities
for interest related to uncertain tax positionghi@a amounts of $6 million and $44 million, respeely. We made no accrual fpenalties relate
to income tax positions.

Income Tax Expenst
The components of the income tax expense from oini operations are as follows:
Years Ended December 31,

2009 2008 2007
(Dollars in millions)

Income tax expens:
Current tax provision

Federal $ 74C $537 $ 967

State and loce 121 77 144

Total current tax provisio 861 614 1,111
Deferred tax (benefit) expens

Federal (209 18C (a77)

State and loce (28) 35 (27)

Total deferred tax (benefit) exper (137) 21F (19¢)

Income tax expens $ 724 $82¢ $ 91z
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Note 12: Income Taxes—(Continued)
The effective income tax rate for continuing opiera differs from the statutory tax rate as follows
Years Ended December 31,

2009 2008 2007
(in percent)

Effective income tax rate

Federal statutory income tax ri 35.(% 35.(% 35.(%
State income tax—net of federal effec 3.1 3.2 3.C
Other 04 (L6 (06
Effective income tax rat 37.1% 36.6% 37.4%

Deferred Tax Assets and Liabilitie
The components of the deferred tax assets anditiedare as follows:

December 31
2009 2008
(Dollars in millions)

Deferred tax assets and liabilitie
Deferred tax liabilities

Property, plant and equipme $(1,977%) $(1,999
Receivable from an affiliate due to pension plartipi@ation (360) (39¢)

Other (57) (59

Total deferred tax liabilitie (2,399 2,451
Payable to affiliate due to pr-retirement benefit plan participatic 1,13¢ 1,10(
Other 29t 292
Total deferred tax asse 1,43¢ 1,392

Net deferred tax liabilitie $ (960 $(1,059

We have performed an evaluation of the recovetghifiour deferred tax assets. It is our opinicat this more likely than not that the
deferred tax assets will be realized and shouldaotduced by a valuation allowance.

Other Income Tax Information

We paid $861 million, $627 million and $1.127 lulito QSC related to income taxes in 2009, 2008,2007, respectively. As of
December 31, 2009 and 2008 we had approximatelyn@itibn and $29 million, respectively, in amoumédating to taxes payable to QSC
reflected in accounts payable-affiliates on oursaidated balance sheets.

In 2009, we reduced our state tax rate based eniew of our state apportionment factors and threect tax rate of the states where we
conduct business. This change resulted in a $4omiitate deferred tax benefit, net of federalctffe
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Note 12: Income Taxes—(Continued)

We had unamortized investment tax credits of $88anj $76 million and $82 million as of Decembet, 2009, 2008 and 2007,
respectively, which are included in other long-tdiabilities on our consolidated balance sheet®sEhinvestment credits are amortized over
the lives of the related assets. Amortization @estment tax credits of $8 million, $7 million afid million are included in the provision for
income taxes for the years ended December 31, 2008 and 2007, respectively.

Note 13: Stockholder’s Equity
We have one share of common stock (no par valsagdand outstanding, which is owned by QSC.

Equity Infusions
In 2009, we did not receive any equity infusions.

In 2008, QCIl moved to us most of the administ@tnd other functions of QSC and merged into usafM@SC'’s other wholly owned
subsidiaries that previously charged the majorittheir costs to us. We received cash equity imfusifrom QSC of $190 million in connection
with the transfer. We also received other cashtgguiusions of $41 million in 2008.

In 2007, QSC made equity infusions into two ofotser wholly owned subsidiaries that have now heerged into us totaling $25
million.

Other Net Asset Transfers

The reorganization activities noted above combimegsinesses that were already controlled by QCéketore we accounted for these
activities in a manner similar to a pooling of ists. The difference between the assets anditiebilransferred to us from QSC was recorded
as an adjustment to accumulated deficit in 2007C @&sh was not transferred to us as part of thévwation for any prior period prior to 20(
Accordingly, for purposes of the presentation af prior period combined financial statements, theaash generated or used by the transfi
set of QSC activities for each year presented irconsolidated financial statements is recordeapierating and investing cash flows with a
corresponding distribution or contribution of castinancing activities. For the year ended Decen8de 2007, cash generated by operating
activities and the corresponding financing caslileus amounted to $113 million.

During 2009, QCII executed a settlement with th8 iRlating to its audit of the 2002-2005 tax yews. paid $103 million in the fourth
quarter of 2009 as our share of the settlementesutded a $48 million asset transfer with QSGetmgnize the difference between the
settlement recorded on our books and the actublmagment. In 2008, QCII executed a settlement hi¢hlRS relating to its audit of the 1998-
2001 tax years. We paid an immaterial amount irfdineth quarter of 2008 as our share of the setlmVe recorded a $62 million asset
transfer with QSC to recognize the difference betwihe settlement recorded on our books and thwalazash payment. In 2007, QSC forgave
an $82 million tax liability we owed to QSC. We oeded the forgiveness as an asset transfer.

In addition, in the normal course of business, iaadfer assets and liabilities to and from QSCitmdffiliates. It is our policy to record
these asset transfers based on carrying values.
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Note 13: Stockholder’s Equity—(Continued)

Dividends
During the years ended December 31, 2009, 2002@0d, we declared cash dividends to QSC of $1.100rh $2.200 billion and
$2.470 billion, respectively, and we paid cashakvids of $2.000 billion, $2.000 billion and $2.4llion, respectively.

The timing of cash payments for declared dividetlod®SC is at our discretion in consultation with@S$Ve may declare and pay
dividends to QSC in excess of our earnings and stoakholder’s equity to the extent permitted Ippléicable law. Our debt covenants do not
limit the amount of dividends we can pay to QSC.

Note 14: Stock-Based Compensation

Our employees patrticipate in QCII's Equity Inceeti®lan (“EIP”) and Employee Stock Purchase PlaBSPE”). For more information
about these plans, see QCII's Annual Report on Fib#K for the year ended December 31, 2009.

Following are the weighted-average assumptions wsthcthe Black-Scholes optiopricing model to determine the fair value estimaitt
options granted in the years ended December 3B, 2008 and 2007:

Years Ended December 31

2008 2008 2007
Black-Scholes assumption
Risk-free interest rat 1.8% 2.7% 4.3%
Expected dividend yiel 8.5% 6.4% — %
Expected option life (year: 4.8 4.¢ 4.7
Expected stock price volatilit 47% 38% 45%

We believe the two most significant assumptionsluseQClI’'s estimates of fair value are the expdaiption life and the expected stock
price volatility, both of which QCII estimates bdsen historical information.

Stock-Based Compensation Expense

Stock-based compensation expense is included trotasles, selling expenses and general, admatiigtrand other operating expenses
in our consolidated statements of operations. Wegeize compensation expense relating to awaradgegtdo our employees under the EIP
using the straight-line method over the applicalelsting periods. We recognize compensation expehea our employees purchase QCIlI's
common stock under the ESPP for the difference detvthe employees’ purchase prices and the fakehaalues of QCII's stock.

For the years ended December 31, 2009, 2008 ar] 200total stock-based compensation expense p@sximately $48 million,
$43 million and $21 million, respectively.

As of December 31, 2009, QCII had $58 million datainrecognized compensation expense relatedvested stock options and
restricted stock under the EIP. QCII expects togeize this amount over the remaining weighted ayeiservice period of 1.4 years. We
expect to recognize most of this $58 million ofecognized compensation expense related to unvsstekibased compensation since we t
the vast majority of the employees participatinghie stock-based compensation plans. There is recognized compensation expense related
to the ESPP. QCII will continue to record stockdthsompensation and it will continue to allocafeodion of these costs to us. However,
based on the many factors that affect the allooatlte amount that is ultimately allocated to ua assult of stock-based compensation
recorded at QCII may fluctuate.

73



Table of Contents

QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 15: Contribution to QCII Segments

Our operations are integrated into and are pati@gegments of QCII. Our business contributedl three of QCII's segments: business
markets, mass markets and wholesale markets. QChisf Operating Decision Maker (“CODM?”), who issalour CODM, reviews our
financial information only in connection with ounarterly and annual reports that we file with tlee@ities and Exchange Commission
(“SEC”"). Consequently, we do not provide our disefnancial information to the CODM on a regulasts.

Depending on the products or services purchasedastamer may pay a service activation fee, a mprsthivice fee, a usage charge or a
combination of these. We generate the majorityusfrevenue by providing data, Internet and voiagises using our network as described
further below. We also generate revenue from seswiee provide to our affiliates.

Strategic serviceinclude broadband services and video servicesnbaiffer to consumers; private line services thatoffer to
other telecommunications providers and busines®ress; and Verizon Wireless services that custerney as part of a bundle
with one or more of our other products and servi

Legacy serviceinclude local services and access services. Lecaices primarily consist of local exchange andtching services.
Local services also include UNEs provided to ouplebkale customers. Access services include feehamge to other
telecommunications providers to connect their ausis and their networks to our network. Legacyisesvalso include other data
services such as ISDN, frame relay and ATM thabffer primarily to business custome

Affiliate and other serviceinclude providing to our affiliates data serviclegal services and billing and collections servites we
also provide to external customers. In additionpnavide to our affiliates: marketing, sales andeatising; computer system
development and support services; network suppattechnical services; and other support servaed as legal, regulatory,
finance and accounting, tax, human resources agcliéixe support. We also generate other revenue &#8F surcharges and the
leasing and subleasing of space in our office inglsl warehouses and other propert

Revenue from our products and services for thesyeladed December 31, 2009, 2008 and 2007 is sumeddri the following table:

Years Ended December 31,
2009 2008 2007
(Dollars in millions)

Operating revenus

Strategic service $2,89¢ $ 2,78¢ $ 2,48¢
Legacy service 4,99 5,60¢ 6,115
Affiliate and other service 1,841 1,992 2,08¢
Total operating revent $9,731 $10,38¢ $10,69:

Revenue from affiliates was 17%, 17% and 18% afl tatvenue for the years ended December 31, 2@0R &nd 2007, respectively. We
do not have any single customer that provides rifare 10% of our total operating revenue. Substiyd of our revenue comes from
customers located in the United States.
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Note 16: Related Party Transactions

We provide to our affiliates data, Internet andcedservices, as well as local and billing and ctites services that we also provide to
external customers. In addition, we provide to affifiates, marketing, sales and advertising, cotapaystem and development support
services, network support and technical servicesoéimer support services.

Below are details of the services we provided toaffiliates:
» Telecommunications serviciData, Internet and voice services in support ofaffiliates’ service offerings
» Billing and collections serviceBilling and collections services in support of dfiliate’s lon¢-distance busines

» Marketing, sales and advertisinMarketing, sales and advertising support joint reéirlg of our services, including the
development of marketing and advertising plangssahit forecasts, market research, product managesales training and
compensation plan

» Computer system and development support sentidesmation technology services primarily includeiabor cost of developing,
testing and implementing the system changes nagesssupport order entry, provisioning, billinggtwork and financial systems,
as well as the cost of improving, maintaining apérating our operations support systems and sliatesthal communications
networks.

* Network support and technical servicNetwork support and technical services relate tedasting demand volumes and
developing plans around network utilization androation, developing and implementing plans foexall product development,
provisioning and customer ca

» Other support service Other support services include legal, regulatangrfce and accounting, tax, human resources aruigxe
support. In addition, we sublease space in ouceffiuildings, warehouses and other proper

We charge our affiliates for services based on etgvkice or fully distributed cost (“FDC”). We chug our affiliates market price for
services that we also provide to external custopwenge other services that we provide only to effiliates are priced by applying an FDC
methodology. FDC rates include salaries and wagmspoll taxes, employee benefits, miscellaneougeses, and charges for the use of our
buildings, computing and software assets. Whenpgessible, costs are directly assigned to our afé for the services they use. If costs ce
be directly assigned, they are allocated amonaffiliates based upon cost causative measure§nordost causative measure is available,
these costs are allocated based on a generaltallo@ée believe these cost allocation methodologiresreasonable. From time to time, QC
adjusts the basis for allocating the costs of aeghaervice among affiliates. Such changes in aflon methodologies are generally billed
prospectively.

We also purchase services from our affiliates idiclg long-distance, wholesale Internet access asutance. Our affiliates charge us for
these services based on market price or FDC.

In 2009 and 2008, we paid approximately $27 miliioadministrative fees in the ordinary course w$ibess to United Healthcare
Services, Inc., which provides health benefit plnsome of our employees and is a subsidiary dfedhlealth Group. QCII’s director,
Anthony Welters, serves as Executive Vice PresidéhinitedHealth Group and as President of its leuoid Senior Markets Group.
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Note 17: Commitments and Contingencies
Commitments

Future Contractual Obligations
The following table summarizes our estimated futtoetractual obligations as of December 31, 2009:

Payments Due by Period

2015 and
2010 2011 2012 2013 2014 Thereafter _ Total
(Dollars in millions)
Future contractual obligatior®:
Debt and lease paymen
Long-term debt $ 50C $ 825 $150C $ 75C $ 60C $ 4,29¢ $ 8,46¢
Capital lease and other obligatic 19 20 14 10 6 4 73
Interest on lon-term borrowings and capital lea<? 613 58:¢ 45E 382 362 3,24 5,64
Operating lease 99 89 59 40 32 89 40¢
Total debt and lease payme 1,237 1517 2,028 1,282 1,00C 7,63: 14,59:
Other lon¢-term liabilities 3 2 3 2 2 45 57
Purchase commitment
Telecommunications and information technol 17¢ 2 2 1 — 1 184
Advertising, promotion and other servic® 111 63 39 30 25 63 331
Total purchase commitmer 28¢ 65 41 31 25 64 51F
Non-qualified pension obligatio® 2 2 2 2 2 19 29
Total future contractual obligatiol $1,52¢ $1,58¢ $2,07¢ $1,217 $1,02¢ $ 7,761 $15,19:

(1) The table does not includ

our open purchase orders as of December 31, 20@3eTpurchase orders are generally at fair vateeggenerally cancelable
without penalty and are part of normal operatic

other long-term liabilities, such as accruals &gdl matters and income taxes, that are not canttbaabligations by nature. We
cannot determine with any degree of reliability lears in which these liabilities might ultimateigttie;

affiliate cash funding requirements for pensiondf#s payable to certain eligible current and fattetirees allocated to us by QCII.
The accounting unfunded status of QCII's pensi@mplas $790 million at December 31, 2009. Benpfid by QCII's qualified
pension plan are paid through a trust. Cash funaiggirements for this trust are not included is thble as QCIl is not able to
reliably estimate required contributions to thestr@ClI’'s cash funding requirements can be sigaiftly impacted by earnings on
investments, the applicable discount rate at tlieoéthe year, changes in the plan and funding amgsregulations. As a result, it
difficult to determine future funding requirememtgh a high level of precision; however, in generlrrent funding laws and
regulations require funding deficits to be paidro&eseven year period unless the plan is fully &hidefore then. QCII will not be
required to make a cash contribution to the pla20ih0. Based on currently available information,|3Jrojected required
contribution in 2011 is $0 to $120 million. Theanfation necessary to finalize QCII's 2011 conttibu calculations will not be
available until later in 2010. It is also very likebased on current funding laws and regulatitmeat significantly higher
contributions will be required in 2012 and beyohde amount of any required contributions in 201& beyond will depend on
earnings on investments, discount rates, changie iplan
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Note 17: Commitments and Contingencies—(Continued)

(@)
®3)

(4)

and funding laws and regulations. Substantiallypftiur employees participate in the QCII pensianpThe amounts contributed
by us through QCII are not segregated or restritdgrhy amounts due to our employees and may lzbtag@ovide benefits to
other employees of QC's affiliates. Historically, QCII has only required to pay our portion of its required pension dbntion;

affiliate pos-retirement benefits payable to certain eligiblerent and future retirees. Although we had an atf#iliability recorde«
on our balance sheet as of December 31, 2009 myineg our allocated net benefit obligation for fpatirement benefits, not all of
this amount is a contractual obligation. Certaithefse plans are unfunded and net payments magde toyaled $125 million in
2009, including payments for benefits that areauottractual obligations. Assuming our future prajporate share of QCII's total
post-retirement benefits payments is consisterit ait average of our proportionate share over tioe fhree years, total
undiscounted future payments estimated to be mpdss for benefits that are both contractual obiaget and non-contractual
obligations are approximately $4.2 billion over appmately 80 years. However, this estimate is ioted by various actuarial and
market assumptions, and ultimate payments wilkediffom this estimate. In 1992, a trust was createtifunded by QCII to help
cover the health care costs of retirees who aradooccupational employees. QCII did not make @ashaontributions to this trust
in 2009 and does not expect to make any significash contributions to this trust in the future.lQadticipates that the majority of
the costs that have historically been paid ouhisf trust will need to be paid by us at some pivirihe future. As of December 31,
2009, the fair value of the trust assets was $8@®m however, a portion of these assets is casgat of investments with
restricted liquidity. In 2008, QCII estimated thla¢ trust would be adequate to provide continugimbursements for its
occupational post-retirement health care costaf@roximately five years. Based on returns on tgsets during 2009, QCII still
believes that the more liquid assets in the trulbtae adequate to provide continuing reimburseradat its occupational post-
retirement health care costs for approximately figars. Thereafter, covered benefits for QClI'gible retirees who are former
occupational employees will be paid either direbyyus or from the trust as the assets becomdlidthiis five year period could be
substantially shorter or longer depending on retwm plan assets, the timing of maturities of ilicjplan assets and future changes
in benefits. QCII's estimate of the annual longvieate of return on the plan assets is 8.0% basddeocurrently held assets;
however, this could vary widely in any given yeline benefits reimbursed from plan assets were iiBi®n in 2009;

contract termination fees. These fees are-recurring payments, the timing and payment of whiichny, is uncertain. In th
ordinary course of business and to optimize out stvacture, we enter into contracts with termsaggethan one year to purchase
goods and services. Assuming we exited these a@istira2010, termination fees for these contraasld/be $66 million. In the
normal course of business, we believe the paynfahese fees is remote; a

potential indemnification obligations to countenes in certain agreements entered into in the aboourse of business. The na
and terms of these arrangements vary. Historicakyhave not incurred significant costs relategedformance under these type:
arrangements

Interest paid in all years may differ due to futce&nancing of debt. Interest on our floating rdébt was calculated for all years using

rates effective as of December 31, 2C

We have various long-term, non-cancelable paselfcommitments for advertising and promotion sesjiincluding advertising and
marketing at sports arenas and other venues amiseWge also have service related commitments vatfous vendors for data
processing, technical and software support serviegsire payments under certain service contrattsavy depending on our actual
usage. In the table above we estimated paymentbdee service contracts based on the level ofcesrwe expect to receiv

Non-qualified pension payment estimates assume wehgagame proportionate share of QCII's total paysiasn the average we paid

over the prior three year
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Note 17: Commitments and Contingencies—(Continued)
Capital Leases

We lease certain facilities and equipment undeiouarcapital lease arrangements. Depreciations#tasinder capital leases is included
in depreciation and amortization expense. Paynmantapital leases are included in repayments @f-term borrowings, including current
maturities in the consolidated statements of clsfst

The table below summarizes our capital lease &gt@ag of and for the years ended December 31, 23 and 2007:

Years Ended
December 31,
2009 2008 2007
(Dollars in millions)

Capital leases

Assets acquired through capital lea $61 $10 $1C
Assets included in property, plant and equipn 10¢ 107 112
Accumulated depreciatic 25 64 58
Depreciation expens 20 21 21
Cash payments towards capital lee 24 25 23

The future minimum payments under capital leasesf 82cember 31, 2009 are included in our constdidalance sheet as follows:

Future Minimum

Payments
(Dollars in
millions)
Capital lease obligation
Total minimum payment $ 95
Less: amount representing interest and execut®ts (22
Present value of minimum payme 73
Less: current portio (15
Long-term portion $ 58

Operating Leases

Certain office facilities, real estate and equiptrage subject to operating leases. We also havaread (or right-of-way) agreements
with railroads and public transportation authostibat are accounted for as operating leaseshEgrears ended December 31, 2009, 2008 and
2007, rent expense under these operating lease$18&smillion, $204 million and $185 million, respizely, net of sublease rental income of
$18 million, $19 million and $22 million, respeatly. Operating leases as reported in the tabl€&uidre Contractual Obligations” above have
not been reduced by minimum sublease rental inazfr0 million, which we expect to realize undenrzancelable subleases.

Letters of Credit and Guarantees

On our behalf, QCII maintains letter of credit agaments with various financial institutions. AsB¥cember 31, 2009, the amount of
letters of credit outstanding was $52 million, avelhad no outstanding guarantees.
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Note 17: Commitments and Contingencies—(Continued)

Contingencies

QCllis involved in several legal proceedings taaskhhwe are not a party that, if resolved againstiQ&uld have a material adverse
effect on our business and financial condition. Wsee included below a discussion of these mat@m/ those matters to which we are a pi
represent contingencies for which we have accroiedould reasonably anticipate accruing, liabidititappropriate to do so. We are not a party
to any of the matters discussed below and theréfave not accrued any liabilities for these matters

In this section, when we refer to a class actiofpagtive” it is because a class has been allelgenot certified in that matter. Until and
unless a class has been certified by the courgstnot been established that the named plaingifiesent the class of plaintiffs they purport to
represent.

The terms and conditions of applicable bylaws,ifieates or articles of incorporation, agreementaplicable law may obligate QCII to
indemnify its former directors, officers or empl@gawith respect to certain of the matters descrifgdow, and QCII has been advancing legal
fees and costs to certain former directors, ofiac@remployees in connection with certain mattescdbed below.

KPNQwest Litigation/Investigation

On January 27, 2009, the trustees in the Dutchroatdy proceeding for KPNQwest, N.V. (of which Q@las a major shareholder) filed
a lawsuit in the federal district court for the Dist of Colorado alleging violations of the Raadlet Influenced and Corrupt Organizations Act
and breach of duty and mismanagement under DuehQ&II is a defendant in this lawsuit along witsedph P. Nacchio, QCII’'s former chief
executive officer, Robert S. Woodruff, QCII's formzhief financial officer, and John McMaster, tlherher president and chief executive
officer of KPNQwest. Plaintiffs allege, among otltleings, that defendantattions were a cause of the bankruptcy of KPNQveest,they see
damages for the bankruptcy deficit of KPNQwestmgraximately $2.4 billion. Plaintiffs also seeklite and punitive damages as well as an
award of plaintiffs’ attorneys’ fees and costs.afvkuit asserting the same claims that was prewidilst! in the federal district court for the
District of New Jersey was dismissed without prejadand that dismissal was affirmed on appeal.

On September 13, 2006, Cargill Financial Markels,aRd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, located in
the Netherlands, against QCII, KPN Telecom B.V.nké&lijke KPN N.V. (“KPN”), Mr. Nacchio, Mr. McMagr, and other former employees
or supervisory board members of QCII, KPNQwest BNK The lawsuit alleges that defendants misrepteddtPNQwest’s financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPNe@st to borrow funds under that facility.
Plaintiffs allege damages of approximately €219iaml(or approximately $314 million based on thekange rate on December 31, 2009).

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court. As amended aoitbfving the appeal of a partial summary judgmegdiast plaintiffs which was affirmed
part and reversed in part, plaintiffs allege, amotigr things, that defendants violated state #gEsitaws in connection with plaintiffs’
investments in KPNQwest securities. QCII is a ddéan in this lawsuit along with Qwest B.V. (oneQ@C€II's subsidiaries), Mr. Nacchio and
Mr. McMaster. The Arizona Superior Court dismisseast of plaintiffs’ claims, and plaintiffs volunilyr dismissed the remainder of their
claims. Plaintiffs appealed the court’s decisiomht® Arizona Court of Appeals, which affirmed thezdna Superior Cour’ decision. Plaintiff
claim to have lost approximately $9 million in theivestments in KPNQwest, and are also seekirggest and attorneys’ fees.
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On August 23, 2005, the Dutch Shareholders AssoaigV/ereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN@&WVEB sought an inquiry into the
policies and course of business at KPNQwest tleabbeged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etreeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwess outside auditors and accountants. On Decemb@02®, the Enterprise Chamber ordered an inquirytiee management a
conduct of affairs of KPNQwest for the period Jaryuthrough May 23, 2002. On December 5, 2008 Fiterprise Chamber appointed
investigators to conduct the inquiry.

QCII will continue to defend against the pendingN@west litigation matters vigorously.

Other Matters

Several putative class actions relating to thealtagton of fiber-optic cable in certain rights-afay were filed against QCII on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiad&ansas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andsl.dor the most part, the complaints challengd’@€@ght to install its fiber-optic cable
in railroad rights-of-way. Complaints in Coloraditinois and Texas, also challenge QCII’s rightiistall fiber-optic cable in utility and
pipeline rights-of-way. The complaints allege ttiet railroads, utilities and pipeline companies dharight-of-way as an easement that did
not include the right to permit QCII to install fiber-optic cable in the right-of-way without tipdaintiffs’ consent. Most actions (California,
Colorado, Georgia, Kansas, Mississippi, Missourggon, South Carolina, Tennessee and Texas) pumbet brought on behalf of state-wide
classes in the named plaintiffs’ respective statae. Massachusetts action purports to be on behathte-wide classes in all states in which
QCII has fiber-optic cable in railroad rights-ofyvéother than Louisiana and Tennessee), and alé®balf of two classes of landowners
whose properties adjoin railroad rights-of-way oraly derived from federal land grants. Severdiars purport to be brought on behalf of
multi-state classes. The lllinois state court acparports to be on behalf of landowners in llli;ydbwa, Kentucky, Michigan, Minnesota,
Nebraska, Ohio and Wisconsin. The lllinois fedelrt action purports to be on behalf of landowrierarkansas, California, Florida, lllinoi
Indiana, Missouri, Nevada, New Mexico, Montana @rdgon. The Indiana action purports to be on bedfadf national class of landowners
adjacent to railroad rights-of-way over which QGlfietwork passes. The complaints seek damagegonés of trespass and unjust
enrichment, as well as punitive damages. On July2@88, a federal district court in Massachusetitered an order preliminarily approving a
settlement of all of the actions described aboxeept the action pending in Tennessee. On Septeb@h@009, the court denied final approval
of the settlement on grounds that it lacked subjeadter jurisdiction. On December 9, 2009, the t@msued a revised ruling that, among other
things, denied a motion for approval as moot asdchdised the matter for lack of subject matter glictson.

Qwest Communications Company, LLC (“QCC") is a defent in litigation filed by several billing agerits the owners of payphones
seeking compensation for coinless calls made fragppones. The matter is pending in the United Statstrict Court for the District of
Columbia. Generally, the payphone owners claim @@€ underpaid the amount of compensation duectm timder Federal Communications
Commission regulations for coinless calls placednftheir phones onto QCC's network. The claim seskspensation for calls, as well as
interest and attorneys’ fees. QCC will vigorousifehd against this action.

A putative class action filed on behalf of certaffQCII’s retirees was brought against QCII, the&€3wGroup Life Insurance Plan and
other related entities in federal district courfOalorado in connection with QCII's decision to ued the life insurance benefit for these retirees
to a $10,000 benefit. The action was filed
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on March 30, 2007. The plaintiffs allege, amongeotiings, that QCII and other defendants weregaldid to continue their life insurance
benefit at the levels in place before QCII decitteceduce them. Plaintiffs seek restoration oflifieeinsurance benefit to previous levels and
certain equitable relief. The district court ruledQCII’s favor on the central issue of whether Q@bperly reserved our right to reduce the life
insurance benefit under applicable law and planudmmts. The plaintiffs subsequently amended tra@irptaint to assert additional claims. 1
court has since dismissed or granted summary judgtoeQCII on all of the plaintiffs’ claims. Plaiffs’ motion for reconsideration is pending

before the court.

Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
(Dollars in millions)

2009

Operating revenu $2,507 $2,46: $2,40:. $2,35¢ $ 9,731
Income tax expens 20¢ 18¢€ 18C 14¢ 724
Net income 34C 30t 293 25¢ 1,197
2008

Operating revenu $2,62¢ $2,607 $2,55¢ $2,601 $10,38t¢
Income tax expens 214 252 182 18C 82¢
Net income 34¢ 411 29¢ 37¢ 1,43¢

Note 19: Other Financial Information
Prepaid Expenses and Other Current Ass

Prepaid expenses and other current assets as efribec 31, 2009 and 2008 consisted of the following:

Prepaid expenses and other current as

December 31
2009 2008
(Dollars in millions)

Deferred activation and installation chart $ 99 $ 107
Prepaid expenses and ot 14€ 134
Total prepaid expenses and other current a $ 24t $ 241

Accrued Expenses and Other Current Liabilitie

Accrued expenses and other current liabilitiesfd3ezember 31, 2009 and 2008 consisted of the\idatig:

Accrued expenses and other current liabilit

December 31
2009 2008
(Dollars in millions)

Accrued interes $ 14: $ 124
Employee compensatic 283 30¢€
Accrued property and other tax 211 22¢
Other 304 23¢
Total accrued expenses and other current lials| $ 941 $ 891
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Note 20: Labor Union Contracts

We are a party to collective bargaining agreemsiitts our labor unions, the Communications Workeraumerica and the International
Brotherhood of Electrical Workers. Our current fg@ar collective bargaining agreements expire otokar 6, 2012. As of December 31,
2009, employees covered under these collectiveardng agreements totaled approximately 15,608686 of all our employees.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DiscloseirControls and Procedures

The effectiveness of our or any system of disclesmtrols and procedures is subject to certaiitditions, including the exercise of
judgment in designing, implementing and evaluathrggcontrols and procedures, the assumptions nsdeértifying the likelihood of futur
events, and the inability to eliminate miscondwarnpletely. As a result, there can be no assurdrateotr disclosure controls and procedures
will detect all errors or fraud. By their natureyrpor any system of disclosure controls and procesican provide only reasonable assurance
regarding management’s control objectives.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our discocontrols and procedures (as defined in Rulaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) abetember 31, 2009. On the basis of this reviewnomamagement, including our Chief
Executive Officer and Chief Financial Officer, céumbed that our disclosure controls and procedureslesigned, and are effective, to give
reasonable assurance that the information reqtiree disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§ige in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted unéierExchange Act is accumulated and communicatedtonanagement, including our Chief
Executive Officer and Chief Financial Officer, imsnner that allows timely decisions regarding nexgldisclosure.

There were no changes in our internal control dwancial reporting that occurred in the fourth geaof 2009 that materially affected,
or are reasonably likely to materially affect, anternal control over financial reporting.

Management’'s Report on Internal Control Over Finandal Reporting

This section of this Annual Report on Form 10-K ndlt be deemed incorporated by reference by angige statement incorporating by
reference this Annual Report on Form KOnto any filing under the Securities Act of 1983under the Securities Exchange Act of 1934, &
to the extent that we specifically incorporate thi®rmation by reference, and will not otherwisedeemed filed under these Acts.

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting, as such term is defined
in Exchange Act Rule 13a-15(f). Under the supeovisind with the participation of our managemerdiuding our principal executive officer
and principal financial officer, we conducted amlexation of the effectiveness of our internal cohtiver financial reporting based on the
framework ininternal Control—Integrated Framewortsued by the Committee of Sponsoring Organizatafriee Treadway Commission.
Based on our evaluation under the frameworkatarnal Control—Integrated Frameworkur management concluded that our internal control
over financial reporting was effective as of Decembl, 2009.

This Annual Report on Form 10-K does not includeatiestation report of our independent registerddip accounting firm regarding
internal control over financial reporting. Managentie report was not subject to attestation by adependent registered public accounting
firm pursuant to temporary rules of the SEC thatpeus to provide only management’s report in thisiual Report on Form 10-K.

ITEM 9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE
We have omitted this information pursuant to Gehlexgtruction 1(2).

ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuant to Gehlagtruction 1(2).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

We have omitted this information pursuant to Gehlaigtruction 1(2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE
We have omitted this information pursuant to Gehlexgtruction 1(2).

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Pre-Approval Policies and Procedures

The Audit Committee of the Board of Directors of QIS responsible for the appointment, compensatiod oversight of the work of our
independent registered public accounting firm. Urntle Audit Committee’s charter, the Audit Comnattere-approves all audit and
permissible non-audit services provided by our peatelent registered public accounting firm. The eparmay be given as part of the Audit
Committee’s approval of the scope of the engagemwfeotir independent registered public accounting for on an individual basis. The pre-
approval of non-audit services may be delegatesh&or more of the Audit Committee’s members, hatdecision must be reported to the full
Audit Committee. Our independent registered pudticounting firm may not be retained to performrba-audit services specified in
Section 10A(g) of the Exchange Act.

Fees Paid to the Independent Registered Public Aagetant

QCIl first engaged KPMG LLP to be our independeistered public accounting firm in May 2002. Tiggregate fees billed or
allocated to us for professional accounting sesjigecluding KPMG’s audit of our annual consolighfmancial statements, are set forth in the
table below.

2009 2008

(Dollars in thousands)
Audit fees $ 2,81¢ $ 3,18¢
Audit-related fee! 74 30¢
Total fees $ 2,88¢ $ 3,49¢

KPMG did not provide to us any professional serviftx tax compliance, tax advice or tax plannin@@®9 or 2008.

For purposes of the preceding table, the profeatiees are classified as follows:

Audit fees—These are fees billed for the year shfwprofessional services performed for the aafithe consolidated financial
statements included in our Form 10-K filing for tlyaar, the review of condensed
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consolidated financial statements included in cannf10-Q filings made during that year, comfortdet, consents and assistance with and
review of documents filed with the SEC. Audit féeseach year shown include amounts that have biled through the date of this filing a
any additional amounts that are expected to bedthereafter.

Audit-related fees—Fhese are fees billed for assurance and relateitesithat were performed in the year shown antateatraditionall
performed by our independent registered public aotamt. More specifically, these services incluelgutatory filings and employee benefit
plan audits. Audit-related fees for each year shimglude amounts that have been billed throughitte of this filing.

The Audit Committee approved in advance all ofgberices performed by KPMG described above.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report:

Page
(1) Report of Independent Registered Public Accounfinm 44
Financial Statements covered by the Report of ladépnt Registered Public Accounting Fil

Consolidated Statements of Operations for the yerded December 31, 2009, 2008 and 2 45

Consolidated Balance Sheets as of December 31,&0D200¢ 46

Consolidated Statements of Cash Flows for the yeradled December 31, 2009, 2008 and - 47
Consolidated Statements of Stockha's Equity and Comprehensive Income for the yeargeéftecember 31, 2009, 2008 ¢

2007 48

Notes to the Consolidated Financial Statementthiyears ended December 31, 2009, 2008 and 49

(2)(3) and (b) Exhibits required by Item 601 of Riegion S-K:

Exhibits identified in parentheses below are oaWith the SEC and are incorporated herein by eefe. All other exhibits are provided
as part of this electronic submission.

Exhibit

Number Description

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

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

(3.3) Amended and Restated Bylaws of Qwest Corporatimco(porated by reference to Qwest Corporis Annual Report o
Form 1(-K for the year ended December 31, 2002, File NG4-03040).

(4.2) Indenture, dated as of April 15, 1990, by and betwlountain States Telephone and Telegraph Comgaahy he Firs

National Bank of Chicago (incorporated by referettc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

(4.2) First Supplemental Indenture, dated as of Aprill991, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referetcc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

(4.3) Indenture, dated as of October 15, 1999, by anddst U S West Communications, Inc. and Bank OnstTcompany, N.A.
(incorporated by reference to Qwest Corporatiomaual Report on Form 10-K for the year ended Deeerith, 1999, File
No. 002-03040).

(4.4) Officer's Certificate of Qwest Corporation, dated as of a2, 2002 (including forms of7/ % notes due March 15, 201
(incorporated by reference to Qwest Corporés Form -4, File No. 33-115119).

(4.5) First Supplemental Indenture, dated as of Augus@04, by and between Qwest Corporation and UaBkB\ationa
Association (incorporated by reference to Qwest @amications International Inc.’s Quarterly Repartform 10-Q for the
quarter ended September 30, 2004, File No-15577).
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Exhibit

Number Description

(4.6) Second Supplemental Indenture, dated as of NoveB#§e&¥004, by and between Qwest Corporation and RaBk Nationa
Association (incorporated by reference to Qwesip@ration’s Current Report on Form 8-K filed NovemB8, 2004, File
No. 001-03040).

4.7) Third Supplemental Indenture, dated as of JunQd5, by and between Qwest Corporation and U.Sk Bational
Association (incorporated by reference to QwespGration’s Current Report on Form 8-K filed June 2305, File No. 001-
03040).

(4.8) Fourth Supplemental Indenture, dated August 8, 269@&nd between Qwest Corporation and U.S. BartloNa Associatior
(incorporated by reference to Qwest Corporés Current Report on Forn-K filed August 8, 2006, File No. 0-03040).

4.9 Fifth Supplemental Indenture, dated May 16, 20§7atd between Qwest Corporation and U.S. Bank NatiAssociatior
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed May 18, 2007, File No. 0(-03040).

(4.10) Sixth Supplemental Indenture, dated April 13, 20§)9and between Qwest Corporation and U.S. BanloNait Association
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed April 13, 2009, File No. 0(-03040).

(10.1) Registration Rights Agreement, dated April 13, 208¥8ong Qwest Corporation and the initial purchaisted therein
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed April 13, 2009, File No. 0(-03040).

(10.2) Aircraft Time Sharing Agreement, dated Decemb&0D8, by and between Qwest Corporation and Edwaldueller
(incorporated by reference to Qwest Communicatioternational Inc.’s Annual Report on Form 10-K fhe year ended
December 31, 2008, File No. (-15577).

12 Calculation of Ratio of Earnings to Fixed Charg

23 Consent of Independent Registered Public Accouriing.

24 Power of Attorney

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

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

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

() Previously filed.

In accordance with Item 601(b) (4) (iii) (A) of Rdgtion S-K, copies of certain instruments definihg rights of holders of certain of our
long-term debt are not filed herewith. Pursuarthis regulation, we hereby agree to furnish a aoipgny such instrument to the SEC upon
request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, thereduolp authorized, in the City of Denver, State of&ado, on February 16, 2010.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /s/ R.WILLIAM J OHNSTON
R. William Johnston
Senior Vice President, Controller and
Chief Accounting Officer
(Principal Accounting Officer and
Duly Authorized Officer )

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities indicatedhe 16" day of February 2010.

Signature Title
/s/ EpwaArRDA. M UELLER Director and Chief Executive Offic
Edward A. Mueller (Principal Executive Officer
/s/ JosepHJ. EUTENEUER Executive Vice President and Chief Financial Offi
Joseph J. Euteneuer (Principal Financial Officer
* Director

Teresa A. Taylor

*By: /'s/ JosePHJ. EUTENEUER
Joseph J. Euteneuer
As Attorney-In-Fact
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Exhibit 12
QWEST CORPORATION

CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(UNAUDITED)

Years Ended December 31,
2009 2008 2007 2006 2005
(Dollars in millions)

Income before income taxes and cumulative effechahges in accountir

principles $1,921 $2,267 $2,44( $1,88: $1,62¢
Add: estimated fixed charg 70E 671 682 70C 70C
Add: estimated amortization of capitalized inte 11 12 1C 1C 12
Less: interest capitalize (10) (14) (12) (12) (10
Total earnings available for fixed charg $2,627 $2,93¢ $3,12( $2,58( $2,33(
Estimate of interest factor on rent $ 63 $ 68 $ 62 $ 72 $ 82
Interest expense, including amortization of prensudiscounts and debt issual

costs® 632 58¢ 60€ 61€ 60€
Interest capitalize 10 14 12 12 1C
Total fixed charge $ 70% $ 671 $ 682 $ 70C $ 70C
Ratio of earnings to fixed charg 3.7 4.4 4.€ 3.7 3.2

(1) Interest expense includes only interest relatddrig-term borrowings and capital lease obligatic



Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Qwest Corporation:

We consent to the incorporation by reference inrélggstration statement on Form S-3 (333-156100)wést Corporation (the Company) of
our report dated February 16, 2010, with respetitéaconsolidated balance sheets of Qwest Corparas of December 31, 2009 and 2008,
and the related consolidated statements of opesttockholder’s equity and comprehensive incand,cash flows for each of the years in
the three-year period ended December 31, 2009 hwhkimort appears in the December 31, 2009 AnnuabRen Form 10-K of Qwest
Corporation.

Our report with respect to the consolidated finahsiatements refers to the Company’s adoptiorirarieial Accounting Standards Board
(FASB) Interpretation No. 48ccounting for Uncertainty in Income Taxes, anriptetation of FASB Statement No. 1@&counting Standarc
Coadification 740), effective January 1, 2007.

KPMG LLP

Denver, Colorado
February 16, 2010



Exhibit 24
POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each penrshose signature appears below hereby constitumgsppoints
Edward A. Mueller, Joseph J. Euteneuer and Stegh@&nmilz, or any one of them, as his or her attgrimefact and agent, with full power of
substitution, for him or her in any and all capiasit hereby giving and granting to said attornefaitt and agent full power and authority to do
and perform all and every act and thing whatsoexguisite and necessary to be done in and aboptrémeises as fully, to all intents and
purposes, as he or she might or could do if petlsopgesent at the doing thereof, hereby ratifyamgl confirming all that said attorney-in-fact
and agent may or shall lawfully do, or cause taltee, in connection with the proposed filing by @w&orporation, a Colorado corporation,
with the Securities and Exchange Commission, utigeprovisions of the Securities Exchange Act &4,%s amended, of an annual report on
Form 10-K for the fiscal year ended December 3092Mcluding but not limited to, such full powerdcaauthority to do the following:

(i) execute and file such annual report; (ii) execand file any amendment or amendments therdé)ae@eive and respond to comments from
the Securities and Exchange Commission relatedyimeay to such annual report or any amendment @naiments thereto; and (iv) execute
and deliver any and all certificates, instrumentstber documents related to the matters enumeedttede, as the attorney-in-fact in his sole
discretion deems appropriate.

This power of attorney has been duly executed bélpihe following persons as of the®6 day of Fabyp2010.

/s/ EbpwaARDA. M UELLER /s/ TERESAA. T AYLOR
Edward A. Muellel Teresa A. Taylo




Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Edward A. Mueller, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Qwest Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

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

Date: February 16, 201

/s/ EpwaArRDA. M UELLER

Edward A. Muellel
Chief Executive Office



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Joseph J. Euteneuer, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Qwest Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

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

Date: February 16, 201

/s/ JosepHJ. EUTENEUER

Joseph J. Euteneu

Executive Vice President and Chief Financial Offi



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifies, for tlnppses of section 1350 of chapter 63 of title flhe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2D02, in his capacity as an officer of Qwest @ugtion (“Qwest”) that, to his knowledg
the Annual Report of Qwest on Form 10-K for theryeraded December 31, 2009, fully complies withréguirements of Section 13(a) of the
Securities Exchange Act of 1934 and that the infdiom contained in such report fairly presentslimaterial respects, the financial condition
and results of operations of Qwest. This writtexteshent is being furnished to the Securities arch&mxge Commission as an exhibit to such
Form 10-K. A signed original of this statement bagn provided to Qwest and will be retained by Qwed furnished to the Securities and
Exchange Commission or its staff upon request.

Dated: February 16, 2010 By: /s/ EDwARD A. M UELLER
Edward A. Muellel
Chief Executive Office

Dated: February 16, 2010 By: /'s/ _JOsePH]. EUTENEUER
Joseph J. Euteneuer
Executive Vice President and Chief Financial Offi




