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GLOSSARY OF TERMS

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

Access Lines. Telephone lines reaching from the customegmpses to a connection with the public switchedpkbne network.
When we refer to our access lines we mean all omsumer, wholesale and business access linesginglthose used by us and our affilia

Asynchronous Transfer Mode (ATM)A broadband, network transport service thatidies a fast, efficient way to move large
guantities of information.

Bell Operating Company (BOC).As defined in the 1996 Telecommunications Awet, term includes Qwest Corporation, as the
successor to U S WEST Communications, Inc. Unded 896 Telecommunications Act, "Bell Operating Camy' also would include any
successor or assign of Qwest Corporation that geswvireline telephone exchange service.

Competitive Local Exchange Carriers (CLECs)Telecommunications providers that compete wilin providing local voice services
in our local service area.

Customer Premises Equipment (CPE)lelecommunications equipment sold to a custposrally in connection with our providing
telecommunications services to that customer.

Dedicated Internet Access (DIA).Internet access ranging from 128 kilobits perond to 2.4 gigabits per secand
Digital Subscriber Line (DSL). A technology for providing high-speed data cammications over telephone lines.
Frame Relay. A high speed switching technology, primarilyedgo interconnect multiple local networks.

Incumbent Local Exchange Carrier (ILEC).A traditional telecommunications provider, sashQwest Corporation, that, prior to the
Telecommunications Act of 1996, had the exclusigbtrand responsibility for providing local telecoranications services in its local serv
area.

Integrated Services Digital Network (ISDN)A telecommunications standard that uses digigasmission technology to support voice,
video and data communication applications over leggalephone lines.

Interexchange Carriers (IXCs). Telecommunications providers that provide laligtance services to end-users by handling calls th
are made from a phone exchange in one LATA to @hange in another LATA or between exchanges wthirATA.

InterLATA long-distance services.Telecommunications services, including "800V&es, that cross LATA boundaries.

Internet Dial Access. Provides ISPs and business customers with ieransive, reliable and cost-effective dial-upvoek
infrastructure.

Internet Protocol (IP). A protocol for transferring information acrdbe Internet in packets of data.
Internet Service Providers (ISPs)Businesses that provide Internet access td cefstomers
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IntraLATA long-distance services.These services include calls that terminateideta caller's local calling area but within tHeXTA
including wide area telecommunications service8®0" services for customers with highly concenttatemand.

Local Access Transport Area (LATA)A geographical area in which telecommunicatiprividers may offer services. There are 163
LATASs in the United States and 27 in our local sezarea.

Local Calling Area. A geographical area, usually smaller than a RAWithin which a customer can make telephone aaitsout
incurring long-distance charges. Multiple locallicgj areas make up a LATA.

Private Lines. Direct circuits or channels specifically dedéxhto an end-user organization for the purpostrettly connecting two
or more sites.

Public Switched Telephone Network (PSTNJhe worldwide voice telephone network thatdsessible to every person with a
telephone and a dial tone.

Unbundled Network Elements (UNEs) PlatfctNE-P).  Discrete elements of our network that are solitased to competitive
telecommunications providers and that may be coetbin provide their retail telecommunications segsi

Virtual Private Network (VPN). A private network that operates securely withipublic network (such as the Internet) by medns o
encrypting transmissions.

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

Web Hosting. The providing of space, power and bandwidttatae centers for hosting of customers' Interneipegent.
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Unless the context requires otherwise, referencekis report to "Qwest," "we," "us," the "Compargrid "our" refer to Qwest
Corporation and its consolidated subsidiaries, aaférences to "QCII" refer to our ultimate paremnspany, Qwest Communications
International Inc. and its consolidated subsidiati

PART |

ITEM 1. BUSINESS

We are wholly owned by Qwest Services Caafion, or QSC, which is wholly owned by QCII. Wieopide local telecommunications
and related services, long-distance services atedagal video services within our local service avd@ich consists of the 14-state region of
Arizona, Colorado, Idaho, lowa, Minnesota, MontaNabraska, New Mexico, North Dakota, Oregon, S@#dRota, Utah, Washington and
Wyoming.

Our operations are included in the constéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenue. Our telecommunications prsdund services are provided through our tradititelephone network located within ¢
local service area. In addition to our operati@d@€|l maintains a wireless business (including theless operations we transferred to an
affiliate in May 2004) and a national fiber optietwork. Through its fiber optic network, QCII prdes the following wireline products and
services that we do not provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access;

. Web hosting; and

. Professional services.

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

We were incorporated under the laws ofState of Colorado in 1911. Pursuant to a mergavdst QCIl and U S WEST, Inc. (our pre-
merger parent) on June 30, 2000, which we refastthe Merger, QCII acquired all the operationd & WEST and its subsidiaries and we
became an indirect wholly owned subsidiary of QO principal executive offices are located atlL8alifornia Street, Denver, Colorado
80202, telephone number (303) 992-1400.

Until May 2004, we provided wireless seedadhrough our subsidiary, Qwest Wireless LLC. CayM, 2004, we transferred ownership
of Qwest Wireless to an affiliate. The transfer wade in the form of a dividend to QSC, and, assalt, no consideration was exchanged.
Due to this transfer, we no longer have wirelessratons, and the results of Qwest Wireless ommratare presented as discontinued
operations in these financial statements. For arsany of the results of operations related to oscalntinued operations please see Note 7—
Transfer of Qwest Wireless Operations to our cadat#d financial statements in Item 8 of this répor

For a discussion of certain risks applieablour business, financial condition and resafltsperations, including risks associated with
our outstanding legal matters, see the risk factesgribed in "Special Note Regarding Forward-Logkstatements™ in Iltem 7 of this report.
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Recent Developments

On February 11, 2005, QCII transmittedteeteto the Board of Directors of MCI, Inc. in whid proposed the acquisition of MCI by
QCII and included the initial terms of its propog@LCll reconfirmed the terms of its proposal iretidr to MCI's Board of Directors on
February 13, 2005. It subsequently learned that NeGl agreed to be acquired by Verizon Communicatino., and, on February 17, 2005,
QCIlI transmitted another letter to MClI's Board afetors in which it notified MCI of its intentioto submit a modified proposal to acquire
MCI, notwithstanding MCI's agreement with Verizamd also noted QCIlI's expectation that MCI anadgisors will engage it in a
meaningful dialogue regarding the merits of QQdrsposal and provide QCII access to due diligenf@ination that it believes has been
made available to other parties. On February 2@52QCII transmitted another letter to MCI's Boafdirectors in which QCII modified the
terms of its proposal to acquire MCI and again drigCI's Board of Directors to engage with QCII iramingful discussions regarding
QCIlI's revised proposal. Under the terms of QC@#igsed proposal, MCI shareholders would receiv& @2 per MCI share, comprised of
$9.10 in cash and $15.50 of QCII's common stockdasn an exchange ratio of 3.735 shares of QGiitswwon stock per MCI share, subject
to adjustment if the average trading price for @atbmmon stock during a period of twenty tradiag<prior to the closing of the transact
does not equal $4.15 per share. We cannot provig@ssurance as to whether QCII will be successfis effort to acquire MCI.

Financial Condition

The below table provides a summary of sofreur key financial metrics. This information staibe read in conjunction with, and is
qualified by reference to, our consolidated finahstatements and notes thereto in Item 8 of #psnt and "Management's Discussion and
Analysis of Financial Condition and Results of Ggiems" in Item 7 of this report.

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Operating Results

Operating revenu $ 10,33. $ 10,81 $ 11,37¢
Operating expenst 8,01¢ 8,49¢ 8,42¢
Operating incom: 2,31t 2,31z 2,95(
Income from continuing operatiol 1,044 1,08: 1,50z
Net income 991 1,05(C 80¢%
As of December 31,
2004 2003
Balance Sheet Dat
Consolidated del $ 7,66( $ 7,75¢
Working capital deficit* (1,01%) (2,670
Total stockholder's equi 3,60¢ 3,077
* Working capital deficit is calculated as the amodoyivhich our current liabilities exceed our cutrassets.

As shown above, over the past three yearbave experienced declining revenue. We are takimgmber of measures designed to
improve our financial condition, such as our pap¢ion in QCII's recent and continuing customeviee initiatives, cost reductions and
entering into financial transactions to extend miti&s on our debt. However, if revenue and casivided by operations continue to decline,
if economic conditions weaken, if competitive prees increase or if QCIl or we
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become subject to significant judgments and/otesatints as further discussed in "Legal Proceedimgk&m 3 of this report, our ability to
meet our debt obligations and our financial condittould be materially and adversely affected, mtadly adversely affecting our credit
ratings, our ability to access the capital marlaetd our compliance with debt covenants.

Reserve for Investigations and Securities Matters

As we have previously disclosed, during£288d 2003, QCII recorded reserves in its finarstiaiements totaling $750 million in
connection with the investigations and securit&®as described in "Legal Proceedings"” in Itenf g report. The $750 million reserve
was reduced by $125 million in December 2004 asalt of a payment in that amount in connectiomaisettlement in October 2004 of the
investigation of QCII by the Securities and Excha@»mmission, or SEC. The remaining reserve am@pnésents a final payment to be
made in connection with the SEC settlement in theunt of $125 million and the minimum estimated amtof loss QCII believes is
probable with respect to the securities actionsvéler, the ultimate outcomes of these matterstdrerscertain and there is a significant
possibility that the amount of loss QCII ultimatéhgurs could be substantially more than the res€€II has provided. If the recorded
reserve that will remain after QCII has paid theoant owed under the SEC settlement is insuffidierttover these matters, QCII will need to
record additional charges to its statement of djmeraiin future periods. QCII is unable at thisdino provide a reasonable estimate of the
upper end of the range of loss associated wittethestters due to their preliminary and complex reatu

QCII continues to defend against the séiegractions vigorously and is currently unablgrtovide any estimate as to the timing of the
resolution of these actions. Any settlement ofugigiment in one or more of these actions substiniiaéxcess of its recorded reserves could
have a significant impact on QCII, and QCII canegino assurance that it will have the resourcedablaito pay any such judgment. The
magnitude of any settlement or judgment resultiognfthese actions could materially and adversdbcafQClI's ability to meet its debt
obligations and its financial condition, potenyailinpacting its credit ratings, its ability to assecapital markets and its compliance with debt
covenants. In addition, the magnitude of any segiet or judgment may cause it to draw down sigaifity on its cash balances, which might
force it to obtain additional financing or expla#her methods to generate cash. Such methods icmlddie issuing additional securities or
selling assets. As a wholly owned subsidiary of Q@Ir business operations and financial conditimuld be similarly affected.

Operations

We market and sell our products and sesviceeonsumer and business customers. In genearabusiness customers fall into the
following categories: (1) small businesses; (2)amatl and global businesses; (3) governmentaliestiand (4) public and private educational
institutions. We also provide our products and ises/to other telecommunications providers, ingigdiffiliated entities, who purchase our
products and services on a wholesale basis.

Wireline Services

We offer wireline products and services variety of categories that help people and bgsig®communicate. Our wireline products
services are offered through our traditional tet@phnetwork. Our traditional telephone network ¢stsf all equipment used in processing
telecommunications transactions within our localiee area and forms a portion of the public swetthelephone network. Our traditional
telephone network is made up of both copper cabidsfiber optic broadband cables and serves appet&ly 15.5 million access lines in 14
states.




Wireline Products and Services
The following reflects the key categorié®or wireline products and services.
Voice Services

Local voice services—consumer, businessvdradesale.  Through our traditional telephone network, wigioate and terminate local
voice services within local exchange service terigs as defined by state regulators. Throughrtéigsork, we provide:

. basic local exchange services provided throughsadases connected to our portion of the traditiagekephone network;
. switching services for customers' communicatiomsugh facilities that we own;

. various custom calling features such as Calleid8l| Waiting, Call Return and 3-Way Calling;

. enhanced voice services, such as voice mail;

. operator services, including directory assistanoe;

. collocation services (i.e., hosting of another julev's telecommunication equipment in our facidijie

On a wholesale basis we provide networksfpart, billing services and access to our locakaegk within our local service area to other
telecom providers and wireless carriers. Thesdanallow other telecom companies to provide tetemunications services using our local
network. At times we sell UNEs or UNE-P, which allour wholesale customers to assemble or arrangbdo own networks and to
interconnect with our local network.

Long-distance voice services—consumerniasiand wholesale. We provide IntraLATA long-distance servicetar customers
within our local service area.

Access services—wholesaleWe also provide services to other data andoetenunications providers within our local servicezato
connect their customers to their networks so they tan provide long-distance, transport, datalatginet services.

Data and Internet Services

Data and Internet services—consumer, bssiaad wholesale. We offer a broad range of products and probesdiservices to enable
our customers to transport voice, data and videcdenmunications at speeds up to 10 gigabits pEmgk Our customers use these products
and services in a variety of ways. Our businestoousrs make internal and external data transmissiguch as transferring files from one
location to another. Our consumer customers a@essd and the Internet under a variety of connecsipeeds and pricing packages. Also
wholesale customers use our facilities for collmegtor to host their equipment and use our priliag services to connect their customers to
their networks.

Some of our data and Internet serviceslaseribed below:

. Digital subscriber line, which permits existing somer and business customer telephone lines tatepatr higher speeds
necessary for video and high-speed data commuoitsato the Internet or private networks;

. Asynchronous transfer mode, which is a broadbaetiyark transport service that provides a fastciffit way to move large
guantities of information over our highly reliabssalable and secure fiber optic broadband network;
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. Frame relay, which is a switching technology tHetves data to travel in individual packets of vaulelength. The ke
advantage to this approach is that a frame relayark can accommodate data packets of various sgssciated with virtual
any data protocol;

. Private lines, which are direct circuits or chasrsgecifically dedicated to the use of an esdr organization for the purpose
directly connecting two or more sites. Private $idfer a secure solution for frequent communicatblarge amounts of data
between sites; and

. Integrated Services Digital Network, which usestdigransmission technology to support voice, viéad data
communication applications over regular telephamesl

Distribution Channels

We sell our retail wireline products andveees through a variety of channels, includingedirsales marketing, telemarketing and
arrangements with third-party agents. We also pi@te use of similar products and services, andisle of our network assets on a
wholesale basis, as described above.

Other Services

We provide other services that primarilydlve the sublease of some of our unused realeeataets, such as space in our office
buildings, warehouses and other properties.

Affiliate Services
We provide telephony, data services, lglkervices and other miscellaneous services taffiliates.
Customer Service Initiatives

With increased levels of competition in teeecommunications industry resulting from statytand regulatory developments and
technology advancements, we believe competitiveigess are no longer hindered by historical basrterentry. As a result, we believe
factors such as pricing, customer service and lingdire increasingly becoming determining factarmaintaining or increasing market sh
in the telecommunications industry.

We are seeking to distinguish ourselvemfour competitors through our participation in antner of QCII's customer service initiatives
supporting its Qwest Spirit of Service™ brand cotnmeint. We believe these initiatives were a faatdmiproving QCII's and our customer
service relative to our peers in some respectstheepast year. In a residential local telephomeice evaluation of 11 providers in the
Western region, QCII was ranked eighth comparets toext-to-last and last-place ratings in eanfiears. The study also said that QCII
improved in all six components of customer satisdae which are customer service, billing, performoe/reliability, image, offers/promotions
and cost of service. QCII's customer service itités include the following:

. Qwest Choice™In 2003 and into 2004, QCII restructured its padkg@nd pricing plans in order to provide custonwith
greater choice, flexibility and simplification. Téeplans offer a variety of combinations of voieevices, wireless services a
data services. QCII also improved its product afigs during this period by entering into strategiationships with providers
of wireless and video services.

. Promise of Value™QCII initiated its Promise of Value™ campaign itel2003. This campaign assists various customers in
designing their mix of QCII products and servicks.part of this campaign, QCII is offering free aunt reviews and advising
its customers on the best Qwest solution for itaeza




. Customer SupporQCII has opened seventy retail locations whereornsts can learn more about its products and seraiae
submit orders in person and has re-designed itsiteednd the appearance of its bills to be clefarets customers.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our subsidiarie® own or have licenses to various patents, inaglks, trade names, copyrights and other
intellectual property necessary to the conductuwflusiness. We do not believe that the expiratfosny of our intellectual property rights,
the non-renewal of those rights, would materiaffe@ our results of operations.

Competition
Wireline Services

Local voice services. In providing local voice services to our congurand business customers within our local seraiea, we
compete with national carriers, smaller regionahers, competitive access providers, indepentdephone companies, Internet telephony
providers, wireless providers and cable comparieshnology substitution, such as wireless subkgiituor wireline telephones, cable
telephony substitution for wireline telephones aatlle modem substitution for dial-up modem lined BSL, has been a significant cause for
a decrease in our total access lines in 2004. Cutiopes based primarily on pricing, packagingsefvices and features, quality of service
and increasingly on meeting customer care needsasisimplified billing and timely response to seewcalls.

The obligation to make number portabilitsagable from wireline to wireless service, whiclssvmandated by the FCC in late 2003, is
another competitive factor that may contributedoess line losses. Also, revenue for local voiceises may be affected adversely should
providers of VoIP services attract a sizable bdsmistomers who use VolIP to bypass traditionalllegahange carriers.

Although our status as an incumbent logahange carrier helps make us the leader in pnogidireline services within our local
service area, increased competition has resultdddhines in our access lines. Please see "Manadsni@scussion and Analysis of Financial
Condition and Results of Operations" in Iltem 7ho$ treport for more information regarding trendeeting our access lines.

Our competitors, mainly CLECs and CLEC/I¥@mbinations, continue their use of unbundled natvetements, or UNEs. These
functions and services, which we have been requirgdovide at wholesale rates as a matter of ntfegleral and state laws and regulations,
has allowed our competitors to purchase all ofefeenents they need to provide competitive localises to our customers. Bell Operating
Companies, or BOCs such as Qwest, have been rddaireake their network elements available to tragetitors, which allows CLECs a
CLECI/IXC combinations an alternative to buildingithown telecommunications facilities. Consequentlg believe these competitors have
been able to provide local service at a cost adggmtallowing them to gain market share. The obitigao provide UNEs reduces our reve
and margin.

On February 5, 2005, the FCC issued neasreliminating the ILECs' obligations to continueypding UNE-P and unbundled switchir
as a UNE. The new rules no longer require ILEQniadke UNEP available for new purchases and gives CLECs lIitlisdo migrate existir
circuits off the UNE platform to other service acility arrangements. For the term of the transitibe monthly price of UNE-P will increase
slightly. In anticipation of the FCC decision, wedan offering CLECs the Qwest Platform Plus™ (QPPjluct in 2004 as an alternative
to UNE-P. The majority of UNE-P purchasers havert into agreements with Qwest to purchase QPHeWk believe use of our new
wholesale product will reduce the downward pressureur margins, its availability will still likelyesult in further incremental retail access
line losses.




Long-distance voice servicesNational telecommunications providers, sucBsnt and MCI Inc. compete with us in providing
IntraLATA long-distance services in our local seevarea. Wireless providers also market both Iiiigh and InterLATA long-distance
services as a substitute to traditional wirelinwise.

Competition in the londistance consumer market is based primarily orepdastomer service, quality and reliability. Altlyh we are
market share leader in providing IntraLATA long+disce services within our local service area, weHast significant market share over the
last few years and we will continue to face inciegigompetition in the long-distance consumer miiftican national carriers, who have
substantial financial and technical resources. Gaitipn in the business market is based on sinféletors.

Access services. Within our local service area, we compete prilpavith smaller regional providers, including COS, competitive
access providers and independent telephone congpadecompete on network quality, customer sengoeduct features, the speed with
which we can provide a customer with requestedi@es\and price. Although our status as an ILEC$elpke us the leader in providing
these services within our local service area, emed competition has resulted in a reduction iesgminutes of use billed to national long-
distance carriers and wireless carriers. Also, are eevenue when we originate or terminate cails éine carried by national long-distance
carriers and wireless carriers that generate caacieess charges for the use of our network. Texkent that VolP networks or VolP service
providers bypass the traditional methods for odging and terminating local calls, these providersld enjoy a competitive advantage vel
traditional carriers who must pay the costs ofieaaccess and reciprocal compensation charges.

Data and Internet services.Business customers are the primary marketfese network-related services, although we areasing
our DSL offerings to both consumer and businestoousrs in several markets in our local service.dreproviding these services to our
business customers, we compete with national lasigutce carriers (such as AT&T, Sprint and MCl}lesoperators, ILECs, CLECs and
large integrators (such as International Busineastihes Corporation and Electronic Data Systemg@ation). Large integrators are also
competing in a new manner, providing customers widmaged network services, which takes inter-siifi¢ off our network. Customers are
particularly concerned with network reach, butas® sensitive to quality, reliability, customensee and price. We also compete with cable
operators who offer high-speed broadband facilitiesr cable modem, a technology directly competitiith the DSL modems that we
employ. Cable operators who sell data or Interastises via broadband enjoy a regulatory advaniatfeat they are not presently subject, at
least in the jurisdictions in which we operaterggulation as "telecommunications” providers, whinposes many costs and obligations, !
as that to make UNE-P available to competitor®qrbvide competitive access and interconnectsight

Regulation

As a general matter, we are subject torsite state and federal regulation, including regfaents and restrictions arising under the
Federal Communications Act, as modified in parth®y Telecommunications Act of 1996, or the Telecamitations Act, state utility laws,
and the rules and policies of the FCC, state régidand other governmental entities. Federal EwasFCC regulations generally apply to
regulated interstate telecommunications (includimgrnational telecommunications that originatéesminate in the United States), while
state regulatory authorities generally have judsdn over regulated telecommunications servicasdhe intrastate in nature. The local
competition aspects of the Telecommunications Aetsabject to FCC rulemaking, but the state regoyatuthorities play a significant role
implementing those FCC rules. Generally, we musiiokand maintain certificates of authority fronguéatory bodies in most states where
offer regulated services and must obtain prior lstgoy approval of rates, terms and conditionsofar intrastate services, where required.
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This structure of public utility regulatigenerally prescribes the rates, terms and conditdd our regulated wholesale and retail proc
and services (including those sold or leased to@)EWhile there is some commonality among theleggry frameworks from jurisdiction
to jurisdiction, each state has its own uniqueo$ebnstitutional provisions, statutes, regulatiastpulations and practices that impose
restrictions or limitations on the regulated eastiactivities. For example, in varying degreessglictions may provide limited restrictions on
the manner in which a regulated entity can intewatt affiliates, transfer assets, issue debt arghge in other business activities.

Interconnection

The FCC is continuing to interpret the ghtions of ILECs under the Telecommunications Adhterconnect their networks with, and
make UNEs available to other telecommunicationsigeys. These decisions establish our obligatior@ur local service area and affect our
ability to compete outside of our local serviceaa®n August 21, 2003, the FCC issued the triemaiaéw order in response to the D.C.
Circuit Court of Appeals' decision vacating the FC@iles that had determined the UNEs that arenexjto be made available to competit
Among the more significant determinations madehgyRCC in the triennial review order were: (i) CLE&e not impaired without access to
unbundled switching when serving medium-to-largsibess and government customers, subject to arrtopity for state regulators to rebut
this presumption before the FCC, which did not o) CLECs are impaired without access to swiitc) and, concomitantly, the UNE; to
serve mass market customers, as well as most hjgdcity loops and dedicated transport servicest@msmission facilities between an
ILEC's central offices), subject to an opporturidy state regulators to rebut this presumptiommfairment; (iii) ILECs are no longer requil
to provide other carriers with access to the higlydency portion of a loop that is used by CLECgrtavide competing DSL services (refer
to as line sharing); however, current line shadagtomers were "grandfathered," and the requiremoeaitow line sharing will be phased out
over a three-year period; (iv) ILECs are not regdito provide CLECs with access to "next generati@tworks and facilities used to provide
broadband services to residential customers antipteutenant buildings that are residential or pradchately residential in nature; and (v) the
FCC modified the prohibition against CLECs usingamced, extended links, or combinations of unbuhttleps, multiplexing and dedicated
transport (referred to as EELS) to provide bottal@nd long-distance services; the FCC establisbgdirements designed to prevent the
substitution of EELS for special access serviceslad by a carrier for the provision of its longtdise services.

We joined with other ILECs in requestingttthe D.C. Circuit Court of Appeals invalidate tiies that accompanied and were descr
in the triennial review order. On March 2, 2004nsistent with the ILECs' arguments, a thjewgge panel of the D.C. Circuit issued a decit
vacating and remanding back to the FCC signifigamtions of the triennial review order. On June 2804, the D.C. Circuit's decision
became effective. As a result of the D.C. Circulésision, the FCC must conduct a rulemaking prdioggeto adopt new unbundling rules for
mass market switching, high capacity loops andadedd transport, and other issues.

On August 20, 2004, the FCC initiated @mihking proceeding to replace the unbundling rilaswere vacated by the D.C. Circuit. In
addition, the FCC issued interim unbundling rulest t'freeze" the unbundling obligations in the ILlE@&terconnection agreements for six
months, or until the FCC adopts permanent rulabaif occurs earlier. In response, certain ILE@duiding us, filed a petition for mandamus
requesting that the D.C. Circuit Court of Appealerurn the interim rules. The petitioners argueat the interim unbundling rules are
inconsistent with the court's decision vacatingtti@nial review order. On October 6, 2004, th€ DCircuit held the ILECs' challenge in
abeyance. On February 5, 2005, the FCC issued nbundling rules to replace the unbundling rules #ere vacated by the D.C. Circuit.
The new rules: (i) eliminate the obligation for ICE, such as Qwest, to provide access to switclirgW@NE in order to serve mass market
customers, subject to a transition period; (iijnéfiate the obligation to provide access to DS1[@88 loops as a UNE in any
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building within the service area of a wire centattmeets certain criteria established by the F€lated to the size of, and number of
collocators in the wire center, subject to a trémsiperiod; (iii) eliminate the obligation to priole access to DS1 and DS3 dedicated transport
between any wire centers that meet certain critsiablished by the FCC related to the size of,ramdber of collocators in the wire centers,
subject to a transition period; and (iv) allow CLE® convert special access circuits to UNEs orlinations of UNEs, as long as the CLECs
meet applicable qualification requirements. The BGM@bundling relief for DS1 and DS3 loops and detdid transport will affect a small
minority of Qwest's wire centers. The ILECs' mandarpetition is still pending before the D.C. Citcdipart from the FCC's unbundling

rules, Qwest has entered into commercial arrangenerprovide MCI, AT&T and numerous other CLECdhna product that is functionally
equivalent to UNE-P at rates that are somewhatehititan the rate for UNE-P, and commercial arrareggsito provide Covad
Communications Company and other CLECs with a prbthat is functionally equivalent to, but somewhiher priced than, UNE line
sharing. According to the FCC's February 2005 otldese arrangements will not be affected by the B@€w unbundling rules.

On September 15, 2003, the FCC releaseatiad\of Proposed Rulemaking, instituting a compredive review of the rules pursuant to
which UNEs are priced and on how the discountsltB@s are established for their intended resalaioservices. In particular, the FCC
indicated that it will re-evaluate the rules anhgiples surrounding Total Element Long Run IncramaéCost, which is the basis upon which
UNE prices are set. The outcome of this rulemakimgd have a material effect on the revenue angjimaassociated with our provision of
UNEs to CLECs.

Intercarrier Compensation and Access Pricing

The FCC has initiated over the past fivargea number of proceedings that do and will affieetrates and charges for access service
other forms of intercarrier compensation for sezgithat we sell or purchase. These proceedingeetatdd implementation of resulting FCC
decisions have not yet been completed. Because #inera number of such proceedings that are itagzde and because new technologies
(such as VolP) are emerging that pose further cmapbns, it will take some time for the rulemakitogbe completed. Also, there has been a
national trend towards reducing the amounts chafgredse of our networks to terminate local, InthdlA and other intrastate calls, in
preference of a "bill and keep" approach, butithsubject to varying decisions and interests leystlate agencies that govern these intrastate
rates. From time to time, the state regulatorsrib@tilate intrastate access charges conduct pringsetiat may affect the rates and charges
for those services.

On April 27, 2001, the FCC released a NotitProposed Rulemaking that commenced a broadrjnipto, and initiated a fundamental
re-examination of, all forms of compensation flogimetween carriers as a result of their networlsgo@terconnected. There are two
primary forms of intercarrier compensation: (i)ipgocal compensation that applies to local traffiod (ii) access charges that apply to long-
distance traffic. The purpose of this FCC procegdsrio examine existing forms of intercarrier cangation and explore alternatives. One
form of compensation that is being examined id ‘&l keep," under which carriers freely exchamggit and collect charges from their end-
user customers in lieu of the present system irchiwbarriers are obligated to compensate one anfitheetwork utilization. The rules
emanating from this rulemaking could result in fanténtal changes in the charges we collect fronr atirgiers and our end-users. In an
associated Order, the FCC adopted interim ruleginieg carriers to reduce their charges to otheries for terminating ISP traffic over a
36 month period and placing limits on the numbeswath minutes for which charges could be asse§seé&ebruary 10, 2005, the FCC met
and adopted a further notice of proposed rulemakirnige pending intercarrier compensation doclagfuesting comment on seven specific
plans for revision to the intercarrier compensastcture. The memorandum opinion and order aimajythese plans and formally reques
comment has not yet been released by the Commission
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On October 18, 2004, in a related docketREC released an Order deciding to forbear froplyamm certain ISP reciprocal
compensation interim rules adopted in the April2001 Order described above. Those particularimtarles related to the cap on the
number of minutes of use and the requirement thaiters exchange ISP-bound traffic on a bill-andgkbéasis if those carriers were not
exchanging traffic pursuant to interconnection agrents prior to adoption of the April 27, 2001 Qrdée effect of this Order may be to
increase significantly our payments of reciprocahpensation. In some instances, existing state relgarding reciprocal compensation and
applicable interconnection agreements limit the@fbf this Order. This order is currently pendappeal before the United States Court of
Appeals for the DC Circuit.

AT&T has filed petitions with both the FG@d U.S. Court of Appeals for the DC Circuit rediresthat ILEC special access rates be
reduced and that ILEC special access flexibiliticbgailed. Oral argument before the Court on AT&Mandamus petition was held in
November 2004. On January 31, 2005, the FCC rademseemorandum opinion and order denying AT&T'siestis for immediate reductic
of access rates and suspension of the FCC's pfieixibility rules. The memorandum opinion and ardemmenced a rulemaking to review
all aspects of ILEC special access offerings.

On July 19, 2004, the FCC released a Natid®oposed Rulemaking commencing a narrow inguity access related Subscriber Line
Charges (SLC) we may collect from certain end-users

Wireless Local Number Portability

On November 10, 2003, the FCC issued aeradd further notice of proposed rulemaking omllowmber portability, or LNP,
mandating that wireline carriers must port teleghoombers to wireless carriers. The LNP order piexiguidance to both the wireline and
wireless industries on matters related to "interaibdNP, or the ability of customers to switch franwireline carrier to a wireless carrier or
from a wireless to a wireline carrier without chamgtelephone numbers.

In the LNP order, the FCC prescribed tlmatipg from a wireline carrier to a wireless carti@required where the requesting wireless
carrier's coverage area overlaps the geographatitocin which the wireline number is provision@t;luding cases where the wireless carrier
does not have point of interconnection or numberaspurces in the rate center to which the phonaeu is assigned. The FCC also sought
comment on, and will issue further rules regardthg,facilitation of wireless to wireline porting cases where the rate center associated witt
the wireless number is different from the rate eemt which the wireline carrier seeks to servedhstomer. The LNP order was preceded by
an FCC order, dated October 7, 2003, that dedtt isstues related to implementation of wireless-te@iess LNP.

To date the FCC's rules related to wiretmavireless LNP have not had a significant impatibur access line losses, revenue or related
costs. We believe the most significant impacts inéhkne to wireless LNP were an increase in theraf@nal costs of implementing LNP and
the unfavorable impact on customer satisfactiontduechnical difficulties with the porting proces®th at Qwest and with other
telecommunications providers. The FCC has a cupetteeding to address whether the wireline poititgyval (both to wireless and
wireline providers) should be reduced.

Voice Over Internet Protocol

On September 22, 2003, Vonage Holdings @atjpn filed a petition for declaratory ruling regsting that the FCC preempt an order of
the Minnesota Commission imposing regulations applie to providers of telephone service on VondgigalVoice, an IP based voice
service sold to retail customers. On November 0R42the FCC released its unanimous decision finthat preemption of state
telecommunication service regulation was consisteétfit federal law and policies intended to promibte continued development of the
Internet, broadband and interactive services. T&€ Further concluded that divergent state rulegulaions and licensing requirements cc
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impede the rollout of such services that benefiistmners by providing them with more choice, contjpetiand innovation. On March 10,
2004, the FCC issued its Notice of Proposed Rulémgakr NPR, instituting a formal rulemaking prodew, or the IP-Enabled Services
Proceeding, addressing many issues related to &udPother Internet services. This rulemaking raissses that overlap, to a degree, with
rulemakings concerning ILEC Broadband Telecommuitna Services and Intercarrier Compensation. Thezea number of issues that h
been presented to the FCC that concern VolP anddhdd affect intercarrier compensation requirete@md other federal or state
requirements such as those that impose a fee pdujuniversal service" and programs that supfi@textension of telecommunications and
Internet facilities to rural areas and to publib@als and facilities in inner cities. The FCC hi® atated that the question of whether such IP
based services should be classified as an unregulatformation service" under the Communicatiorts @ as telecommunications services
will be addressed in this proceeding. The FCC alfb address in this proceeding whether VolP pegidnust pay carrier access charges or
intercarrier compensation, whether they must cbatei to the universal service fund, and other s&eolving IP-enabled services, including
access by disabled persons, applicability of lafereement statutes and the provision of emergedty)(services. We are following these
developments closely, as our network is capablo®® transport and other combinations of voice dath in an IP-addressed packet format.
VolIP offerings are likely to grow as the technolaggtures and the regulatory situation is clarifet] such growth in VolP could contribute
to further declines in our sales of traditionaldbexchange access lines or local exchange serdibesdocket remains pending.

Operations, Installation and Maintenance

On March 17, 2004, the FCC released anr@iitainating the prohibition on shared network @im®ns, installation and maintenance
(Ol&M) between BOCs and their long distance affdig The FCC put the prohibition in place in 1996art of its regulatory requirements
implementing the Telecommunications Act. In itsengicorder the FCC concludes the OI&M prohibitioméslonger appropriate because the
costs outweigh the benefits and accounting safelgusrd other restrictions are adequate to proggihst competitive harm. On May 5, 20
we filed with the FCC a revised cost allocation oedrcovering certain affiliate transactions peredtby the Ol&M order. Consolidation of a
number of network OI&M functions to improve efficiey and to reduce unnecessary duplication has bieer implemented. QCII is
continuing to aggressively evaluate how to best fakther advantage of the elimination of the Ol&kbhibition in a manner that increases
efficiency, reduces costs and improves customercser

Employees
As of December 31, 2004, we employed agprately 29,000 people

Approximately 24,000 of our employees aeresented by collective bargaining agreementstwvélfCommunications Workers of
America, or CWA, and the International BrotherhaddElectrical Workers, or IBEW. In August 2003, wetered into two-year collective
bargaining agreements with the CWA and the IBEW oAmother things, these agreements provide foragiieed wage levels and continu
employment-related benefits. Each of these agretsmeas ratified by union members and expires onuat@3, 2005. We will seek to
renegotiate these agreements in 2005.

Website Access

Our website addresswsvw.qwest.comYou may obtain free electronic copies of our amaports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and all mdmeents to those reports at our investor relatiogissite,
www.gwest.com/about/investorudnder the heading "SEC Filings." These repoesaanilable on our investor relations website & s
reasonably practicable after we electronically iilem with the SEC.
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QCII has adopted written codes of condiat serve as the code of ethics applicable to mectors, officers and employees, including
our principal executive officer and senior finahagicers, in accordance with Section 406 of tlalfines-Oxley Act of 2002, the rules of the

SEC promulgated thereunder and the New York Stochéange rules. In the event that QCIlI makes anpgbsito, or provides any waivers
from, the provisions of its codes of conduct, wemd to disclose these events on our website ar@port on Form 8-K within four business

days of such event.

These codes of conduct, as well as codi€Cbl's guidelines on significant governance issard the charters of QCII's audit
committee, compensation and human resources coeenaittd nominating and governance committee, afkablaon our website at
www.qwest.com/about/investor/governapcén print to any stockholder who requests thenséxyding a written request to QClII's Corporate
Secretary at Qwest Communications International 801 California Street, Denver, Colorado 80202.

ITEM 2. PROPERTIES

Our principal properties do not lend thelws® to simple description by character and locatihe percentage allocation of our gross
investment in property, plant and equipment coedistf the following:

December 31,
2004 2003
Land and building: 7% %
Communications equipme 43% 43%
Other network equipmel 45% 44%
Genere-purpose computers and ott 5% 6%

10C% 10C%

Land and buildings consist of land, langhiovements, central office and certain administeatiffice buildings. Communications
equipment primarily consists of switches, routerd ransmission electronics. Other network equigrpemarily includes conduit and cable.
General-purpose computers and other consists pailgiof computers, office equipment, vehicles atiter general support equipment. We
own substantially all of our telecommunicationsipquent required for our business. Total gross itnest in property, plant and equipment
was approximately $42.9 billion and $42.7 billiarDecember 31, 2004 and 2003, respectively, befedeicting accumulated depreciation.

We own and lease sales offices in majoraopetitan locations. Our network management cerdezdocated primarily in buildings that
we own at various locations in geographic areaswiieaserve. Substantially all of the installatiamfisentral office equipment for our local
service business are located in buildings and iod that we own.

ITEM 3. LEGAL PROCEEDINGS

QCll is involved in several legal proceagtirto which we are not a party that, if resolvediagt QCII, could have a material adverse
effect on our business and financial condition. Wgge included below a discussion of these mattegether with a discussion of those
matters to which we are a party (primarily thosscdssed below under the "Regulatory Matters" sutihgaas well as the "Colorado action”
described below). Only those matters to which veeaaparty represent contingencies for which we hegerded, or could reasonably

anticipate recording, an accrual.

Throughout this report, when we refer wass action as "putative" it is because a clasdban alleged, but not certified, in that matter.
Until and unless a class has been certified by thet, it has not been established that the nanadtiffs represent the class of plaintiffs they

purport to represent.
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DOJ Investigation and Securities Actions

The DOJ investigation and the securitig®as described below present material and sigmificisks to QCII. The size, scope and ne
of the restatements of QCII's consolidated findratatements for 2001 and 2000, which are desciib€CIl's annual report on Form XJA
for the year ended December 31, 2002, or QCII'? Ffim 10-K/A, affect the risks presented by thesestigations and actions, as these
matters involve, among other things, QCII's pricc@unting practices and related disclosures. Fif@iim certain of the securities actions h.
alleged QCIlI's restatement of items in supporhefrtclaims. We can give no assurance as to thadtamn our and QCII's financial results or
financial condition that may ultimately result fraai of these matters. During 2003 and 2004, Q€tbrded reserves in its financial
statements totaling $750 million in connection viliese matters. On October 21, 2004, QCII entereda settlement with the SEC
concluding a formal investigation concerning QC#i¢zounting and disclosures, among other subjgetsbegan in April 2002. The
$750 million reserve was reduced by $125 millioDecember 2004 as a result of a payment in thatiatrio connection with QCll's SEC
settlement. The remaining reserve amount represdinal payment to be made in connection withSE€ settlement in the amount of
$125 million and the minimum estimated amount sEIQCII believes is probable with respect to tlrgtes actions described below.

QCII has recorded its estimate of the minimliability because no estimate of probable laggliese matters is a better estimate thar
other amount. If the recorded reserve that willaenafter QCII has paid the amount owed under € Settlement is insufficient to cover
these other matters, QCII will need to record addél charges to its statement of operations inruperiods. Additionally, QCII is unable at
this time to provide a reasonable estimate of figeuend of the range of loss associated with tresaining matters due to their preliminary
and complex nature, and, as a result, the amouhitt@€ reserved for these matters is its estimbtieeolowest end of the possible range of
loss. The ultimate outcomes of these matters drestertain and there is a significant possigitthat the amount of loss QCII may ultimat
incur could be substantially more than the resérkias provided.

At this time, QCII believes that it is padiie that a portion of the recorded reserve fostririties actions will be recoverable from a
portion of the insurance proceeds that were platedrust to cover its losses and the lossesdividual insureds following its November 12,
2003 settlement of disputes with certain of itaunasice carriers related to, among other thingsinestigations and securities actions
described below. The insurance proceeds are subjetdaims by QCII and other insureds for, amorteothings, the costs of defending
certain of these matters and, as a result, suatepds are being depleted over time. In any eveatterms and conditions of applicable
bylaws, certificates or articles of incorporation,agreements or applicable laws may obligate ursd®mnify our current and former
directors, officers and employees with respecettain liabilities, and we have been advancinglléggs and costs to many current and fol
directors, officers and employees in connectiof e investigations, securities actions and aeudtier litigation.

QCII continues to defend against the séiesractions vigorously and is currently unabletovide any estimate as to the timing of the
resolution of these actions. Any settlement ofugigment in one or more of these actions substintiaéxcess of QCII's recorded reserves
could have a significant impact on QCII, and QGlha@ive no assurance that it will have the resauasilable to pay any such judgment.
The magnitude of any settlement or judgment resyftiom these actions could materially and advgra#ect QCII's ability to meet its debt
obligations and its financial condition, potentyalinpacting its credit ratings, its ability to assecapital markets and its compliance with debt
covenants. In addition, the magnitude of any settlesnent or judgment may cause QCII to draw doignicantly on its cash balances,
which might force QCII to obtain additional finangior explore other methods to generate cash. Sethods could include issuing
additional securities or
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selling assets. As a wholly owned subsidiary of Q@lr business operations and financial conditimuld be similarly affected.
Investigations

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradéa criminal investigation of QCIl's
business. QCII believes the U.S. Attorney's Officevestigating various matters that include tia@sactions related to the various
adjustments and restatements described in its EOOR 10-K/A, transactions between QCII and certdiits vendors and certain investments
in the securities of those vendors by individualsoziated with QCII, and certain prior disclosuresle by QCII. QCII is continuing in its
efforts to cooperate fully with the U.S. Attorne@#$fice in its investigation. However, QCII canrpredict the outcome of this investigation
the timing of its resolution.

On October 21, 2004, QCII entered intotdesaent with the SEC, concluding a formal inveatign concerning its accounting and
disclosures, among other subjects. Please seeéfdd&esolved in the Fourth Quarter of 2004" belomafdiscussion of the SEC settlement.
On February 22, 2005, QCII was notified by the Gah8ervices Administration, or GSA, that the GSsdldetermined not to pursue any
administrative action against QCII based on thermftion contained in the administrative recordcérdingly, QCII is a presently
responsible contractor eligible to compete for fatlgovernment business. Please see "Matter Reboivbe First Quarter of 2005" below
a discussion of the completed GSA review.

Securities Actions

QCll is a defendant in the securities atdidescribed below. Plaintiffs in these actionsshaariously alleged, among other things, that
QClIl violated federal and state securities lawsgjaged in fraud, civil conspiracy and negligent epsesentation, and breached fiduciary
duties owed to investors and current and formerleyegs. Other defendants in one or more of thesenacinclude current and former
directors of QCII, former officers and employeesXll, Arthur Andersen LLP, certain investment baald others.

. Consolidated securities action Twelve putative class actions purportedly broughbehalf of purchasers of publicly traded
securities of QCII between May 24, 1999 and Felyrddr 2002 have been consolidated into a conselitisg¢curities action
pending in federal district court in Colorado. Tiet of these actions was filed on July 27, 20RIhintiffs allege, among other
things, that defendants issued false and misleddingcial results and made false statements &@@ilts business and
investments, including making materially false ataénts in certain QCII registration statements. ffilost recent complaint in
this matter seeks unspecified compensatory danaygesther relief. However, counsel for plaintifesshindicated that the
putative class will seek damages in the tens tbbg of dollars.

. ERISA action. Seven putative class actions purportedly broughiedralf of all participants and beneficiaries af Qwest
Savings and Investment Plan and predecessor glatig Plan, from March 7, 1999 until January 100£2have been
consolidated into a consolidated action in feddistrict court in Colorado. These suits also purpoiseek relief on behalf of
the Plan. QCII expects that an eighth action pueally brought on behalf of the Plan will also besolidated into the
consolidated action. The first of these actions filad in March 2002. Plaintiffs assert breachidfitiary duty claims against
QCII and others under the Employee Retirement lree&mcurity Act of 1974, as amended, alleging, anathgr things,
various improprieties in managing holdings of Q&tck in the Plan assets. Plaintiffs seek damaggstable and declaratory
relief, along with attorneys' fees and costs astittgion.
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Colorado action. A putative class action purportedly brought ohdeof purchasers of QCIlI's stock between June2280
and June 27, 2002 and owners of U S WEST stockine 28, 2000 is pending in Colorado in the Dist@ourt for the County
of Boulder. We are also a defendant in this acfidns action was filed on June 27, 2002. Plaintffege, among other things,
that the defendants issued false and misleadibgnséats and engaged in improper accounting praciticerder to accomplish
the Merger, to make QCII appear successful andftaté the value of QCII's stock. Plaintiffs sealspecified monetary
damages, disgorgement of illegal gains and othiexf.re

New Jersey action An action by the State of New Jersey (Treasurgedenent, Division of Investment), or New Jersay, i
pending in the New Jersey Superior Court, Mercarm®n This action was filed on November 27, 2008wNlersey alleges,
among other things, that defendants caused Q@& $o trade at artificially inflated prices by ploying improper accountir
practices and by issuing false statements about€gtisiness, revenues and profits, and conterdsttimcurred hundreds of
millions of dollars in losses. Among other requdgtglief, New Jersey seeks from the defendantstlyoand severally,
compensatory, consequential, incidental and puendamages.

CALSTRS action . An action by the California State Teachers' Retient System, or CalSTRS, is pending in the Superio
Court of the State of California in and for the @guof San Francisco. This action was filed on Delger 10, 2002. CalSTRS
alleges, among other things, that defendants engagescheme to falsely inflate QCII's revenue dacrease its expenses so
that QCII would appear more successful than itabtwas during the period in which CalSTRS purathQCII securities, al
asserts that defendants' actions caused it tadaesecess of $150 million invested in QCII's equatyd debt securities. Plaintif
seek compensatory, special and punitive damag&utsn, pre-judgment interest and costs.

SURSI action. An action by the State Universities Retirementt&s of lllinois, or SURSI, is pending in the CiitcQourt of
Cook County, Illinois. This action was filed on dany 10, 2003. SURSI alleges, among other thirgg,defendants engaged
in a scheme to falsely inflate QCII's revenues dectease its expenses by improper conduct relatedrtsactions with variot
customers and suppliers and claims that its Ioseasinvestments in QCII securities are in excest1l®.5 million. SURSI
seeks, among other things compensatory and pumiéiireages, costs, equitable relief, including anniciion to freeze or
prevent disposition of the defendants' assetsdagbrgement.

SPA action. An action by Stichting Pensioenfonds ABP, or SBAyending in federal district court in Coloradtis action
was filed on February 9, 2004. SPA alleges, amdhgrahings, that defendants created a false pgocepf QCII's revenues
and growth prospects and that its losses from tnvests in QCII securities are in excess of $100ionil SPA seeks, among
other things, compensatory and punitive damagesisgon or rescissionary damages, jpdgment interest, attorneys' fees
costs.

SHC action. An action by Shriners Hospital for Children, ¢S, is pending in federal district court in Colooad his action
was filed on March 22, 2004. SHC alleges, amongrathings, that defendants issued false and misigdithancial reports
about QCII. SHC alleges compensatory damages abajppately $17 million. SHC seeks compensatory pmditive damage
interest, costs and attorneys' fees.

TRSL action . An action by the Teachers' Retirement Systemoaifidgiana, or TRSL, is pending in the federal disttourt in
Colorado. This action was filed on or about Marfh 2004. TRSL alleges, among other things, thatrl#dnts issued false and
misleading financial reports about QCII. TRSL alegompensatory damages of approximately $23 mili&®SL seeks
compensatory and punitive damages, interest, enst&ttorneys' fees.
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. NYC Funds action. An action by a number of New York City pensiordaatirement funds, or NYC Funds, is pendini
federal district court in Colorado. This action vigesd on September 22, 2004. NYC Funds allege,regraiher things, that
defendants created a false perception of QCllI'smees and growth prospects and that their lossasifrvestments in QCII
securities are in excess of $300 million. NYC Fuseésk, among other things, compensatory and perdéwnages, rescission
or rescissionary damages, pre-judgment interdstnalys' fees and costs.

KPNQwest Litigation

A putative class action is pending in teédral district court for the Southern DistrictNgw York against QCII, certain of its former
executives who were also on the supervisory bohKPdNQwest (in which QCII was a major shareholdand others. This lawsuit was
initially filed on October 4, 2002 against Willenckermans, the former Executive Vice President amiéf@inancial Officer of KPNQwest.
The second amended complaint alleges, on behaHrtdin purchasers of KPNQwest securities, thagranother things, defendants engaged
in a fraudulent scheme and deceptive course ofibasiin order to inflate KPNQwest revenue and #ieevof KPNQwest securities. Plainti
seek compensatory damages and/or rescission aspaipipe against defendants, as well as an awgpthoftiffs' attorneys' fees and costs.

On October 31, 2002, Richard and Marcian@y&o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendaléges, among other things, that the defendaolated state and federal securities |i
and breached their fiduciary duty in connectiorhvifitvestments by plaintiffs in securities of KPNQ@ueQCll is a defendant in this lawsuit
along with Qwest B.V., Joseph Nacchio, QCII's fori@eairman and Chief Executive Officer, and Johri\Wster, the former President and
Chief Executive Officer of KPNQwest. Plaintiffs gfato have lost approximately $10 million in th@ivestments in KPNQwest.

On June 25, 2004, J.C. van Apeldoorn afid Eeijer, in their capacities as trustees in thedb bankruptcy proceeding for KPNQwest,
filed a complaint in the federal district court fible District of New Jersey alleging violationstioé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenutattitis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, Qwest's former Chiifacial Officer, and John McMaster. Plaintiffsegle, among other things, tt
defendants' actions were a cause of the bankrghis?NQwest and the bankruptcy deficit of KPNQwwsis in excess of $3 hillion.
Plaintiffs seek compensatory and punitive damaagsvell as an award of plaintiffs’ attorneys' fard costs.

On January 20, 2005, Citibank, N.A., DehtsBank AG London, ABN AMRO Bank N.V. and otherdified QCII of their intent to
file a complaint in the District Court for the Ciand County of Denver, State of Colorado, that wallege, among other things, fraud,
misrepresentation, breach of fiduciary duty andteal aiding and abetting claims, in connection withorigination of a credit facility and
subsequent borrowings made by KPNQwest of appraei;m&300 million under that facility. They havedinated that QCII would be a
defendant in this threatened lawsuit along witrefpbsNacchio, John McMaster, Drake Tempest, QQifmér General Counsel, and other
former employees of QCIl or KPNQwest. Plaintiffsseandicated their intention to seek compensatamages (including interest), statutory
and punitive damages and an award of plaintifferagys' fees and costs.

The four KPNQwest litigation matters delked above are in preliminary phases and QCII caasirio defend against the three filed
cases vigorously and will likewise defend agaihstfourth matter if it is filed. QCIl has not yeiructed discovery on plaintiffs' possible
recoverable damages and other relevant issues, Qi@lsis unable at this time to estimate reasopaliange of loss that it would incur if the
plaintiffs in one or more of these matters werprevail. Any settlement or
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judgment in certain of these matters could be §ant, and QCII can give no assurance that it halve the resources available to pay

such judgment. In the event of an adverse outcongeritain of these matters, QCII's financial capnditand its ability to meet its debt
obligations could be materially and adversely d@fdcAs a wholly owned subsidiary of QCII, our mess operations and financial condition
would be similarly affected.

Regulatory Matters

As described below, formal proceedings igjais have been initiated with the public utiittsommissions in several states alleging,
among other things, that we, in contravention defal and state law, failed to file interconnectimneements with the state commissions and
that we therefore allegedly discriminated agaimstous CLECs. The complainants seek fines, pesadtiel/or carrier credits.

. Minnesota.On February 14, 2002, the Minnesota Departmentoofi@erce filed a formal complaint against us wité th
Minnesota Public Utilities Commission. On Novemlef002, the Minnesota Commission issued a writteler finding
against us. The Minnesota Commission's final, emitiecision was issued on May 21, 2003 and woujdire a penalty
payment to the state of approximately $26 milliod @ayments of carrier credits of approximately #iiion. Of the
$18 million, about $3 million has been releasedh®gycarriers in bankruptcy proceedings. The MinteS€®mmmission, the
carriers and Qwest each appealed portions of tbiside to the federal district court in Minnesadad the district court upheld
the penalty and vacated the carrier credits. ThenlkBota Commission, the carriers and Qwest eachdyapealed to the Eigh
Circuit Court of Appeals.

. Colorado. On April 15, 2004, Qwest and the Office of Consu@eunsel for Colorado entered into a settlemeitjest to
Colorado Commission approval, that would requiree®uwo pay $7.5 million in contributions to statéetommunications
programs and that offers CLECs credits that cootlal pproximately $9 million. The administratiaM judge recommended
rejection of the settlement and the initiation afh®w cause docket against Qwest. The administridiv judge’s
recommendation will come before the Commission ations for reconsideration.

. New Mexico.On April 29, 2004, the New Mexico Staff recommengedalties totaling $5.05 million. New Mexico CLECs
have also requested carrier credits. In Decemb@4,20ClI, the Staff, the New Mexico Attorney Genexad party-CLECs
entered into and filed for approval a settlemeat #ould resolve all claims for penalties and aethr a total payment of
$3.5 million. On January 26, 2005, the adminisgataw judge certified and recommended approvéhefproposed settleme

. Washington. On November 9, 2004, Qwest and the Staff of thelivigson Commission entered into a settlement undhéch
Qwest agreed to pay a penalty of $7.8 million. Hetlement does not require Qwest to provide aegits to CLECs. On
February 28, 2005, the Washington Commission editaneorder approving the settlement and closingltioket.

. Oregon. Oregon is considering a stipulation between Qwedtthe Oregon Staff for the payment of a penaltggdroximately
$1 million.

Also, some telecommunications providers have filgdate actions based on facts similar to thoseetlyithg these administrative
proceedings. These private actions, together wishsamilar, future actions, could result in addi@ damages and awards that could be
significant.

The New Mexico state regulatory commisgian opened a docket to investigate whether wenarempliance with or are likely to meet
a commitment that we made in 2001 to invest in camications infrastructure in New Mexico. Multiplanpies have filed comments in that
docket and
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variously argue that we should be subject to agafgequirements including an escrow account épital spending, new investment
obligations, and customer credits or price redustid he ultimate outcome of this matter is uncerait could result in obligations or price
changes that could be significant.

To the extent appropriate we have providserves for the above matters. We have otheratmuylactions pending in local regulatory
jurisdictions, which call for price decreases, refsi or both. These actions are generally routideimeidental to our busines

Other Matters

In January 2001, an amended class actiompleint was filed in Denver District Court agaiq¥€II, certain former officers and certain
current and former directors on behalf of stockbaddof U S WEST. The complaint alleges that QCH aaluty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2BG&0ntiffs further claim that the defendants mip¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to @000, a claim QCII denies. Plaintiffs seek dges of approximately $272 million pl
interest, a constructive trust upon QCII's assethé amount of the dividend, costs, and attorrfegs on behalf of the class, which was
certified by the court on January 31, 2005.

Several putative class actions relatinth&oinstallation of fiber optic cable in certaights-of-way were filed on various dates in various
courts against QCII on behalf of landowners in foatia, Colorado, Georgia, lllinois, Indiana, Kaashouisiana, Mississippi, Missouri,
North Carolina, Oregon, South Carolina, TennessdeTaxas. The complaints challenge QCII's righinstall its fiber optic cable in railroe
rights-of-way and, in Colorado, lllinois and Texatso challenge QCII's right to install fiber optiable in utility and pipeline rights-of-way.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install QClI's fiber optic cable the right-of-way without their consent. The Indiawion purports to be on behalf of a
national class of landowners adjacent to railroghts-of-way over which QCII's network passes. Tadifornia, Colorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinasegon, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively Iliheis action purports to be on behalf of landews adjacent to railroad rights-of-way over
which QCII's network passes in lllinois, lowa, Kedky, Michigan, Minnesota, Nebraska, Ohio and Wisio. The complaints seek damages
on theories of trespass and unjust enrichmentefisaw punitive damages. District court approvad gfroposed nationwide settlement of all
these matters (except those in Louisiana) was gddat the Seventh Circuit Court of Appeals in Oeto004. This ruling is subject to
discretionary review by the Supreme Court of thétdthStates.

On January 20, 2004, QCII filed a complainthe District Court for the City and County oébver against KMC Telecom LLC and
several of its related parent or subsidiary comgmfgollectively, "KMC"). Subsequently, QCII fileth amended complaint to name additic
defendants, including General Electric Capital @oagion ("GECC"), one of KMC's lenders, and GECIEdia complaint in intervention.
QClIl is seeking a declaration that a series of agents with KMC and its lenders are not effectigeduse conditions precedent were not
satisfied and to recoup other damages and attdrfemgsand costs. These agreements would obligatet@pay a net incremental amount of
approximately $105 million if determined to be etfige. GECC and KMC have asserted counterclaimdéafaratory judgment and
anticipatory breach of contract. GECC and KMC saéleclaration that the relevant agreements arffantend claim monetary damages for
anticipatory breach of the agreements and theirrays' fees and costs.

The Internal Revenue Service, or IRS, psepoa tax adjustment for tax years 1994 througl6.1®8e principal issue involves QCllI's
allocation of costs between long-term contracth wiistomers for
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the installation of conduit or fiber optic cabledaadditional conduit or fiber optic cable retain®dQCII. The IRS disputes QClII's allocation
of the costs between it and third parties. Similaims have been asserted against QCII with respabe 1997 to 1998 and the 1998 to 2001
audit periods. The 1994-1996 claim is currentlyngditigated in the Tax Court and QCII does noidat the IRS will be successful although
the ultimate outcome is uncertain. If QCIl werddse this issue for the tax years 1994 through @8I estimates it would have to pay

$57 million plus interest pursuant to tax shariggeements with the Anschutz Company relating teéhtame periods.

In 2004, QCII recorded income tax experfsgl®8 million related to a change in the expedimihg of deductions related to its tax
strategy, referred to as the Contested Liabilitgéleration Strategy ("CLAS"), which it implement®d2000. CLAS is a strategy that sets
aside assets to provide for the satisfaction cdréeg liabilities associated with litigation inaxtefficient manner. CLAS accelerated
deductions for contested liabilities by placingeasdor potential litigation liabilities out of treontrol of the Company and into trusts mane
by a third party trustee. In July 2004, QCII wasnfally notified by the IRS that it was contestiihg ICLAS tax strategy. Also in July 2004, in
connection with the preparation of its financialtsments for the fiscal quarter ended June 30,,200#as a result of a series of notices on
CLAS strategies issued by the IRS and the recéilgipal advice with respect thereto, QCII adjustedccounting for CLAS as required by
SFAS No. 109. The change in expected timing of deédus caused an increase in QCII's liability facertain tax positions and a
corresponding increase in its net operating losydarwards ("NOLs"). Because QCII is not currgnfibrecasting future taxable income
sufficient to realize the benefits of this increasés NOLSs it recorded an increase in its valoiatallowance on deferred tax assets as requirec
by SFAS No. 109. Additionally, in September 2004 IRS proposed a penalty of $37 million on thiatsgy. QCII believes that the
imposition of a penalty is not appropriate as teddn good faith in implementing this tax stratégyeliance on two contemporaneous tax
opinions and adequately disclosed this transastidhe IRS in its initial and subsequent tax resu@CII intends to vigorously defend its
position on this and other tax matters.

Matters Resolved in the Fourth Quarter of 2004

On October 21, 2004, QCII entered intotdesaent with the SEC, concluding a formal inveatign concerning its accounting and
disclosures, among other subjects, that began it 2@02. In connection with this settlement, tHeCSfiled a complaint against QCII in
federal district court in Denver, Colorado. The @iamt alleges violations of several provisiongtaf federal securities laws, including the
antifraud provisions, relating principally to its fingial reporting and disclosures. QCII agreed, witremitting or denying the allegations
the complaint, to consent to the entry of a fimalgment to be entered by the court. The final juelgiywhich was entered by the court on
November 4, 2004, among other things, enjoins @©th future violations of certain provisions of thecurities laws and requires it to pe
civil money penalty of $250 million in two instalbnts of $125 million each (the first of which wasgin December 2004 and the second of
which must be paid by December 31, 2005), plussdiceninal disgorgement.

The final judgment also requires QCII toimtain a Chief Compliance Officer with specifiedtiés and to continue to cooperate with the
SEC's ongoing investigation of individuals. At tirae of the settlement, the SEC announced thagtitiee penalty amount would be
distributed to investors pursuant to the Fair Fpravision of the Sarbanes-Oxley Act. QCII anticgsathat this distribution will occur under
the supervision of the federal district court parsiito a plan of distribution to be proposed byS$EeC and approved by the court.

llluminet, Inc., a traffic aggregator, aseleral of its customers filed complaints with degary agencies in Idaho, Nebraska, lowa, N
Dakota, New Mexico and Colorado alleging that tiveye entitled to refunds due to QCII's purportegroper implementation of tariffs
governing certain signaling services QCII providethose states. QCII and llluminet entered insetlement that
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resolves each of these cases as well as any @telaims that may be made by Illuminet relatinghis matter. In addition, QCII and Nextel
have settled an arbitration filed by Nextel in whitrequested refunds due to alleged improperemgintation of the signaling tariffs.

Matter Resolved in the First Quarter of 2005

The GSA announced in July 2002 that it e@sducting a review of all contracts with QCII faurposes of determining QCII's present
responsibility to be a contractor to the Federalegoment. On September 12, 2003, QCII was inforthatithe Inspector General of the GSA
had referred to the GSA Suspension/Debarment @ffibe question of whether QCII should be considdéoe debarment. QCIl was informed
that the basis for the referral was the Februaf828dictment against four former QCIl employeesamnection with a transaction with the
Arizona School Facilities Board in June 2001 amivd complaint also filed in February 2003 by t8&C against the same former employees
and others relating to the Arizona School Fac#liBard transaction and a transaction with Gernityin 2000. On February 2, 2005, QCII
was informed that the Inspector General had ma#zand referral regarding whether QCII should besimtered for debarment, this one
based generally on the matters that are the sutijgice complaint filed against QCII in connectiwith its settlement with the SEC and on
SEC actions against and settlements with threedo@CIl employees in 2003 and 2004 and a fourtivadiied against a former QCII
employee in 2004 that is currently pending in theefral district court in Colorado. On February 2205, QCII was notified by the GSA that
the GSA had determined not to pursue any admitigtraction against QCII based on the informationtained in the administrative record.
Accordingly, QCII is a presently responsible cootoa eligible to compete for Federal governmentiess.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We have omitted this information pursuan@General Instruction 1(2).
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Not Applicable.

ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated finahciata should be read in conjunction with, andgaraified by reference to, the consolidated
financial statements and notes thereto in ItemtBisfreport and "Management's Discussion and Asimlyf Financial Condition and Results
of Operations" in Item 7 of this report. Certaiopiyear amounts have been reclassified to conforourrent-year presentation.

Years Ended December 31,

2004 2003 2002 2001 2000

(Dollars in millions)

Operating revenu $ 10,33: $ 10,81 $ 11.37¢ $ 12,000 $ 11,81«
Operating expenst 8,01¢ 8,49¢ 8,42¢ 8,76¢ 9,12¢
Operating incom: 2,31t 2,312 2,95( 3,24( 2,68¢
Income from continuing operatiol 1,04¢ 1,08: 1,50z 1,76¢ 1,28¢
Net income(1’ $ 991 $ 1,05 $ 80t $ 1,407 $ 90z
Other data
Cash provided by operating activiti $ 3,31¢ $ 4,82¢ $ 456z $ 4,148 $ 4,37(
Cash used for investing activiti (1,43)) (1,667 (2,519 (4,147 (4,227
Cash (used for) provided by financing activit (2,249 (2,459 (1,959 34 (93
Capital expenditure 1,435 1,63¢ 1,74¢ 4,24¢ 4,28¢

Balance sheet dat
As of December 31,

2004 2003 2002 2001 2000

Total asset $ 19590 $ 21937 $ 22,66¢ $ 2447: $ 22,617
Total debt(2) 7,66( 7,75¢ 7,26( 7,262 7,16(
Debt to total capital ratio(z 68% 72% 62% 61% 61%

(1)  Amounts that follow in this footnote are on an et basis.

2004.2004 net income includes a charge of $34 millianafeset impairments and a net charge of $38 mifbomestructuring and
other charges.

2003.2003 net income includes a charge of $35 millianréstructuring activities and a $219 million citefdr cumulative effect of a
change in accounting principle.

2002.2002 net income includes a net charge of $9 millarMerger-related, restructuring and other (a®di
2001.2001 net income includes charges aggregating $ii@mfor restructuring and Merger-related, resturing and other charges,
a charge of $136 million for a depreciation adjustinon access lines returned to service, a chdrg&omillion for asset impairmen

and a gain of $31 million on the sale of rural exufes.

2000.2000 net income includes a charge of $498 millmnMerger-related costs and a charge of $205 mifias asset impairments.
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(2)  Amounts exclude future purchase commitments, ojpgyéases, letters of credit and guarantees. AeBwer 31, 2004, the amoun
those future purchase commitments, operating lemsgsetters of credit was approximately $787 iwnilli

(3)  The debt to total capital ratio is a measure ofaim®unt of debt in our capitalization. The ratiedculated by dividing debt by total
capital. Debt includes current borrowings and loeiga borrowings as reflected in our consolidatddr@e sheets. Total capital is the
sum of debt and total stockholder's equity.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements set forth below undierdaption constitute forward-looking statementse SSpecial Note Regarding Forward-
Looking Statements" at the end of this Item 7 fiditional factors relating to such statements asagefor a discussion of certain risk factors
applicable to our business, financial condition eeglilts of operations.

Business Overview and Presentati

We provide local telecommunications andtesl services, IntraLATA long-distance services @aid services within our local service
area, which consists of the 14-state region ofdkr& Colorado, Idaho, lowa, Minnesota, Montana,rilglta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyomnhg.operations are included in the consolidateztatpons of our ultimate parent,
QCIl, and generally account for the majority of @€tonsolidated revenue. Our telecommunicationgyets and services are provided
through our traditional telephone network locatéthin our local service area. In addition to ouemgtions, QCIl maintains a wireless
business (comprised of the wireless operationsavesterred to an affiliate in May 2004) and a nagidiber optic network. Through its fiber
optic network, QCII provides the following wireliproducts and services that we do not provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access;

. Web hosting; and

. Professional services.

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

Our analysis presented below is organipgutdvide the information we believe will be insttive for understanding the relevant trends
going forward. However, this discussion should deedrin conjunction with our consolidated finanai@tements in Item 8 of this report,
including the footnotes thereto. Certain prior yearenue and expense amounts have been reclagsiftedform to the current year
presentations.

Our operations are integrated into andoare of the segments of the QCII consolidated grdine chief operating decision maker, or
CODM, for us is the same as that for the consdadidigroup. The CODM makes resource allocation datisand assessments of financial
performance for the consolidated group based oeliwé, wireless and other segmentation. For mdoermation about
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QClIlI's reporting segments, see QCII's annual repoform 10-K for the year ended December 31, 2004.business contributes to the
segments reported by QCII, but the QCII CODM rexgewr financial information only in connection withr quarterly and annual reports.
See further discussion in Note 14—Contribution®®@ll Segments to our consolidated financial statgsa Item 8 of this report.

Business Trend:
Our results continue to be impacted by mlmer of factors influencing the telecommunicationdustry as follows:

. Industry competition is based primarily on pricipgckaging of services and features, quality ofiserand increasingly on
meeting customer care needs. We expect this teeadrtinue;

. We expect changes in technology such as wireldsstisution for wireline telephones, cable telephsnpstitution for wireline
telephony and cable modem substitution for diamgulem lines and DSL to continue to cause additianeéss line losses;

. We expect industryvide competitive factors to continue to impact cesults; however, we believe our competitive poritia:
improved due to recent rulings on UNEthat allow us to charge higher rates to othectehmunication providers and also
to changes in some of our competitors' announcatkgies;

. Our results continue to be impacted by regulatesponses to the competitive landscape for bothooaf and long-distance
services; and

. We expect business users of telecommunicationcas¥o increasingly want to receive all of theiwvas from one provider.
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Results of Operation

The following table summarizes our resafteperations for the years ended 2004, 2003 an@:20

Years ended December 31, Increase/(Decrease) Percentage Change
2004 v 2003 v 2004 v 2003 v
2004 2003 2002 2003 2002 2003 2002

(Dollars in millions)

Operating revenu $ 10,33 $ 10,81 $ 1137¢ $ (480 $ (56¢) (4% (5)%
Operating expenses, excluding

asset impairment charg 7,962 8,49¢ 8,42¢ (537) 70 (6)% 1%
Asset impairment chargs 54 — — 54 — nm nm
Operating incom: 2,31t 2,312 2,95( 3 (63¢) 0% (22)%
Other expen<—net BV 554 51t 19 39 3% 8%

Income before income taxes,
discontinued operations, and
cumulative effect of change in

accounting principlt 1,742 1,75¢ 2,43t (16) (677) ()% (28)%
Income tax expens (69¢) (675) (933 23 (25¢) 3% (28)%
Income from continuing operatio 1,04¢ 1,08: 1,50z (39 (419) (4)% (28)%
Loss from discontinued

operation—net of tax (53 (252) (697) 19¢ 44x 7% 64%
Income before cumulative effect

change in accounting princig 991 831 80¢% 16C 26 19% 3%
Cumulative effect of change in

accounting princip—net of tax — 21¢ — (219 21¢ nm nm
Net income $ 291 $ 1,05C $ 80t $ 59 $ 24t (6)% 30%

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

Operating Revenue

Although total operating revenue contintedecline in 2004, we experienced a deceleratioBv@nue losses consistent with the
slowing of the loss of access lines.
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The following table shows our access lingshannel as of December 31, 2004, 2003 and 2002.

Access Lines*

Increase/ Percentage
Years Ended December 31, (decrease) Change
2004 v 2003 v 2004 v 2003 v
2004 2003 2002 2003 2002 2003 2002
(in Thousands)
Consume| 9,24 9,911 10,79¢ (664) (887) (7% (8)%
Business 4,39¢ 4,607 5,05C  (211) (44%) 5)% (9)%
Wholesale 1,87¢ 1,691 1,15¢ 18¢ 53¢ 11% 46%
Total 15,52: 16,20¢ 17,00¢  (687) (797) (4)% (5)%
| | | | .|
* We may modify the channel classification of oures=clines from time to time in our efforts to betipproximate the related revenue

channels and better reflect how we manage our bssin

We believe that the deceleration in actissdosses shown in this table was due in patttédLECS', including Qwest's, success in
achieving favorable regulatory rulings and the sssof QCII's customer service initiatives (in whiee participate) designed to provide our
customers with improved service and expanded ptaafterings.

2004 COMPARED TO 2003

The following table compares operating rexefor the years ended December 31, 2004 and 2003:

Increase/ Percentage
Years Ended December 31, (Decrease) Change
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)

Voice service: $ 7,116 $ 7,881 $ (769) (10)%
Data and Interne 2,131 2,12¢ 11 1%
Affiliate services 1,064 784 28C 36%
Other service 12 20 (8 (40)%
Total operating revent $ 10,331 $ 10,81: $ (480) (4%

Voice Services

The decrease in voice services revenuepwamrily due to access line losses from competifivessures, technology substitution and a
reduction in access revenues from external pdtimsare being replaced by affiliate revenues asfiiliate re-entered the long-distance
market in our local service area. In particular,tfee past two years a significant portion of oomgumer and business access line losses have
been attributable to our competitors' use of UN&3B unbundled local loops to deliver voice serviddese losses have been partially offset
by corresponding increases in our wholesale adiress(where UNE-Ps are reflected). However, thyilated price structure of UNE-Ps
applied downward pressure on our revenue.

On February 5, 2005, the FCC issued ne®sreliminating the ILECs' obligations to continuewpding UNE-P and unbundled switchir
as a UNE. We believe this will lead to greater ifbdéity in negotiating contract rates with CLECsdadata access providers. Also, some of our
competitors recently announced their intentionisgcohtinue marketing consumer local voice servicegw customers. We believe these
factors will help mitigate the downward pressureadreline margins due
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to UNE-P. Furthermore, although access line loseatinue, the rate of loss of access lines hasitigcglowed. We believe this slowing is
due to the UNE-P factors discussed above.

Data and Internet Services

Data and Internet services revenue incredse to increases in DSL as this service contitmuégs expanded geographically to allow
more of our customers to convert from dial-up Iné&grconnections to our DSL services. The numbeonSumer DSL subscribers grew by
62%, and we expanded our DSL service area to 678arabcal service area in 2004; however, the impaicreases in consumer DSL
subscribers and related revenue was offset inbjyadlecreases in wholesale data and Internet service

Affiliate Services

The increase in affiliate services revewas primarily caused by increases in switched acqe#/ate line and billing and collection
services provided to our long-distance affiliateeTincrease in these services is offset by a remuit service revenues from external
customers and was associated with growth in thiasdfs long-distance business as they re-entirisdusiness in our local service area.

2003 COMPARED TO 2002

The following table compares operating rexefor the years ended December 31, 2003 and 2002:

Increase/ Percentage
Years Ended December 31, (Decrease) Change
2003 v 2003 v
2003 2002 2002 2002
(Dollars in millions)

Voice service: 7,881 8,59¢ (71¢) (8)%
Data and Interne 2,12¢ 2,18¢ (63) (3)%
Affiliate services 784 56¢ 21€ 38%
Other service 20 23 3 (13)%
Total operating revent $ 10,81 $ 11,37¢  $ (56¢) (5)%

Voice Services

The decrease in voice services revenuedwasn by losses of access lines (see table alas/e)e experienced competition from both
technology substitution and other telecommunicatioroviders reselling our services by using UNEHRPaddition, reductions in revenue
from external parties were replaced by affiliateergues as our affiliate re-entered the long-digtanarket in our local service area. The
regulated price structure of UNE-Ps also appliedrdeard pressure on our revenue. The increase imesale UNE-P access lines partially
offset the loss of retail access lines, but we alqmerienced declines in sales of enhanced featmebinstallation and repair services in our
consumer and business channels. Wholesale loaz# vevenue declined in 2003 and 2002 primarilytdueductions in demand for services
such as operator assistance, pay phones, andaioc

Data and Internet Services

The decline in data and Internet serviesgmue is primarily due to the loss of revenue ftbenbankruptcies of large customers,
primarily in 2002, such as Touch America, Inc., Mid Genuity. Pursuant to the amendment of oureaggat with Microsoft in July 2003,
we became responsible for providing broadband seswilirectly to end-user customers. Prior to thst éve had previously
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provided these services to Microsoft on a wholebakis. Subsequent to that date we have been riecagrevenue at higher retail rates
rather than the lower wholesale rates we chargeuddgoft. We also increased our DSL subscriber bgaskEd%.

Affiliate Services

The increase in affiliate services revewas primarily caused by QCII's entrance into therlbATA long-distance business and a
migration of telecommunications services from tkpatty providers onto our network. These servicgebsralated revenue increases were
related primarily to increases in private line $e#g, and increases in marketing, sales and bilimdjcollection services provided. These
increases were offset by reductions in similar ises/previously provided to external customers.

Operating Expenses
Operating Expense Trends

Our expenses continue to be impacted Htirghidemand due to increased competition. This@thér factors have led to some of the
following trends affecting our operating expenses:

. Pension and healthcare costie combined costs of pension and healthcare grecéed to rise modestly in the short term due
to a net increase in amortization of previouslyniifeed actuarial benefits and losses.

. Reduced capital expenditurddeginning in 2002, we reduced capital expenditaras expect to continue at a reduced level for
the foreseeable future. This reduction has in kedrto a reduction in our depreciation expenseeGihe current business
environment as discussed in Item 1 of this repeetpbelieve that our current level of capital exgamds will sustain our
business at existing levels and support our armtieghcore growth requirements, primarily in the D3éa.

. Reduced affiliate cost$he combined affiliate costs included in both aafstales and SG&A are expected to remain at levels
slightly below or consistent with 2004 charges, althivere reduced from 2003 levels primarily duehfavorable impact of
restructuring activities, and a reduction in infation technology costs due to a concentration stiesys work on products and
services of other affiliates. In addition a benefiapproximately $40 million was realized in 20@dm a change in allocation
methodology for third party system maintenance gbswr
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2004 COMPARED TO 2003

The following table provides further detafjarding our operating expenses:

Increase/ Percentage
Years Ended December 31, (Decrease) Change
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Operating expense
Cost of sale:
Employe¢related cost $ 151z $ 153 $ (29 (1)%
Network expense 194 20¢ (15) (7%
Other nol-employerrelated cost 43C 48¢€ (56) (12)%
Affiliate costs 30¢€ 42( (1149 (27)%
Total cost of sale 2,44z 2,65( (20¢) (8)%
Selling, general and administrati
Employetrelated cost 54¢ 583 (39 (6)%
Bad debt 32 12t (93 (74)%
Restructuring cosl 61 57 4 7%
Property and other tax 312 40:< (92) (23)%
Other nor-employerrelated cost 66¢ 61% 54 9%
Affiliate costs 1,20¢ 1,31¢ (111 (8)%
Total selling, general and administrat 2,82 3,09¢ (271) (9)%
Depreciatior 2,32 2,41z (85) (4)%
Capitalized software and other intangib
assets amortizatic 36€ 33¢ 27 8%
Asset impairment chargs 54 — 54 nm
Total operating expens $ 801 $ 849 $ (489 (6)%

nm—percentages greater than 200% and comparisomspositive to negative values or to zero valuescansidered not meaningful.
Operating Expenses
Cost of Sales
Cost of sales includes employee-relatetscssch as salaries and wages directly attribaitibpproducts or services, and benefits,
network facility costs and other non-employee eflatosts such as facility costs, materials andlggygontracted engineering services and

computer system support, incurred by us or on etelf by our affiliates.

Cost of sales as a percentage of reventreased from 25% in 2003 to 24% in 2004 due toedeses in affiliate costs, attributed to costs
savings resulting from restructuring efforts ofil&ffe companies and reductions in allocated infation technology costs, and decreases in
other non-employee-related costs. The decreasthén non-employee related costs is attributedfevarable settlement of $39 million on a
reciprocal compensation agreement as well as laa@zss charges.

Selling, general and administrative

SG&A expenses include employee relatedscaisth as salaries, wages and benefits not diratttliputable to products or services,
restructuring charges, sales commissions and atireemployee
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related costs such as property and other taxegjdfatccharges, real estate and rent for administrapace, advertising and professional
service fees, incurred by us or on our behalf hyaffiliates.

The decrease in SG&A is due to lower afféi costs, resulting from the factors discussexparating expense trends, lower bad debt
expense due to improvements in credit and collegifactices, as well as a one-time favorable seéfe of approximately $45 million from a
customer emerging from bankruptcy, and lower prigp@ix expense as a result of reduced propertyegadimd reduced capital expenditures.
These decreases were partially offset by an inergason-employee costs driven by higher marketing advertising and external
commissions. The increase in non-employee cosi§sst in affiliate charges, as external commissiohapproximately $20 million were
incurred by our affiliates and allocated to us pt@2004.

As a result of the 2004 plan restructumigjvities, we expect to realize annual cost saviigapproximately $182 million.
Pension and Post-Retirement Benefits

Our employees participate in the QCII pensind other post-retirement benefit plans. Owlteéclude an allocation of pension credits
and post-retirement benefit expenses from QClIciviie refer to on a combined basis as a net peesijoense or credit. We recorded net
pension expenses of $159 and $189 million in 20@42003 respectively. Our 2004 annual costs wetecedd by approximately $28 million
due to recently passed Medicare legislation thetglly subsidizes the costs to employers of pringdporescription drug coverage for their
retirees. The net pension expense or credit isctifin of the amount of pension and post-retirenbemiefits earned, interest on projected
benefit obligations, amortization of costs and @sefilom prior benefit changes and the expectearmedn the assets held in the various plans.
The net pension expense or credit is allocatedagriiynto cost of sales and the remaining balance@&A. For additional information on our
pension and post-retirement plans, see Note 10—&raplBenefits to our consolidated financial stat@sien Iltem 8 of this report.

Depreciation

The 4% decrease in depreciation expense $.412 billion in 2003 to $2.327 billion in 20@4s primarily the result of reduced capital
expenditures beginning in 2002.

Capitalized software and other intangible assetsatization

The 8% increase in amortization expense 839 million in 2003 to $366 million in 2004 wasributable to the increase in total
capitalized software.

Asset impairment charges

In conjunction with our efforts to sell ta&n assets during 2004, we determined that thgiogramounts of those assets were in excess
of our expected sales proceeds. This resultecti2®04 asset impairment charge of $54 million.Rore information on our asset
impairment charges, please see Note 4—Propertyt Bitel Equipment to our consolidated financialestants in Item 8 of this report.
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2003 COMPARED TO 2002

The following table provides further detafjarding our operating expenses:

Increase/ Percentage
Years Ended December 31, (Decrease) Change
2003 v 2003 v
2003 2002 2002 2002
(Dollars in millions)
Operating expense
Cost of sale:
Employecrelated cost: $ 153 $ 141 $ 11¢ 8%
Network expense 20¢ 20t 4 2%
Other noremployer-related cost 48€ 43€ 50 11%
Affiliate costs 42C 35¢ 61 17%
Total cost of sale 2,65( 2,41¢ 234 10%
Selling, general and administrati
Employet-related cost 582 482 101 21%
Bad debi 12t 26C (135 (52)%
Restructuring cost 57 18 39 nm
Property and other tax 40:< 413 (10 (2)%
Other noremployer-related cost 61= 78€ () (22)%
Affiliate costs 1,31¢ 1,22¢ 89 7%
Total selling, general and administrat 3,09¢ 3,18t (87) (3)%
Depreciatior 2,41z 2,541 (129 (5)%
Capitalized software and other intangible
assets amortizatic 33¢ 287 52 18%
Total operating expens $ 849¢ $ 842¢ $ 70 1%

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

Cost of sales as a percentage of revermeased from 21% in 2002 to 25% in 2003, due thdrigmployee and service related costs,
primarily driven by increases in pension and pestement benefit costs discussed below, investineDSL line conditioning expense, and
higher regulatory-related fees. Affiliate chargesreased due to higher charges allocated to usdhnology support and for a new affiliate
equipment maintenance contract.

Selling, general and administrative

The primary causes of the reduction inisgllgeneral and administrative were the decreabad debt expense as a result of large
provisions associated with uncollectible receivalfftem MCI, Touch America and others that we reedrih 2002, improved collection
practices and tighter credit policies in 2003 armterease in other non-employee related costsdimgunarketing and advertising and
professional fees to third-party vendors as wimeerporated certain previously outsourced custogeerice functions into our operations.
offsetting increase in employee related costs teddiom increases in incentive compensation aockases related to our pension and post-
retirement benefit plans.
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Pension and Post-Retirement Benefits

The $242 million increase in pension anstgetirement benefit expense in 2003, from a ¢r@&db53 million in 2002 to a $189 million
expense in 2003, was due primarily to a $90 millieduction in the expected rate of return on pksets from 9.40% to 9.00%, and a loss of
$98 million resulting from recognition of actuargdins and losses. For additional information onpmnsion and post-retirement plans, see
Note 1(—Employee Benefits to our consolidated financiatesinents in Item 8 of this report.

Depreciation

The 5% decrease in depreciation expensattdsutable to reduced capital expenditures hed¢sulting decreases in the depreciable
basis of our fixed assets.

Capitalized software and other intangible assetsatization
The 18% increase in amortization expenseattibutable the increase in total capitalizeithsare.
Other Consolidated Results
Other Expense—Net

Other expense—net includes interest expereteof capitalized interest, gains and lossesanty retirement of debt and other income—
net.

The following table provides further detafjarding other expense—net:

Years Ended December 31, Increase/(Decrease) Percentage Change
2004 v 2003 v 2004 v 2003 v
2004 2003 2002 2003 2002 2003 2002

(Dollars in millions)

Other expense!

Interest expen—net $ 584 $ 572 $ 541 % 11 % 32 2% 6%
Other incom—net (12) (29 (26) 8 7 (42)% 27)%
Total other expense $ 578 $ 554 $ 51t $ 19 $ 39 3% 8%

2004 COMPARED TO 2003
Interest expense—net.The increase in interest expense during 20taitabutable to higher average interest ratesduhe year.
Income Tax Expense

The effective income tax rate is the primrifor income taxes as a percentage of pre-taoniec Our effective income tax rate for 2004
increased to 40.0% as compared to 38.4% for 2008.change reflects an increase in our state in¢ariabilities and non-deductible
expenses, partially offset by the non-taxable ine@ssociated with the Medicare Act subsidy.

Cumulative effect of change in accounting principtenet of tax

In 2003, we recognized a gain of $219 wrll{net of taxes of $139 million) from the cumulatieffect of adopting SFAS No. 143,
"Accounting for Asset Retirement Obligations."
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2003 COMPARED TO 2002

Other Expense—Net
Interest expense. The increase in interest expense was primeriby/to an increase in aggregate debt of $495 midioring 2003.

Income Tax Provision

The effective income tax rate increase8&3% in 2003 from 37.8% in 2002 because 2002 awedebeneficial state audit and accrual
adjustments.

Liquidity and Capital Resource

We are a wholly owned subsidiary of QSCialwhis wholly owned by QCII. As such, factors rédgtto or affecting QCII's liquidity and
capital resources could have material impacts pmakiding changes in the market's perceptionsodind impacts on our credit ratings and
access to capital markets.

As of December 31, 2004, QCII had totalrbaings of $17.3 billion. Some of the borrowingsusd by QCII and QSC are secured by
liens on our stock. As a result, ownership of daclk could transfer if either QCIl or QSC were &fallt on its debt obligations.

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

Near-Term View

Our working capital deficit, or the amotoytwhich our current liabilities exceed our currassets, was $1.017 billion and $2.670 billion
as of December 31, 2004 and 2003, respectively wouking capital deficit decreased $1.653 billior2004 primarily due to the
discontinuance of Qwest Wireless operations, whéshilted in the retirement of $2.134 billion ofilidte borrowings during May of 2004,
and a partially offsetting reduction of $357 milli;n current assets associated with the discordimperations. In addition, current
borrowings were reduced by $476 million, with semiincreases to long term debt. Dividends payatdesased by $213 million as dividends
declared of $2.664 billion exceeded actual dividpagments of $2.451 billion. The timing of cash payts for declared dividends to QSC is
at our discretion in consultation with QSC.

The current working capital deficit is panly due to dividends that we declare to QSC dmadcurrent portion of long-term debt. As
discussed below, we continue to produce significash from operating activities. We believe thatftinancial resources together with our
cash flows from operations will be sufficient to@heur cash needs through the next twelve monthaeer, if we or QCII become subject
to significant judgments, settlements or tax paywesuch as QCII's potential CLAS obligation, agtfer discussed in "Legal Proceedings
Item 3 of this report, we or QCII could be requitednake significant payments that we or QCII dolmve the resources to make. The
magnitude of any settlements or judgments resuftmg these actions could materially and adveraéflgct QClI's ability to meet its debt
obligations and affect its financial condition, @otially impacting its credit ratings, its ability access capital markets and its compliance
debt covenants. In addition, the magnitude of atilesnents or judgments may cause QCII to draw dsigmificantly on its cash balances,
which might force it to obtain additional financiog explore other methods to generate cash. Sutoei® could include issuing additional
securities or selling assets. In particular, todkint that QCII's EBITDA (as defined in QCllI'sbleovenants) is reduced by cash judgments
or settlements, its debt to consolidated EBITDAomatn certain debt agreements will be adversely
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affected. As a wholly owned subsidiary of QCII, tmusiness operations and financial condition chéldimilarly affected, potentially
impacting our credit ratings and access to capitakets.

Long-Term View

We have historically operated with a wogkapital deficit as a result of the issues disedsthove. We expect this trend to continue. As
discussed below, we continue to generate substaath from operations. We believe that cash flooas operations, our current cash
position and continued access to capital markdtsallow us to meet our business requirements idiclg debt service, dividends and capital
expenditures, for the foreseeable future.

In addition to our periodic need to obthirancing in order to meet our debt obligationgresy come due, we may also need to obtain
additional financing or investigate other methaalgé¢nerate cash (such as further cost reductiotieaale of assets) if cash provided by our
and QCII's operations does not improve, if revesuug cash provided by operations continue to dedlireonomic conditions weaken, if
competitive pressures increase, or if we or QCtlooee subject to judgments and/or settlements sigmnifly in excess of QCII's recorded
reserve as further discussed in Item 3 of thismteprothe event of an adverse outcome in one aembthese matters, we or QCII could be
required to make significant payments that we oll@G not have the resources to make. The magnibfiday settlements or judgments
resulting from these actions could materially addessely affect QCII's ability to meet its debtightions and affect its financial condition,
potentially impacting its credit ratings, its ahjlio access capital markets and its complianck débt covenants. In addition, the magnitude
of any settlements or judgments may cause QCltawdlown significantly on QCII's cash balances,alihhight force it to obtain additional
financing or explore other methods to generate.casbh methods could include issuing additionaligges or selling assets. As a wholly
owned subsidiary of QCII, our business operatiordfanancial condition could be similarly affectguhtentially impacting our credit ratings
and access to the capital markets.

The three-year revolving credit facilitytaslished by QSC in 2004 (the "2004 QSC CreditIfgt)i has a cross payment default
provision, and this facility and certain other dssues of QCII and its other subsidiaries havescexceleration provisions. When present,
such provisions could have a wider impact on ligyithan might otherwise arise from a default otederation of a single debt instrument.
These provisions generally provide that a crosaudetinder these debt instruments could occur if:

. QCIl fails to pay any indebtedness when due inggregate principal amount greater than $100 million

. any indebtedness is accelerated in an aggregaigigal amount greater than $100 million ($25 millio the case of one of the
debt instruments); or

. judicial proceedings are commenced to foreclosargnof QCII's assets that secure indebtedness aggregate principal
amount greater than $100 million.

Upon such a cross default, the creditos wiaterial amount of QCII's debt may elect to aecthat a default has occurred under their
debt instruments and to accelerate the principaiuats due such creditors. Cross acceleration pomdsare similar to cross default
provisions, but permit a default in a second destrument to be declared only if in addition toediadilt occurring under the first debt
instrument, the indebtedness due under the filsttidstrument is actually accelerated. In addititve, 2004 QSC Credit Facility contains
various limitations, including a restriction onmgiany proceeds from the facility to pay settlersamtjudgments relating to investigations
securities actions discussed in Note 16—CommitmamtisContingencies to our consolidated financetieshents in Item 8 of this report.
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Payment Obligations

Payment obligations

The following table summarizes our futuoairactual cash obligations as of December 31, 2004

Payments Due by Period

2005 2006 2007 2008 2009 Thereafter Total

(Dollars in millions)

Future Contractual Obligations(1)(2)(3)

Long-term debr $ 402 $ —$ 141 $ 32z $ — $ 5651 $ 7,79
Interest on debt(4 58¢ 56C 51€ 45¢ 44C 4,92; 7,48t
Capital lease obligatior 3 2 2 2 1 8 18
Operating lease 11F 85 80 71 54 241 64¢€
Purchase commitment obligatio 66 56 14 1 — — 137

Total future contractual cash obligatic $ 1,17¢ $ 702 $ 2,022 $ 854 $ 49t $ 10,82¢ $ 16,07¢

1)

()

(3)

(4)

The table does not include our open purchase oedeo$ December 31, 2004. These are primarily @setorders at fair value that are
cancelable without penalty, and are part of norop&rations.

This table does not include accounts payable di4Lbillion, dividends payable to QSC of $412 roiflj accrued expenses and other
current liabilities of $803 million, deferred incentaxes of $2.194 billion and other long-term lidieis of $531 million, all of which
are recorded on our December 31, 2004 consolidetizahce sheets.

We have certain long-term, non-cancelable purchasamitments for advertising and promotion servigeduding advertising and
marketing at sports arenas and other venues amiseWge also have service related commitments wétfous vendors for data
processing, technical and software support. Intamdiwe have telecommunications commitments witliECs, IXCs and third-party
vendors that require us to make payments to puechessvork services, capacity and telecommunicaigopspment. These
commitments generally require us to maintain minimmonthly and/or annual billings, based on usagé&uré payments under certain
services contracts will vary depending on our datsage. In the table above we estimated paymenthdse service contracts based
on the level of services we expect to receive.

Interest expense in future years may differ duetimancing of debt. Interest on our floating rdébt was calculated for all years us
the rates effective as of December 31, 2004.

Employee Benefit Plans.QCII offers pension and post-retirement bendétour employees, some of which are required unde

contractual agreements. Pension and certain ptsrment benefits are paid through trusts and thegeare not included in this table, as we
are not able to reliably estimate our portion dfifa required contributions to the trusts. As ot®mber 31, 2004, QCIlI's qualified defined
benefit pension plan is fully funded. As of DecemBg&, 2004 we have a liability of $2.833 billiorr four allocation of QCII's post-retirement
and other post-employment benefit obligations. Tddality is impacted by various actuarial assuropt and will differ from the sum of the
future value of actuarially estimated payments. fagéer discussion of our benefit plans in Note-dBmployee Benefits to our consolidated
financial statements in item 8 of this report.

Letters of Credit

At December 31, 2004, we had outstandittgrie of credit of approximately $4 million.
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Historical View
Operating Activities

We generated cash from operating activafe®3.319 billion, $4.824 billion and $4.562 billi in 2004, 2003 and 2002, respectively. For
2004, the $1.505 billion decrease in cash provigedontinuing operating activities compared to 268sulted from a $909 million decrease
in cash for intercompany tax payments to our pareabnnection with our internal tax allocation grayment policy. In addition, there was a
$541 million decrease in cash from affiliate andentaccounts payable and accrued expense transgdaiod a decrease of $43 million of ¢
generated from income from operations after adjgstor impairment, depreciation and amortizatianmalative effect of change in
accounting principle, and discontinued operatidie decrease in adjusted income from operationgwasrily due to the continued trend
of decreasing revenues.

The $262 million increase in cash provitbgdperating activities in 2003 as compared to 2088 primarily the result of favorable
changes in certain operating asset and liabiligpants of $945 million, partially offset by a dease in income from operations of
$683 million after adjusting for non-cash itemslilting depreciation, amortization, and cumulatiffee of change in accounting principle.
This decrease in adjusted income from operatioagdisect result of the continuing decline in opieigrevenues.

Despite the decrease in cash generateddparating activities in 2004, we continue to proglgignificant operating cash flows
regardless of the decline in operating revenueeWect that the cash flow from operations alondp wintinued access to capital markets
be sufficient to cover our operating expenses, ggrerporate overhead, capital expenditures aibt skrvice obligations.

Investing Activities

Cash used for investing activities was $1.4illion, $1.667 billion and $2.518 billion in @8, 2003 and 2002, respectively. Cash used in
investing activities in 2004 decreased $236 miltompared to 2003 primarily as a result of a $1898an reduction in capital expenditures
in 2004. Cash used in investing activities in 2@@8reased $851 million compared to 2002 primaslya @aesult of a 2002 capital contribution
to Qwest Wireless of $800 million and a reductiorcapital expenditures in 2003 of $111 million.

Capital expenditures were $1.437 billioh,@85 billion and $1.746 billion in 2004, 2003 &D2, respectively. We expect that our 2005
capital expenditures will approximate 2004 levels.

Financing Activities

Cash used in financing activities was $9.Bdlion, $2.458 billion and $1.954 billion in 2802003 and 2002, respectively. During 2004,
we received an aggregate of $836 million in prosdeaim the issuance of new long-term borrowings rapaid an aggregate of $952 million
in long-term borrowings. At December 31, 2004 weenia compliance with all provisions or covenart®r borrowings. For additional
information regarding the covenants of our existilegpt instruments, see Note 6—Borrowings to ousobidated financial statements in ltem
8 of this report.

We paid cash dividends of $2.451 billio8,880 billion and $1.915 billion in 2004, 2003 &@D2, respectively. We have historically
declared and paid regular dividends to QSC baseailiononsolidated net income. In August 2003, weliffexd our dividend practice to
exclude Qwest Wireless's losses in the determimatioegular dividends we declare and pay. In M@94£ we transferred ownership of
Qwest Wireless to an affiliate. During 2004, weldeed an additional dividend that included prioripé earnings determined without the
effect of Qwest Wireless's losses. In July 2004weelified our dividend practice to balance our ficial needs, cash position and credit
profile with those of our parent. As a result, gpforward, we may declare and pay dividends in sxce
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of our earnings to the extent permitted by applieddow. Our debt covenants do not limit the amafrdividends we can pay to our parent.

On April 30, 2004, QSC made a capital dbotron of $2.185 billion to us. We in turn madeapital contribution of this same amount to
Qwest Wireless, which used these proceeds to sulasha pay off its borrowings. On May 1, 2004, wansferred ownership of Qwest
Wireless to an affiliate.

Credit ratings

The table below summarizes the long-terit d&tings at December 31, 2004 and 2003:

December 31,

2004 2003
Moody's Ba3 Ba3
S&P BB- B-
Fitch BB B

With respect to Moody's, a Ba rating isgad to have speculative elements, meaning thduthee of the issuer cannot be considered to
be well-assured. Often the protection of interesk principal payments may be very moderate, anetiyenot well safeguarded during both
good and bad times. The "1,2,3" modifiers showtiedastanding within the major categories, 1 bdimghighest, or best, modifier in terms of
credit quality.

With respect to S&P, any rating below BBMlicates that the security is speculative in nattirBB rating indicates that the issuer
currently has the capacity to meet its financiahoatment on the obligation; however, it faces majpgoing uncertainties or exposure to
adverse business, financial or economic conditiéch could lead to the obligor's inadequate ciapéo meet its financial commitment on
the obligation. An obligation rated B is more vulalgle to nonpayment than obligations rated BB, thetobligor currently has capacity to
meet its financial commitment on the obligationva&tse business, financial, or economic conditioitislikely impair the obligor's capacity
or willingness to meet its financial commitmenttbe obligation. The plus and minus symbols showatiet standing within the major
categories.

With respect to Fitch, any rating below BBRonsidered speculative in nature. A BB ratimdjcates that there is a possibility of credit
risk developing, particularly as the result of atdheeeconomic change over time; however, busineisasrcial alternatives may be availabli
allow financial commitments to be met. A B ratimglicates that significant credit risk is present, & limited margin of safety remains.
Financial commitments are currently being met; haevecapacity for continued payment is continggadrua sustained, favorable business
and economic environment. The plus and minus sysndladw relative standing within major categories.

Debt ratings by the various rating agenoéfiect each agency's opinion of the ability af thsuers to repay debt obligations as they ¢
due. In general, lower ratings result in higherbaing costs and/or impaired ability to borrow. écarity rating is not a recommendation to
buy, sell, or hold securities and may be subjecétision or withdrawal at any time by the assigniating organization.

Given these current credit ratings, aschateove, our ability to raise additional capitatianacceptable terms and conditions may be
negatively impacted.

Critical Accounting Policies and Estimates

We have identified the policies and estasdielow as critical to our business operationstia@dinderstanding of our results of
operations, either past or present. For a detdixlission on the application of these and otlgifitant accounting policies, see the notes to
our consolidated financial statements in Item & report. These policies and estimates are dereil “critical" because they either had a
material impact or they have the potential to haweaterial impact on our
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financial statements, and because they requirdfisigmt judgments, assumptions or estimates. Nwdédur preparation of the consolidated
financial statements and notes thereto, requirés make estimates and assumptions that affecefimted amount of assets and liabilities,
disclosure of contingent assets and liabilitiethatdate of our consolidated financial statementsthe reported amounts of revenue and
expenses during the reporting period. We beliegettie estimates, judgments and assumptions maele adtounting for items and matters
such as future usage under long-term contractspmes retention patterns, collectibility of accasineceivable, expected economic duration
of assets to be depreciated or amortized, asagti@hs, internal labor capitalization rates, remability of assets, rates of return on assets
held for employee benefits, timing and amountautifife employee benefit payments, uncertain taxtiposi reserves and other provisions
contingencies are reasonable, based on informatiaitable at the time they are made. However, thanebe no assurance that actual results
will not differ from those estimates.

Policies and Estimates Materially Impacting Curreor Future Results of Operation
Loss Contingencies and Litigation Reserves

We are involved in several material legalgeedings, as described in more detail in "Legat&edings" in Item 3 of this report. We
assess potential losses in relation to these dredt pending or threatened legal matters. If aibssnsidered probable and the amount can be
reasonably estimated, we recognize an expenshdastimated loss, as described in more detallégal Proceedings” in Item 3 of this
report. To the extent these estimates turn oux¢eead or be less than the actual liability resglfitom the resolution of these matters, our
earnings will be increased or decreased accordifglye differences turn out to be material, oansolidated financial statements could be
materially impacted.

Restructuring

Periodically, QCIl commits to exit certdinsiness activities, eliminate office or facilitychtions and/or reduce our number of
employees. Our portion of the charge to record sudicision depends upon various assumptions dimgduture severance payments,
sublease income, length of time on market for abaad rented facilities, contractual terminationts@d so forth. Such estimates are
inherently judgmental and may change materialiedagoon actual experience. The estimate of fuhggds on sublease income and disposal
activity generally has the most significant impdte to the estimates and judgments involved irapication of each of these accounting
policies, changes in our plans and these estinaaigsnarket conditions could materially impact anafficial condition or results of
operations.

Economic Lives of Assets to be Depreciated or Amazed

Due to rapid changes in technology andcthmpetitive environment, selecting the estimatexhemic life of 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 ouledetion rates. As of December 31, 2004, the weijaverage remaining expected life of
our property, plant and equipment was 6.6 years.éfffect of a one year increase in the estimatetulibves of our property, plant and
equipment would have decreased our depreciatioaresepby approximately $300 million; the effect afree year decrease in the estimated
useful lives of our property, plant and equipmentld have increased our depreciation expense bypzippately $410 million. As of
December 31, 2004, the weighted average remainipgoted life of our intangibles assets with fidites was 2.5 years. The effect of a one
year increase in the estimated useful lives ofimtangibles assets with finite lives would haverdased our amortization expense
approximately $90 million; the effect of a one yedacrease in the estimated useful lives of our
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intangibles assets with finite lives would haver@ased our amortization expense by approximate? $2illion.
Pension and Post-Retirement Benefits

Our employees participate in the QCII penspost-retirement and other post-employment higplefns. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide keriefother employees of QCII or its
affiliates. QCII allocates the cost of pension aodt-retirement health care and life insurance fitsrend required contributions to us. The
allocation is based upon employee demographicsioémployees compared to all the remaining pasitip. For further discussion of the
QCII pension, post-retirement and other post-emplayt benefit plans and the critical accountingnestés please see the QCII annual report
on Form 10-K for the year ended December 31, 20Q€( 2004 Form 10-K").

Recoverability of Long-Lived Assets

We follow the provisions of SFAS No. 14Actounting for the Impairment or Disposal of Longy#d Assets." Under the provisions of
that standard, we must review the recoverabilitpuflonglived assets whenever events or changes in cireunoss indicate that the carry
amount of those assets may not be recoverableelts or changes in circumstances indicate thatahging amount of an asset, or group of
assets, may not be recoverable, we will evaluaeahboverability of the carrying value of our loligd assets using gross undiscounted cash
flow projections. Such evaluations require idenéfion of the lowest level of identifiable, largehdependent, cash flows for purposes of
grouping assets and liabilities subject to revi&he cash flow projections will include long-ternréoasts of revenue growth, gross margins
and capital expenditures, all of which require Bigant judgment and assumptions.

Policies and Estimates Primarily Impacting Past Rits of Operations
Asset Retirement Obligations

We have network assets located in leasgpgpties such as equipment rooms. For certainesietiheases, we are legally obligated to
remove our equipment when the lease expires. Asrexjby SFAS No. 143, "Accounting for Asset Retient Obligations," we record a
liability for the estimated current fair value bftcosts associated with these removal obligatesestimate our removal liabilities using
historical cost information, industry factors, andrent engineering estimates. We then estimatprisent value of these costs by discout
the future expected cash payout to current fauerélased on our incremental borrowing rate. TaeRtent there are material differences
between our estimated and actual removal cost®andstimated and actual discount rates, we caailefuired to adjust our recorded
liabilities at that time. These estimates werdaaitfactors in determining the net income impdc$219 million upon the adoption of SFAS
No. 143 in 2003

Recently Adopted Accounting Pronouncements and Cuntative Effect of Adoption

In December 2003, the Medicare Prescripblang, Improvement, and Modernization Act of 20€8("Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgponsors of retiree healthcare benefit p
that provide a benefit that is at least actuarietiyivalent to the Medicare benefit. We adopteddtioeisions of FASB Staff Position No. 106-
2 ("FSP No. 106-2"), "Accounting and Disclosure Riegments Related to the Medicare Prescription Dimgrovement and Modernization
Act of 2003". Accounting for the government subsjatgvided under the Act reduced our accumulated-misement benefit obligation by
$197 million. The Act reduced the prescription dexgpense component of our 2004 post-retirementfibexg@enses by $27 million. See
Note 1(—Employee Benefits to our consolidated financiatesnents in Item 8 of this report.
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Recently Issued Accounting Pronouncemel

In December 2004, the FASB issued SFASIRBR, "Share-Based Payment" ("SFAS No. 123R"). SNAS123R requires that
compensation cost relating to share-based paymeergactions be recognized in financial statemegdedb on the fair value of the equity or
liability instruments issued. We will be requiredapply SFAS No. 123R as of the interim reportiegiqd beginning July 1, 2005. SFAS
No. 123R covers a wide range of sl-based compensation arrangements including shaieneprestricted share plans, performance-based
awards, share appreciation rights, and employee shachase plans. However, we do not anticipatettie adoption of SFAS No. 123R will
have a material impact on our financial positiomesults of operations.

In December 2004, the FASB issued SFAS188, which is effective for us starting July 1, 300h the past, we were frequently
required to measure the value of assets exchangeshimonetary transactions by using the net badkevof the asset relinquished. Under
SFAS No. 153, we will measure assets exchangeratdlue, as long as the transaction has comnieudigstance and the fair value of the
assets exchanged is determinable within reasotiatits. A non-monetary exchange has commercial tsuige if the future cash flows of the
entity are expected to change significantly assaltef the exchange. The adoption of SFAS No.i$5®t anticipated to have a material
effect on our financial position or results of cgions.

Risk Management

We are exposed to market risks arising fobianges in interest rates. The objective of olar@st rate risk management program is to
manage the level and volatility of our interestemxge. We may employ derivative financial instrureg¢atmanage our interest rate risk
exposure. In the third quarter, we entered interegt rate swap agreements in the notational aned®%75 million to manage exposure to
interest rate movements and to optimize our mixtdiféoating and fixed-rate debt while minimiziniguidity risk. The effective floating
interest rate on the agreements is LIBOR plus 3.43% interest rate swap agreement was designatedadr-value hedge, which effectively
converts a portion of our fixed-rate debt to flogtrate through the receipt of fixed-rate amountsxchange for the floating rate interest
payments. The impact on interest expense in 20&mwaimal.

As of December 31, 2004 and 2003, approtalp&1.25 billion of floating rate debt was expdde changes in interest rates. This
exposure was linked to LIBOR. A hypothetical in@eaf 100 basis points in LIBOR would increase ahpue-tax interest expense by
$12 million. As of December 31, 2004 and 2003, \8e &ad approximately $400 million and $900 millioespectively, of long-term fixed
rate debt obligations maturing in the following m®nths. Any new debt obtained to refinance thig detuld be exposed to changes in
interest rates. A hypothetical 100 or 200 basistpioicrease in the interest rates on this debt dvaot have had a material effect on our
earnings.

As of December 31, 2004, we had $560 nmilbd cash invested in money market and other deamt-investments. Most cash
investments are invested at floating rates. Agésterates change so will the interest income derfvrom these accounts.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Form 10-K contains or incorporategé&ference forward-looking statements. These stat&sreclude, among others:

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

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

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

These forward-looking statements are stilbipenumerous assumptions, risks and uncertaititetsmay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesft risks are described below under "
Factors." These risk factors should be considerednnection with any subsequent written or oralvyd-looking statements that we or
persons acting on our behalf may issue. We do mi¢take any obligation to review or confirm antdyexpectations or estimates or to
release publicly any revisions to any forward-loakstatements to reflect events or circumstandes e date of this report or to reflect the
occurrence of unanticipated events. Further, tf@nmation contained in this document is a statemé&our intention as of the date of this
filing and is based upon, among other things, tistiag regulatory environment, industry conditipnsarket conditions and prices, the
economy in general and our assumptions as of saieh @We may change our intentions, at any timevatitbut notice, based upon any
changes in such factors, in our assumptions ometse.
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RISK FACTORS
Risks Affecting Our Business

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

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiomterisify. We have faced greater
competition in our core local business from calmpanies, wireless providers (including our afféia facilities-based providers using their
own networks as well as those leasing parts ohetwork (unbundled network elements) and reselRegulatory developments have
generally increased competitive pressures on osinbss, such as the November 2003 decision allofeingumber portability.

Due to these and other factors, we belrapetitive telecommunications providers are n@ésrhindered by historical barriers to en
As a result, we are seeking to distinguish oursefi@n our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bijj improved customer support and other ongoingsorea. However, these initiatives are
new and unproven. We may not have sufficient resesuto distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgpessally products for which we act as a reselleerkif we are successful, these initiatives
may not be sufficient to offset our continuing lagsiccess lines. Please see "Management's Disoumsd Analysis of Financial Condition
and Results of Operations” in Item 7 of this refiortmore information regarding trends affecting aacess lines.

We have also begun to experience and efpeber increased competitive pressure from tet@oanications providers consolidating
with other providers or reorganizing their capglicture to more effectively compete against usaesult of these increased competitive
pressures, we have been and may continue to bedfteaespond with lower profit margin product oiffigs and pricing schemes in an effort
to retain and attract customers. These pressutadd adversely affect our operating results andrfoia performance.

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

The telecommunications industry is expetieg significant technological changes, and oulitglib execute our business plans and
compete depends upon our ability to develop newymts and accelerate the deployment of advancedariices, such as broadband data
and video services. The development and deployofemw products could require substantial expemnelitd financial and other resources in
excess of contemplated levels. If we are not abbietelop new products to keep pace with technoébgidvances, or if such products are not
widely accepted by customers, our ability to corapmtuld be adversely affected and our market stwarlel decline. Any inability to keep up
with changes in technology and markets could als@isely affect the trading price of our securigesl our ability to service our debt.

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

Our revenue decline over the past few yisdergely attributable to our continued loss ofess lines, which is a result of increased
competition and technology substitution (such aglss and cable substitution for wireline telephoiVe are seeking to improve our
competitive position through product bundling atiden sales and marketing initiatives. However, vaymot be successful in these efforts. If
we are not successful and our revenue declinesrialbtevithout corresponding cost
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reductions, this will cause a material deterioratio our results of operations and financial candiind adversely affect our ability to service
debt and pay other obligations.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the major lawsuits pendimggimst QCII and us or the investigation of QCII cuently being conducted by the U.
Attorney's Office could have a material adverse iagp on our financial condition and operating resf on the trading price of our del
securities and on our ability to access the capitadrkets.

The DOJ investigation and the securitig®as described in Item 3—Legal Proceedings of tbmort present material and significant
risks to QCII and us. In many of the securitiesans, the plaintiffs seek tens of millions of dolan damages or more, and in one putative
class action lawsuit, lead counsel for the plaintifas indicated that plaintiffs will seek damadgpethe tens of billions of dollars. For a
description of these and other significant legakcpedings, see Item 3—Legal Proceedings of thisrtephe outcomes in any cases which
have been or may be brought by the U.S. Attorn@ffise or the SEC against former officers or empley of QCIlI may have a negative
impact on the outcome of certain of these legabast

Further, the size, scope and nature ofdbatements of QCII's consolidated financial statets for 2001 and 2000, which are described
in its 2002 Form 10-K/A, affect the risks presenbgdhese investigations and actions, as theseerativolve, among other things, QCIlI's
prior accounting practices and related disclosuP&sntiffs in certain of the securities actionwv@alleged QCII's restatement of items in
support of their claims. We can give no assurasde ¢he impacts on QCII's or our financial resalt§inancial condition that may ultimately
result from all of these matters. As QCII has poesly disclosed, during 2003 and 2004, QCII recomdserves in its financial statements
totaling $750 million in connection with the inviggttions and securities actions. The $750 millieserve was reduced by $125 million in
December 2004 as a result of a payment in that atiowonnection with a settlement in October 200the SEC's investigation of QCII.
The remaining reserve amount represents a finahpayto be made in connection with the SEC settfgnmethe amount of $125 million and
the minimum estimated amount of loss QCII belieggzrobable with respect to the securities actibltavever, the ultimate outcomes of
these matters are still uncertain and there igrfgiant possibility that the amount of loss Q@ill ultimately incur could be substantially
more than the reserve QCII has provided. If thenmded reserve that will remain after QCII has ghilamount owed under the SEC
settlement is insufficient to cover these matt@G]1 will need to record additional charges tostatement of operations in future periods.

An adverse outcome with respect to the Bifrney's Office investigation could have a miteand significant adverse impact upon
QCIl and us. Additionally, QCII continues to defeaghinst the securities actions vigorously andiisemtly unable to provide any estimate as
to the timing of the resolution of these actionayAettlement of or judgment in one or more of ¢ghastions substantially in excess of QCII's
recorded reserves could have a significant impad@@ll and us, and we can give no assurance thit@@e will have the resources
available to pay any such judgment. The magnitddmg settlement or judgment resulting from thest#goas could materially and adversely
affect QClI's and our ability to meet our debt ghtions and our financial condition, potentiallypatting our credit ratings, our ability to
access capital markets and our compliance with c®l@nants. In addition, the magnitude of any ettint or judgment may cause QCIl o
to draw down significantly on our cash balancesictvimight force us to obtain additional financingexplore other methods to generate ¢
Such methods could include issuing additional ggesror selling assets.

Further, given the size and nature of augiess, QCIl and we are subject from time to tiomearious other lawsuits which, depending
on their outcome, may have a material adverseteffec
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QCII's and our financial position. Thus, QCIl and van give no assurances as to the impacts oinaucfal results or financial condition as
a result of these matters.

Continued scrutiny of QCII's financial disclosuresould reduce investor confidence and cause the inadprice for our debt securities to
decline.

As a result of QCII's accounting issues @redincreased scrutiny of financial disclosur@estor confidence in QCII has suffered and
could suffer further. As discussed earlier, the.lABorney's Office is currently conducting an istigation of, without limitation, transactions
related to the various adjustments and restatendestsibed in QCII's 2002 Form 10-K/A, transactibesveen QCII and certain of its
vendors and certain investments in the securifiéisose vendors by individuals associated with Q&hld certain prior disclosures made by
QCII. Although, as described above, QCII has extér® a settlement with the SEC concerning itestigation of QCII, the SEC continues
to investigate the conduct of individuals.

A criminal trial of four former employeesrcluded in April 2004, resulting in the completgaittals of two of these former employees
and no complete resolution as to the charges agamsther two former employees. Subsequent téridle one of these other individuals
pleaded guilty to a felony charge and a seconddglgguilty to a misdemeanor charge. Additionall@wid criminal trials could take place in
the future. Evidence that is introduced at sudcignnay result in further scrutiny by governmeamtathorities and others.

The existence of this heightened scrutimy these pending investigations could adversebcaffivestor confidence and cause the tre
price for our debt securities to decline.

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

Our operations are subject to extensiveri@degulation, including the Communications Atii834, as amended, and FCC regulations
thereunder. We are also subject to the applicals bnd regulations of various states, includimyilieion by PUCs and other state agencies.
Federal laws and FCC regulations generally apphegolated interstate telecommunications (includimgrnational telecommunications that
originate or terminate in the United States), whtigte regulatory authorities generally have juctssh over regulated telecommunications
services that are intrastate in nature. The logadpetition aspects of the Telecommunications Aetsaibject to FCC rulemaking, but the state
regulatory authorities play a significant role inglementing those FCC rules. Generally, we musdinl#nd maintain certificates of authority
from regulatory bodies in most states where werafigulated services and must obtain prior regtyadpproval of rates, terms and
conditions for our intrastate services, where nesgiiOur businesses are subject to numerous, #enl @iite detailed, requirements under
federal, state and local laws, rules and regulatidwcordingly, we cannot ensure that we are alvimg®mpliance with all these requireme
at any single point in time. The agencies respdasdy the enforcement of these laws, rules andlegigns may initiate inquires or actions
based on their own perceptions of our conductaset on customer complaints.

Regulation of the telecommunications indui changing rapidly, and the regulatory envir@mtvaries substantially from state to state.
All of our operations are also subject to a var@tgnvironmental, safety, health and other govermial regulations. There can be no
assurance that future regulatory, judicial or llgige activities will not have a material adveeféect on our operations, or that regulators or
third parties will not raise material issues wiélgard to our compliance or noncompliance with aaiblie regulations.

We monitor our compliance with federaltstand local regulations governing the dischargedisposal of hazardous and
environmentally sensitive materials, including &@mission of electromagnetic radiation. Althoughlvedieve that we are in compliance with
such regulations, any such discharge,
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disposal or emission might expose us to claimstioas that could have a material adverse effeaiwrbusiness, financial condition and
operating results.

Risks Affecting Our Liquidity

QClIlI's high debt levels, the restrictive terms ¢ idebt instruments and the substantial litigatipending against it pose risks to our
viability and may make us more vulnerable to adweeronomic and competitive conditions, as well #seo adverse developments.

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of December 34,20 consolidated debt was $7.7 billion,
which is included in QCII's total consolidated deb$17.3 billion as of such date. A significant@mt of our and QCIlI's debt obligations
come due over the next few years. While we curydrdlieve we will have the financial resources tetour obligations when they come
due, we cannot anticipate what our or QCII's futordition will be. We may have unexpected costslabilities and we may have limited
access to financing.

In addition to our periodic need to obthirancing in order to meet our debt obligationgresy come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of assets) if cash provided by our
and QCII's operations does not improve, if reveswug cash provided by operations continue to dedlireonomic conditions weaken, if
competitive pressures increase or if we or QClloge subject to significant judgments and/or settlets as further discussed in "Legal
Proceedings" in Item 3 of this report and in "Lidjty and Capital Resources" above. Also, we mayrpacted by factors relating to or
affecting QCII's liquidity and capital resourcesedo perception in the market, impacts on credimga, or provisions in our and QCII's
financing agreements that may restrict our flekipilinder certain conditions. The 2004 QSC Creditikty also has a cross payment default
provision, and the 2004 QSC Credit Facility andaiarother debt issues of QCII and its other subgi&s have cross acceleration provisions.
When present, such provisions could have a widpaghon liquidity than might otherwise arise frordefault or acceleration of a single debt
instrument. As a wholly owned subsidiary of QCIHaRSC, any such event could adversely affect ollityatp conduct business or access
capital markets and could adversely impact ouritratings.

Our high debt level could adversely impaat credit ratings. Additionally, the degree to ahive, together with QCII, are leveraged
may have other important limiting consequenceduding the following:

. placing us at a competitive disadvantage as cordpaité our less leveraged competitors, includinpneavho have
significantly reduced their debt through a bankeygiroceeding;

. making us more vulnerable to the current or futlbenturns in general economic conditions or in ahgur businesses;

. limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhinh we operate; and

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

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

We anticipate that our capital requiremealsating to maintaining and routinely upgrading onetwork will continue to be significant in
the coming years. We may be unable to further Baamitly reduce our capital requirements or opatpgxpenses even if revenue is
decreasing. We also may be unable to significaetiiyice the operating expenses associated wittutwrefcontractual cash
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obligations, including future purchase commitmentisich may in turn affect our operating resultsclsnon-discretionary capital outlays and
operating expenses may lessen our ability to coenpéh other providers who face less significardraging requirements. While we believe
that our current level of capital expenditures wikket both our maintenance and our core growthinements going forward, this may not be
the case if circumstances underlying our expectatdhange.

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

We have historically declared and paid tagdividends to our direct parent, QSC, basedherearnings of our wireline operations. In
July 2004, we modified our dividend practice todwmamle our financial needs, cash position and cpedfile with those of our parent. As a
result, going forward, we may declare and pay @ik in excess of our earnings to the extent peunlity applicable law which may
consume a significant amount of the cash we geme@atr debt covenants do not limit the amount wvidéinds we can pay to our parent.

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

The terms of QCIlI's and our debt instruragaermit both QCII and us to incur additional ingelmess. Such debt may be necessary to
comply with regulatory obligations to maintain Q€lbr our assets, to satisfy regulatory servicggabbns, to adequately respond to
competition or for financial reasons alone. Incratakborrowings or borrowings at maturity on tertat impose additional financial risks to
our various efforts to improve our financial comafitand results of operations could exacerbatether risks described herein.

Other Risks Relating to Qwest

If conditions or assumptions differ from the judgmeés, assumptions or estimates used in our accougtpolicies, the accuracy of ot
financial statements and related disclosures coblkl affected

The preparation of financial statements r@fated disclosures in conformity with GAAP re@siimanagement to make judgments,
assumptions and estimates that affect the amoepested in our consolidated financial statementsaatompanying notes. Our accounting
policies, which are described in this Form 10-Ksaée those significant accounting policies andhoés used in the preparation of our
condensed consolidated financial statements tleata@rsidered "critical" because they require judgsieassumptions and estimates that
materially impact our consolidated financial sta¢ers and related disclosures. As a result, if &igvents differ significantly from the
judgments, assumptions and estimates in our adogupblicies or different assumptions are usedanftiture, such events or assumpti
could have a material impact on our consolidatedrfcial statements and related disclosures.

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

As a significant taxpayer, QCII is subjecfrequent and regular audits from the IRS, ad asfrom state and local tax authorities. Tt
audits could subject us to risks associated witleemt positions taken by these tax authoritieadelsee "Legal Proceeding®ther Matters'
in Item 3 of this report for examples of legal predings involving some of these adverse positibasexample, in the fourth quarter of 20
QCIlI received notices of proposed adjustments wrrsé significant issues for the 1998-2001 auddeyAdditionally, the IRS indicated in
January 2005, that it is reviewing QCII's tax treamt of the DEX sale in the 2002-2003 audit cycle.

Because prior to 1999 QCII was a membeffifated groups filing consolidated U.S. fedeirdome tax returns, QCII could be
severally liable for tax examinations and adjusttaemt directly
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applicable to current members of the Qwest aféiliagroup. Tax sharing agreements have been exduetwden QCII and previous affiliates,
and QCII believes the liabilities, if any, arisifrgm adjustments to tax liability would be bornethg affiliated group member determined to
have a deficiency under the terms and conditiorsioh agreements and applicable tax law. QCII bagmovided in its financial statements
for any liability of former affiliated members oorfclaims they have asserted or may assert aga{bbt

While QCII believes its tax reserves adéglygorovide for the associated tax contingencigden current accounting literature, QCIl's
audits and examinations may result in tax lialg$itthat differ materially from those it has recard®its consolidated financial statements.
Also, the ultimate outcomes of all of these mattesuncertain, and QCII can give no assurance ahiéther an adverse result from one or
more of them will have a material effect on itsaficial results, including potentially offsettingignificant portion of its existing net operat
losses, which could affect our financial conditaomd operating results to the extent the matteesa@C.

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

We are a party to collective bargainingtcacts with our labor unions, which represent aisicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementh@gsexpire from time to time. If we fail to ext&or renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouii unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a significamugison of operations, which could have a mateadlerse effect on our business. In
August 2003 we reached agreements with the CWAlatBEW on twoyear labor contracts. Each of these agreementsatifisd by unior
members and expires on August 13, 2005. The ingfa&@05 and future negotiations, including charigesages and benefit levels that are
collectively bargained for as part of the overalhtracts with the unions, could have a materialdotn our financial results. As an example,
if we are not able to negotiate for certain keytcactual terms such as caps on reimbursable ptistment health care costs, we could be
required to recognize materially higher employest€o

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

The information under the caption "Risk Mgament" in "Management's Discussion and Analyisisrancial Condition and Results of
Operations" in Item 7 of this report is incorpochteerein by reference.

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying conselitibalance sheets of Qwest Corporation and sulisslias of December 31, 2004 and
2003, and the related consolidated statementsroinggs, stockholder's equity, and cash flows faheaf the years in the three-year period
ended December 31, 2004. These consolidated fialesteitements are the responsibility of the Comjsampanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements based on our audits.

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

In our opinion, the consolidated finan@tdtements referred to above present fairly, imallerial respects, the financial position of
Qwest Corporation and subsidiaries as of Decembg2@®4 and 2003, and the results of their opearatand their cash flows for each of the
years in the thre-year period ended December 31, 2004, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompangamgolidated financial statements, effective Jan@iaP003, the Company adopted Statement
of Financial Accounting Standards No. 148counting for Asset Retirement Obligations

KPMG LLP

Denver, Colorado
February 28, 2005
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Operating revenu $ 9267 $ 10,027 $ 10,81
Operating reveni—affiliates 1,06¢ 784 56€
Total operating revent 10,33: 10,81: 11,37¢
Operating expense
Cost of sales (exclusive of depreciation and arnatitin) 2,13¢ 2,23( 2,057
Cost of sale—affiliates 30¢€ 42C 35¢
Selling, general and administrati 1,62: 1,78: 1,95¢
Selling, general and administrat—affiliates 1,204 1,31¢ 1,22¢
Depreciatior 2,32i 2,417 2,541
Capitalized software and other intangible assetsrazmation 36¢€ 33¢ 287
Asset impairment chargs 54 — —
Total operating expens 8,01¢ 8,49¢ 8,42¢
Operating incom: 2,31t 2,312 2,95(
Other expense (income
Interest expen—net 584 573 541
Other (income—net (12) (19 (26)
Total other expens BrE 554 51¢
Income before income taxes, discontinued operatmscumulative effect «
change in accounting princig 1,742 1,75¢ 2,43¢
Income tax expens (69¢) (675) (933)
Income from continuing operatiol 1,04« 1,08: 1,502
Loss from discontinued operations, net of tax béwéf$34, $159 and $444,
respectively (53 (252 (697)
Income before cumulative effect of change in actiogrprinciple 991 831 80¢
Cumulative effect of change in accounting principlet of taxes of $0, $13¢
and $0, respectivel — 21¢ —
Net income $ 991 $ 1,05C $ 80t

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

CONSOLIDATED BALANCE SHEETS

December 31,

2004 2003

(Dollars in millions)

ASSETS

Current asset:
Cash and cash equivalel $ 56C $ 921
Accounts receivab—Iless allowances of $72 million and $102 milliorspectively 1,06¢ 1,32:
Accounts receivab—affiliates 15€ 12€
Deferred income taxe 11z 154
Prepaid and other ass: 262 313
Assets associated with discontinued operat — 357
Total current asse 2,15¢ 3,19/
Property, plant and equipm—net 15,26¢ 16,42(
Capitalized software and other intangible a—net 79¢ 97¢€
Prepaid pension ass 1,021 922
Other asset 34¢€ 42~
Total asset $ 1959 $ 21,93

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current borrowing: $ 405 % 881
Accounts payabl 367 55E
Accounts payab—affiliates 67& 591
Dividends payab—QSC 41z 19¢
Accrued expenses and other current liabili 803 95¢€
Deferred revenue and advance billi 511 54¢
Liabilities associated with discontinued operati — 2,13¢
Total current liabilities 3,17: 5,86¢
Long-term borrowings (net of unamortized debt distmf $138 and $157,
respectivel—See Note 6 7,25¢ 6,87
Pos-retirement and other p-employment benefit obligatior 2,83: 2,77:
Deferred income taxe 2,19¢ 2,661
Other lon¢-term liabilities 531 68¢
Total liabilities 15,98¢ 18,86(

Commitments and contingencies (Note
Stockholder's equity

Common stoc—one share without par value, owned by C 10,15¢( 8,23¢
Note receivabl—affiliate — (28¢€)
Accumulated defici (6,54¢€) (4,877)
Total stockholder's equit 3,60¢ 3,071
Total liabilities and stockholder's equ $ 1959 $ 21,93

The accompanying notes are an integral part oktheasolidated financial statements.

51




QWEST CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

Net income

Adjustments to net incom
Loss from discontinued operations net of
Depreciation and amortizatic
Gain on sale of asse
Provision for bad debr
Deferred income taxe
Asset impairment charg:
Cumulative effect of change in accounting princ—net of taxe:
Income tax benefit distributed to Q¢
Loss on early retirement of de
Other noi-cash charge—net

Changes in operating assets and liabilit
Accounts receivabl
Accounts receivab—affiliates
Prepaid and other current ass
Prepaid income tax—QSC
Accounts payable and accrued expel
Accounts payab—affiliates
Deferred revenue and advance billii
Other noi-current assets and liabiliti

Cash provided by operating activiti

INVESTING ACTIVITIES
Expenditures for property, plant and equipn
Capital contribution to Qwest Wirele
Proceeds from sale of property and equipn
Other

Cash used for investing activiti

FINANCING ACTIVITIES
Equity infusions from QS
Payment of current borrowin—affiliate by Qwest Wireles
Repayments of lor-term borrowings, including current maturiti
Net repayments of sh-term borrowings
Proceeds from lor-term borrowings
Dividends paid to QSt
Collection of note receivak—affiliate
Debt issuance cos

Cash used for financing activiti
CASH AND CASH EQUIVALENTS
(Decrease) increase in ce
Net cash (utilized) generated by discontinued dpers

Beginning balanc

Ending balanc:

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

$ 991 $ 1,05 $ 80¢<

53 252 697
2,691 2,751 2,82¢
(5) — —

32 122 26C
(425) 23¢ 27C
54 — —

— (219) —
(32) (179 (110)

6 I J—

23 23 (19)
221 60 14
(30) 10€ (14)
73 5 53

— 25¢ (36)
(337) 73 (324)
147 277 217
(184) (159) (102)
44 16 23
3,31¢ 4,82 4,562
(1,437) (1,63%) (1,746)
— — (800)

11 — 28

®) (32 —
(1,431) (1,667) (2,518)
2,231 — —
(2,185 — —
(952) (1,27) (46¢)
— — (1,019
83¢€ 1,72¢ 1,47€
(2,45]) (2,880) (1,915)
28€ — —
(19 (36) (39)
(2,249 (2,45¢) (1,954
(361) 69¢ 90
— (5) 6
921 227 131

$ 56C $ 921 $ 2217



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

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

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

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

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

Balance, December 31, 20C

Note

Receivable—

Affiliate
(note 12)

Common Stock

Deficit)

(Accumulated

Total

(Dollars in millions)

$ 8,48. $ (286) $ (3617) $  4,57¢
— — 80E 805

— — (80E) (80E)

2 — — 2

16 — — 16

(110) — — (110)

10 — — 10

8,40( (286) (3,617) 4,497

— — 1,05( 1,05(

— — (2,306) (2,306)

1 — — 1

(179) — — (179

8 — — 8

8,23¢ (286) (4,879 3,077

— — 991 991

— — (2,664) (2,662

(32 — — (32

2,231 — — 2,231

(29€) — — (29€)

11 28€ — 297

$ 10,15 $ — % (6,546 $ 3,60
| | | |

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, 2004, 2003 and 200

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

Note 1: Business and Background
Description of busines

We are wholly owned by Qwest Services Caapon ("QSC"), which is wholly owned by QCII. Weqvide local telecommunications
and related services, IntraLATA long-distance sssiand data and video services within our log@icearea, which consists of the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdiontana, Nebraska, New Mexico, North Dakota, @regouth Dakota, Utah,
Washington and Wyoming. Our operations are includetie consolidated operations of our ultimateepgrQCII, and generally account for
the majority of QCII's consolidated revenues. @ledommunications products and services are prdvtd®ugh our traditional telephone
network located within our local service area. didition to our operations, QCIl maintains a wirslésisiness (comprised of the wireless
operations we transferred to an affiliate in Map#£0and a national fiber optic network. Throughfitter optic network, QCII provides the
following wireline products and services that werdt provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access;

. Web hosting; and

. Professional services.

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

Pursuant to a merger between QCII and UESW Inc. (our pre-merger parent) on June 30, 2a0@;h we refer to as the Merger, QCII
acquired all of the operations of U S WEST andgilssidiaries and we became an indirect wholly owsdasidiary of QCII.

Until May 1, 2004, we provided wirelesswsees through our wholly owned subsidiary, Qwestaliss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest g to an affiliate. As a consequence, we no lohgee wireless operations, and the
results of operations and financial position of @i /ireless are included in discontinued operatioreur consolidated financial statements.
Please see Note 7—Transfer of Qwest Wireless Qpesafor additional information on discontinued cat@ns.
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Note 2: Summary of Significant Accounting Policies

Basis of presentation. The accompanying consolidated financial statémmclude our accounts and the accounts of dusidiaries
over which we exercise control. All intercompanyamts and transactions with our consolidated sidrggs have been eliminated.

We record intercompany charges at the atsdhilted to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distited cost, as more fully described in Note 15—Rel&®arty Transactions. Regulators
periodically review our compliance with regulatioAsljustments to intercompany charges that resoihfthese reviews are recorded in the
period they become known. We purchase serviceh, asitnarketing and advertising, information techgg] product and technical services
as well as general support services from affiliat¥s provide to our affiliates telephony and da&eviges as well as other services. In 2004, a
benefit of approximately $40 million was realizedrh a change in allocation methodology for thirdtyaystem maintenance charges.

Use of estimates. Our consolidated financial statements are pegban accordance with accounting principles gdheazcepted in the
United States of America ("GAAP"). These accountinignciples require us to make certain estimatedgments and assumptions. We bel
that the estimates, judgments and assumptions wilagle accounting for items and matters such as ferg-contracts, customer retention
patterns, allowance for bad debts, depreciatiomrapnation, asset valuations, internal labor cdigiidgion rates, recoverability of assets,
impairment assessments, employee benefits, tee®mvies and other provisions and contingencieseasdnable, based on information
available at the time they are made. These estapjaidgments and assumptions can affect the rapart®unts of assets and liabilities as of
the date of the consolidated financial statemexgtsyell as the reported amounts of revenue ancherpealuring the periods presented. We
also assess potential losses in relation to periiiggtion and, if a loss is considered probabid ¢he amount can be reasonably estimate:
recognize an expense for the estimated loss. Aotsalts could differ from these estimates. SeeeN6t—Commitments and Contingencies.

Reclassifications. Certain prior year balances have been recladdid conform to our current year presentation.

Revenue recognition. Revenue for services is recognized when tlaeaelservices are provided. Payments receivedviarnae are
deferred until the service is provided. Up-frorgdeeceived, primarily activation fees and instadfacharges, as well as the associated
customer acquisition costs, are deferred and rézedmver the expected customer relationship pevidich ranges from one to ten years.
The amount of customer acquisition costs whichdaferred is less than or equal to the amount dfapt-fees deferred. Costs in excess of
up-front fees are recorded as an expense in thedgecurred. Expected customer relationship pevriak estimated using historical data of
actual customer retention patterns. Terminatios t@eother fees on existing contracts that are tietgd in conjunction with new contracts
deferred and recognized over the new contract term.

Revenue related to equipment sales is rézed upon acceptance by the customer, and whémeationditions for revenue recognition
have been satisfied. Customer arrangements tHatimboth equipment and services are evaluatedt@mine whether the elements are
separable based on objective evidence. If the elemzge separable and separate earnings processtesotal consideration is allocated to
each element based on the relative fair valueseo$éparate elements and the revenue associatedagh element is recognized as earned. If
separate earnings processes do not exist, totaldmration is deferred and recognized ratably gweifonger of the contractual period or the
expected customer relationship period.

Advertising costs. Costs related to advertising are expensedcasrigd. Advertising expense was $158 million, $9lfion and
$181 million for the years ended December 31, 22083 and 2002,
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respectively, and is included in selling, general administrative on our consolidated statementgpefations.

Income taxes. We are included in the consolidated federabine tax return of QCII. The QCII tax allocation ipgltreats our
consolidated results as if we were a separate yaxp@he policy requires that each subsidiary p&yaix liabilities in cash based upon each
subsidiary's separate return taxable income. Textent a subsidiary has taxable losses, no furidineceived and therefore such benefit is
retained by QCII. We are also included in combistde tax returns filed by QCII, and the same payraad allocation policy applies.

The provision for income taxes consistamfimount for taxes currently payable and an amoutax consequences deferred to future
periods. Deferred income tax assets and liabildiesrecognized for the future tax consequenceb#tble to the differences between the
financial statement and tax basis of assets ahiiiti@s using enacted tax rates expected to afaptite year in which the differences are
expected to affect taxable income. The effect darded income tax assets and liabilities of a cleangax rate is recognized in operations in
the period that includes the enactment date ofateechange. Deferred tax assets are reviewedeondee if they are more likely than not to
be realized and, if not, then valuation allowarmesestablished to reduce deferred income taxsags#iie amounts expected to be recovered.

We use the deferral method of accountimgrfeestment tax credits earned prior to the repéalich credits in 1986. We also defer
certain transitional investment tax credits earaielr the repeal, as well as investment tax creditaed in certain states. Investment tax
credits are included in other long-term liabilit@s our consolidated balance sheets. We amortegetbredits over the estimated service lives
of the related assets as a decrease to our in@nexpense in our consolidated statements of apesat

Cash and cash equivalentsWe utilize the cash management services of Q@UIl manages our cash in accordance with its cash
investment policy, which restricts investmentsngwre preservation of principal and maintenandeuoidity. Although cash and cash
equivalents balances are generally unsecured,adandes are maintained with financial institutitimst QCII and we believe are creditwort
We consider cash on hand, deposits in banks amgtiments purchased with original maturities oféhrenths or less to be cash and cash
equivalents. Our cash investment policy limits ¢tbacentration of investments with specific finahaiatitutions or among certain products
and includes criteria related to credit worthinesany particular financial institution.

Allowance for doubtful accounts.The allowance for doubtful accounts receivabftects our best estimate of probable losses antter
in our receivable portfolio determined on the ba$ikistorical experience, specific allowancesknown troubled accounts and other
currently available evidence.

Property, plant and equipment.Property, plant and equipment are carried stt, gus the estimated value of any associated lega
retirement obligations. Property, plant and equipnage depreciated using the straight-line grouthow Under the straight-line group
method, assets dedicated to providing telecommtiaitaservices (which comprise the majority of ptoperty, plant and equipment) that
have similar physical characteristics, use and eepeuseful lives are categorized in the year aedudn the basis of equal life groups for
purposes of depreciation and tracking. Generaligen the straight-line group method, when an assatld or retired, the cost is deducted
from property, plant and equipment and chargedtoimulated depreciation without recognition of anga loss. A gain or loss is recognized
in our consolidated statements of operations draydisposal is abnormal or unusual or when aigatgves land or assets associated with the
sale of customer contracts. Leasehold improvensetamortized over the shorter of the useful Inviethe assets or the lease term.
Expenditures for maintenance and repairs are ergemsincurred. Interest is capitalized duringdiestruction phase of network and other
internal-use capital projects. Employee-
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related costs directly related to constructiomééiinal use assets are also capitalized duringahstruction phase. Property, plant and
equipment supplies used internally are carriedretaaye cost, except for significant individual igefor which cost is based on specific
identification.

We have asset retirement obligations aasettiwith the removal of a limited group of progeglant and equipment assets. When an
asset retirement obligation is identified, usuaiyassociation with the acquisition of the asset,reacord the fair value of the obligation as a
liability. The fair value of the obligation is iiatly capitalized and then amortized over the eated remaining useful life of the associated
asset. Where the removal obligation is not ledailhding, the net cost to remove assets is expengbe period in which the costs are actu
incurred.

Our policy for asset retirement obligatiwas changed in 2003 with the adoption of StaterakRtnancial Accounting Standard
("SFAS") No. 143. Prior to 2003, we included estietanet removal costs (removal costs less sahiag®)r group depreciation rates,
including those asset retirement obligations thataanot legally binding. These costs had beenateftein the calculation of depreciation
expense and, therefore, were recognized in accteaubepreciation. The change in policy in 2003 meglus to record a cumulative effect
a change in accounting principle charge of $36%ianibefore taxes. The total net income impachef 2003 change in policy was
$219 million ($365 million less an asset retiremelniigation of $7 million, net of income taxes df3® million).

Impairment of long-lived assets.We review long-lived assets, other than othtarigible assets with indefinite lives, for impagmh
whenever facts and circumstances indicate thatalmging amounts of the assets may not be recolerAb impairment loss is recognized
only if the carrying amount of the asset is nobkerable and exceeds its fair value. Recoverahifigssets to be held and used is measured
by comparing the carrying amount of an asset testienated undiscounted future net cash flows @rpldo be generated by the asset. If the
asset's carrying value is not recoverable, an impait charge is recognized for the amount by whiehcarrying amount of the asset exceeds
its fair value. We determine fair values by usingpanbination of comparable market values and distmlicash flows, as appropriate.

Capitalized software and other intangibksets. Internally used software, whether purchasedeoeloped, is capitalized and
amortized using the straight-line group method @reestimated useful life of 18 months to five wedém accordance with American Institute
of Certified Public Accountants Statement of Posit®8-1, "Accounting for the Costs of Computer #%afie Developed or Obtained for
Internal Use", we capitalize certain costs assediatith software such as costs of employees daydtitime to the projects and external direct
costs for materials and services. Costs assoamthdnternally developed software are expensed th@ point at which the project has
reached the development stage. Subsequent additimakfications or upgrades to internal-use sofenane capitalized only to the extent that
they allow the software to perform a task it prewgily did not perform. Software maintenance ancdhingi costs are expensed in the period in
which they are incurred. The capitalization of wafite requires judgment in determining when a ptdjas reached the development stage
the period over which we expect to benefit fromtise of that software.

Intangible assets, such as capitalizedvsoét are recorded at cost.

Intangible assets with finite lives are atized on a straight-line basis over that life. \Whthere are no legal, regulatory, contractual or
other factors that would reasonably limit the ukkfel of an intangible asset, we classify the imgible asset as indefinite lived and such
intangible assets are not amortized.

Derivative instruments. All derivatives are measured at fair value egmbgnized as either assets or liabilities on omsolidated
balance sheets. Changes in the fair values ofaterévzinstruments that do not qualify as hedgegarahy ineffective portion of hedges are
recognized as a gain or loss in our consolidaiateistent of operations in the current period. Chamgéhe fair values of
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derivative instruments used effectively as faiueahedges are recognized in earnings (losses) alith the change in the value of the
hedged item. Changes in the fair value of the &ffeportions of cash flow hedges are reportedfireocomprehensive income (loss) and
recognized in earnings (losses) when the hedgedigeecognized in earnings (losses).

Restructuring charges. Periodically QCII commits to exit certain busss activities, eliminate administrative and nekwocations,
and/or reduce our number of employees. At the imestructuring plan is approved by QCII, we re@charge to the consolidated staten
of operations for our estimated costs associatéiuthé plan. Charges associated with these exitsstructuring plans incorporate various
estimates, including severance costs, subleasenmemd costs, disposal costs, length of time oketdor abandoned rented facilities and
contractual termination costs. We also record agghevhen we permanently cease use of a leaseddockstimates of charges associated
with the abandoned operating leases, some of whitdil long-term lease obligations, are based @sting market conditions and net
amounts that we estimate we will pay in the futlmeaccordance with SFAS No0.146, "Accounting fors@oAssociated with Exit or Disposal
Activities" ("SFAS No. 146"), charges associatethvihe abandoned operating leases recorded in @893ubsequent, were measured using
the present value of the estimated net amountsilvpay while charges recorded prior to 2003 werasured on an undiscounted basis.

Fair value of financial instruments. Our financial instruments consist of cash aamshcequivalents, accounts receivable, accounts
payable and borrowings and interest rate swap agmes. The carrying values of cash and cash eauitsalaccounts receivable, accounts
payable and short-term borrowings approximate tladirvalues because of their short-term nature. lidurowings had a fair value of
approximately $8.2 billion at December 31, 2004 28a3. The fair values of our borrowings are baseduoted market prices where
available, if not available, based on discountddriucash flows using current market interest rades interest rate swap agreements had a
fair value of $0.2 million at December 31, 2004. W@ not have any interest rate swap agreememgfent at December 31, 2003. The fair
value of our interest rate swap agreement is basedvaluation provided by the counterparty toageeement of the amount that the
counterparty is willing to exchange in a curreanBaction to terminate the agreement.

Stock based compensationSome of our employees participate in QClI'slstmption plans. These plans are accounted fogubia
intrinsic-value method allowed under Accountingnéiples Board Opinion No. 25 "Accounting for Stdekued to Employees” ("APB
No. 25") under which no compensation expense isgmized for options granted to employees when xieecése price of those options equ
or exceeds the value of the underlying securitthenmeasurement date. Any excess of the stock pnitke measurement date over the
exercise price is recorded as deferred compensatidramortized over the service period during whiehstock option award vests using the
accelerated method described in Financial Accogr$tandards Board ("FASB") Interpretation ("FIN"pN28, "Accounting for Stock
Appreciation Rights and Other Variable Stock OptiworAward Plans". QCII allocates to us, througloatdbution, our share of the deferred
compensation expense described herein based amsjgfianted to our employees.

Had compensation cost for our employeeatsigiation in the QCII stock-based compensaticeamplbeen determined under the fair-value
method in accordance with the provisions of SFAS N8, "Accounting for Stock-Based Compensatiomt, et income would have been
changed to the pro
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forma amounts indicated in the table below. The ammsfor 2003 and 2002 have been adjusted to dbyrmetlect the options outstanding at
the end of each period.

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Net income!
As reportec $ 991 $ 1,05 $ 80Ot
Add: Stock-based employee compensation expensgdietlin net income, net
of related tax effect () 2 5
Deduct: Total stock-based employee compensatioaressgpdetermined under
the fairvalue-based method for all awards, net of related tasces (20 (22 (40
Pro forma $ 96 $ 103 $ 77C

The pro forma amounts reflected above nwye representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thless is not known and the assumptions usedi¢ordime the fair value can vary
significantly. Following are the weighted-averagswamptions used with the Black-Scholes option-pgichodel to estimate the fair value of
all QCII options granted to our employees in 2203 and 2002:

Years Ended December 31,

2004 2003 2002
Risk-free interest rat 2.8% 2. 7% 4.1%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected option life (year: 4.3 4.4 4.4
Expected stock price volatilit 88% 88% 58%
Weighte-average grant date fair val $ 31C $ 231 $ 2.2t

Stockholder's equity. In the normal course of business we transfeetago and from our parent, QSC. It is QCII's andpolicy to
record asset transfers to and from QSC based oyirmavalues.

Recently Adopted Accounting Pronouncemel

We adopted the provisions of FASB Interatien No. 46 (revised December 2003), "ConsoligatibVariable Interest Entities" ("FIN
46R") in the first quarter of 2004. The adoptioriN No. 46R did not have a material impact on us.

In December 2003, the Medicare Prescripflaung, Improvement, and Modernization Act of 2008("Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgponsors of retiree healthcare benefit p
that provide a benefit that is at least actuariafiyivalent to the Medicare benefit. We adoptedptiowisions of FASB Staff Position No. 106-
2 ("FSP No. 106-2"), "Accounting and Disclosure Regments Related to the Medicare Prescription Dhmgrovement and Modernization
Act of 2003". Accounting for the government subsiatgvided under the Act reduced our allocated acdatad post-retirement benefit
obligation by $197 million. The Act reduced the gmmeption drug expense component of our allocat#iost-retirement benefit expenses
by $28 million. See Note 10—Employee Benefits.

Recently Issued Accounting Pronouncemel

In December 2004, the FASB issued SFASIRBR, "Share-Based Payment" ("SFAS No. 123R"). SNAS123R requires that
compensation cost relating to share-based paymargactions be
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recognized in financial statements based on thev&dile of the equity or liability instruments igsl We will be required to apply SFAS
No. 123R as of the interim reporting period begiigniuly 1, 2005. SFAS No. 123R covers a wide rarighar-based compensation
arrangements including share options, restrictagesplans, performance-based awards, share appeaights, and employee share
purchase plans. However, we do not anticipatettieabdoption of SFAS No. 123R will have a matdrigdact on our financial position or
results of operations.

In December 2004, the FASB issued SFAS198, which is effective for us starting July 1, 80h the past, we were frequently
required to measure the value of assets exchangeshimonetary transactions by using the net badkevof the asset relinquished. Under
SFAS No. 153, we will measure assets exchangedratdlue, as long as the transaction has comneauistance and the fair value of the
assets exchanged is determinable within reasofiatite. A non-monetary exchange has commercial tsue if the future cash flows of the
entity are expected to change significantly assaltef the exchange. The adoption of SFAS No.i$5®t anticipated to have a material
effect on our financial position or results of cgtons.

Note 3: Accounts Receivable

The following table presents details of aocounts receivable balances:

December 31,

2004 2003

(Dollars in millions)

Trade receivable $ 68C $ 874
Earned and unbilled receivabl 21C 24C
Purchased receivabl 18¢ 211
Other receivable 59 10C
Subtotal 1,13¢ 1,42¢
Less: Allowance for bad dek (72 (102
Accounts receivable n-affiliates—net 1,06¢ 1,32¢
Accounts receivab—affiliates 15€ 12¢€
Accounts receivable, n $ 1,227 $ 1,44¢
| |

We are exposed to concentrations of cregktfrom customers within our local service ared §om other telecommunications service
providers. We generally do not require collatesadécure our receivable balances. We have agreeméhtother telecommunications serv
providers whereby we agree to bill and collecttwirtbehalf for services rendered by those progideiour customers within our local serv
area. We purchase accounts receivable from otlemoirmunications service providers on a recoursestzand include these amounts in our
accounts receivable balance. We have not expedemte significant losses related to these purcheszzivables.
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Note 4: Property, Plant and Equipment

The components of property, plant and egeipt are as follows:

December 31,

Depreciable

Lives 2004 2003
(Dollars in millions)

Land N/A $ 101 $ 102
Buildings 3C-40 year 2,981 2,94¢
Communications equipme 7-10 year 18,55! 18,45:
Other network equipmel 8-50 year 18,98¢ 18,66(
General purpose computers and o 5-11 year 2,18¢ 2,36¢
Construction in progres N/A 99 14C
Total property, plant and equipme 42,91 42,67
Less: accumulated depreciati (27,649 (26,25)
Property, plant and equipm+—net $ 15,26¢ $ 16,42(

During 2004, in conjunction with our efféot sell certain assets, we determined that thryiogramounts were in excess of our expected
sales price, which indicated that our investmemthiése assets may have been impaired at thatAdageresult of such efforts and pursuant to
SFAS No. 144 "Accounting for the Impairment or Displ of Long-Lived Assets” ("SFAS No. 144"), weogted the following impairment
charges:

. Impairment charges totaling $35 million to reduoe tarrying value of network supplies held for galtheir estimated fair
value based on recent selling prices for comparatdets.

. Impairment charges totaling $19 million for a retioie in the carrying value of pay phone assethiéir testimated fair value.

In accordance with SFAS No. 144, the edteahdair value of the impaired assets becomesehebasis for accounting purposes. As
such, approximately $119 million in accumulatedreefation was eliminated against the cost of thegired assets in connection with the
accounting for these impairments. The impact ofitiygairments is not material to our depreciatiopense.

Asset Retirement Obligatior
As discussed in Note 2—Summary of Signific&ccounting Policies, we adopted SFAS No. 143amuary 1, 2003.

Our asset retirement obligations primardiate to the costs of removing communication eqpaipt from leased properties when the
leases expire. The balance of our asset retirealgigiations at each of December 31, 2004 and 208%4 million and is included in other
long-term liabilities on our balance sheets. Adoreexpense and settlements during 2004 and 2008 nat material.

If the provisions of SFAS No. 143 had badopted prior to the period ended December 31, 288Ancome for 2002 would have
decreased by approximately $45 million.
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Note 5: Intangible Assets
The components of intangible assets afell@svs:

December 31,

2004 2003
Amortizable Carrying Accumulated Carrying Accumulated
Lives Cost Amortization Cost Amortization
(Dollars in millions)
Intangibles with finite lives:
Capitalized software and other intangik lt5year $ 1,81¢ % ,020) $ 1,81 % (837)
Total intangible asse $ 1,81¢ $ (1,02) $ 1,81 $ (837)

Amortization Expense

We recorded amortization expense of $3@bamiin 2004 for intangibles assets with finiteds. Based on the current balance of

intangible assets subject to amortization, theregtd amortization for each of the succeeding Bsyisaas follows:

Estimated
Amortization
Expense

(Dollars in millions)

2005 $ 338
2006 23¢€
2007 13z
2008 70
2009 25

Total $ 79€

I
Note 6: Borrowings
Current Borrowings

As of December 31, 2004 and 2003, our cditverrowings consisted of:

December 31,

2004 2003

(Dollars in millions)

Current portion of lon-term borrowings $  40cC $ 867
Current portion of capital lease obligations arttko 5 14
Total current borrowing $  40% $ 881
] |
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Long-term Borrowings

As of December 31, 2004 and 2003, our larg borrowings consisted of the following:

December 31,

2004 2003

(Dollars in millions)

Notes with various rates ranging from 5.50% to 8%2including

LIBOR* plus 4.75%, with maturities from 2005 to Z0 $ 7,781 $ 7,88i
Unamortized discount and ott (138 (157)
Capital lease obligations and ot 11 25
Less: current portio (405) (887)
Total lon¢-term borrowings $ 7,25¢ $ 6,87«
| |
* London interbank offering rate

The indentures governing the notes in tieva table contain certain covenants including,nmitlimited to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitatbarmergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with refgatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2804.

On August 25, 2004 and September 8, 20@4wvchased approximately $569 million aggregaitecimal amount of 7.20% notes due
November 1, 2004 pursuant to a tender offer. OneXther 1, 2004, we repaid the remaining $181 milfiancipal amounts due under the
notes.

On August 19, 2004, we issued an aggremfa675 million of 7.875% notes due September 1120 he notes are unsecured general
obligations and will rank equally with all othersetured and unsubordinated indebtedness. The auvemd default terms are substantially
the same as those associated with our other longdebt. We plan to file an exchange offer regigirastatement for a new issue of
substantially identical notes within 315 calendayslof the date of issuance of the notes. If tlehange offer registration statement does not
become effective within 315 calendar days of thie ddiissuance of the notes or the exchange affeoi consummated within 45 days of the
registration statement's effectiveness, the ratehath interest accrues on the notes will incraasg125%. The aggregate net proceeds from
the offering have been or will be used for geneoaporate purposes, including funding or refinagadr investments in telecommunications
assets. On November 23, 2004, we issued $250 malggregate principal amount of our 7.875% noteskptember 2011, bringing the t
principal amount outstanding of such series to $8#Bon. The aggregate net proceeds from the ofteof $264 million have been or will be
used for general corporate purposes, includingifighdr refinancing our investments in telecommutiice assets.

In addition, concurrent with the issuantéhe $575 million of notes as described aboveentered into interest rate swap agreements tc
manage exposure to interest rate movements angtitnive our mixture of floating and fixed-rate detttile minimizing liquidity risk. The
effective floating interest rate on the swap agreisis the London interbank offered rate ("LIBORI)s 3.43%. The interest rate swap
agreements are designated as fair-value hedgesh effectively converts this portion of our fixeate debt to floating rate through the rec
of fixed-rate amounts in exchange for floating-raterest payments. The impact on interest expfosethese transactions in 2004 was
minimal.
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On May 1, 2004, we redeemed the entire $illbn outstanding principal of our 5.65% notassdNovember 1, 2004 and the entire
$41 million outstanding principal amount on oury&%r 5.5% debentures due June 1, 2005 at par.

On April 30, 2004, QSC made a capital dbotron of $2.185 billion to us. We in turn madeapital contribution of this same amount to
Qwest Wireless, which used these proceeds to gats dforrowings. On May 1, 2004, we transferrechevship of Qwest Wireless to an
affiliate.

On June 9, 2003, we entered into a searan toan with two tranches for a total of $1.78iti principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ra#nche, due in 2007, and a $500 million fixea taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our indébéss. The floating rate tranche cannot be prdpaitivo years and thereafter is subject to
prepayment premiums through 2006. There are no atandprepayment requirements. The covenant araltléérms are substantially the
same as those associated with our other long-tebh @he net proceeds were used to refinance ajppatedy $1.1 billion of our debt due in
2003 and fund or refinance our investment in tel@@winications assets.

The floating rate tranche bears intere&iROR plus 4.75% (with a minimum interest rate6o50%) and the fixed rate tranche bears
interest at 6.95% per annum. The interest ratderildating rate tranche was 7.39% at Decembe2@14. The lenders funded the entire
principal amount of the loan subject to the origjisaue discount for the floating rate tranche 0% and for the fixed rate tranche of
1.652%.

An aggregate $1.5 billion principal amoohbur outstanding notes due 2012 has been accadidiional interest of 0.25% per annum
since October 9, 2002. Once we complete a regisexehange of these notes, this additional intevédstease.

Our long-term borrowings had the followingerest rates and maturities at December 31, 2004

Maturities

Interest Rates 2005 2006 2007 2008 2009 Thereafter Total

(Dollars in millions)

Above 5% to 6% $ — 3 — $ 70 $ 32 $ — 3 — $ 39
Above 6% to 7% 40C — 90 — — 1,50¢ 1,99
Above 7% to 8% — — 1,25( 2 — 2,407 3,65
Above 8% to 9% — — — — — 25C 25!
Above 9% 3 — — — — 1,50( 1,50
Total $ 405 % — $ 141C % 32z % — 3 5,657 7,79
| | | | | |

Capital lease ¢
Unamortized discount and ott (13t

Less current borrowing (40!
Total lon¢-term deb $ 7,25

Other debt related matters

At December 31, 2004, QCII had total borirgys of $17.3 billion. Some of these borrowingsiexs by QCII and QSC are secured by
liens on our stock. As a result, ownership of daclk could transfer if either QCIl or QSC were &falilt on their debt obligations.

As of December 31, 2004, QCIl and QSC vieieompliance with all of the provisions and covetseof their borrowings.
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Interest

The following table presents the amourgrofss interest expense, capitalized interest asid jgaid for interest during 2004, 2003 and
2002:

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Gross interest expen $ 59 $ 58 $ 56t
Capitalized interes 9 (13 (24)
Net interest expens $ 58 $ 572 $ 541
| | |

Cash interest pai $ 567 $ 57¢ $ 47z

Note 7: Transfer of Qwest Wireless Operations

On April 30, 2004, QSC made a capital dbotion of $2.185 billion to us. We, in turn, maaleapital contribution of the same amount
into Qwest Wireless, which used these proceedayalpwn its $2.185 billion in outstanding borrowséng

On May 1, 2004, we transferred ownershipufest Wireless to an affiliate. The transfer waglmin the form of a dividend to QSC, ¢
as a result, no consideration was exchanged. Dinsttransfer, we no longer have wireless openatiand the results of Qwest Wireless
operations are presented as discontinued operatidhese financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. We now redpegrthe Qwest revenue from affiliate wireless ofiers in our consolidated statements of
operations.

The following table presents the summarizsililts of operations related to our discontinogerations for the years ended Decembe
2004, 2003 and 2002:

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Wireless operating reven $ 168 $ 594 $ 694
Qwest revenue from affiliate wireless operati (43 (149 (157
Net revenue 12¢ 45( 537
Costs and expense

Costs of sale 64 222 28C
Selling, general and administrati 88 211 281
Depreciation and amortizatic 7 53 12¢
Asset impairment charges and ot — 23C 83:<
Loss from operation (34) (26¢) (98¢)
Other expens (53 (143 (15%)
Loss before income taxi (87) (417 (1,147
Income tax benef 34 15¢ 444
Loss from discontinued operatio $ (B3 $ (259 ¢ (697)

The following table presents the assetsliaiities associated with our discontinued opierss related to our transfer of ownership of
Qwest Wireless to an affiliate as of December 8D This
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table does not include figures as of December B@42as ownership of Qwest Wireless operationstreasferred on May 1, 2004.

December 31, 200

(Dollars in
millions)
Current transferred asst $ 9
Deferred income taxe 14¢€
Property, plant and equipment, | 36
Other asset 16€
Total assets associated with discontinued opers $ 357
|
Current borrowing—affiliates $ 2,11¢
Current and long-term portion of liabilities assted with
discontinued operatior 16
Total liabilities associated with discontinued cgems $ 2,13¢
|

Current borrowings-affiliates representrstterm borrowings by Qwest Wireless on unsecuirggs| of credit from related parties. As
noted above, on April 30, 2004 Qwest Wireless jp#idts $2.185 billion in outstanding borrowings.

Note 8: Restructuring Charges

The restructuring reserve balances discuissw are included in our consolidated balan@ethin the category of accrued expenses
and other current liabilities for the current pontiand other long-term liabilities for the longsteportion. Charges and reversals discussed
below are included in our consolidated statememwfpefrations in selling, general and administragivpenses. As of December 31, 2004 and
2003, the amounts included as current liabilitieser$49 million and $58 million, and the non-cutneortions were $12 million and
$14 million, respectively.

2004 Activities
An analysis of activity associated with #@04 restructuring plan as well as prior yeartestiring plans is as follows:

Year Ended December 31, 2004

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

(Dollars in millions)

2004 restructuring pla $ — $ 71 % 32 % 2 % 37
2003 restructuring pla 51 — 35 9 7
2002 and prior restructuring pla 21 4 5 3 17

Total $ 72 $ 7% 72 $ 14 % 61

During the year ended December 31, 200padsof an ongoing effort of evaluating costs péations, QCII reviewed our employee
levels in certain areas of our business. As a tesal established a reserve and recorded a chama 2004 consolidated statement of
operations for $71 million for costs of severaneedfits pursuant to established severance poliQ€$l identified approximately 2,100 of
our employees from various functional areas toebminated as part of the 2004 restructuring pldmoligh December 31, 2004,
approximately 1,900 of the planned reductions heghlzompleted. The remaining 200 planned reductiomexpected to occur over the next
year, with severance payments generally extendorg fwo to 12 months
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We do not have separate segments althoegtontribute to QCII's segments. During the yeaedrDecember 31, 2004, our
contribution to QCII's 2004 plan restructuring espe, by segment, includes $65 million for wirelared $4 million for other.

During the year ended December 31, 2004tized $34 million of the 2003 restructuring pléas described below) reserves for
employee severance payments and $1 million forasalte exit-related payments. QCIl had identifipdroximately 1,600 of our employees
to be terminated as part of the 2003 restructysiag and as of December 31, 2004, these emplogeetiens were complete. As the 2003
employee reduction plan was essentially completka@tual costs were less than originally estimatedreversed $9 million of severance
related reserves during the year ended Decemb&084,

During the year ended December 31, 2004thf® 2002 and prior restructuring plans (as dbsdrbelow) we increased our reserves for
real estate exit costs by $4 million, primarily doedownward revisions in expected sub-lease renttilized $5 million for real estate exit-
related lease obligations, and reversed $3 mibiioseverance related reserves as the employeetimthievere complete.

2003 Activities

During the year ended December 31, 200Badsof an ongoing effort of evaluating costs pérations, QCII reviewed our employee
levels in certain areas of our business. In conmeetith this restructuring and, as a result, wialglished a reserve and recorded a charge to
our 2003 consolidated statement of operations 7drriillion to cover the costs associated with tret@ns, as more fully described below.

An analysis of activity associated with @03 restructuring plan as well as prior yearuestiring and Merger plans is as follows:

Year Ended December 31, 2003

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

(Dollars in millions)

2003 restructuring pla $ — $ 71 % 20 $ — 3 51
2002 restructuring and prior pla 82 — 47 14 21
Total $ 82 $ 71 % 67 $ 14 $ 72

The 2003 restructuring reserve included@ésof $65 million related to severance benefitspant to established severance policies
$6 million for real estate exit obligations, whiphimarily include estimated future net paymentsabandoned operating leases. QCII
identified approximately 1,600 of our employeesirearious functional areas to be terminated asqdattis restructuring. Through
December 31, 2003, approximately 1,100 of the mdmeductions had been completed. The real estiteosts include the net present value
of rental payments due over the remaining ternhefiéases, net of estimated sublease rentals &inthesd costs to terminate the leases.
Through December 31, 2003, we had utilized $20ionilbf the 2003 restructuring reserves for severgayments.

During the year ended December 31, 2008¢ontribution to QCII's restructuring expense bgraent includes $66 million for wireline
and $5 million for other.

During the year ended December 31, 2003tized $33 million of the 2002 and prior yeastmicturing plan reserves for employee
severance payments, and utilized $14 million fat estate exit-related payments. QCII had idemtifieg200 employees to be terminated as
part of the 2002 and prior restructuring plans andf December 31, 2003 these employee reductiens eomplete. As the 2002 and prior
restructuring plans were complete, and actual aests less than originally
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estimated, we reversed $14 million of the restmictureserve during the year ended December 313.20e reversal included $11 million of
combined 2001 plan reserves and $3 million of cor®i2002 plan reserves. The remaining restrucaserve as of December 31, 2003 for
the 2002 and prior restructuring plans includedrfifion for severance payments and $17 millionrieal estate exit costs. The real estate exit
related provision balances are expected to beetilover the next several years.

2002 Activities

During the year ended December 31, 200&3ponse to shortfalls in employee reductionsaaisg the 2001 restructuring plan and due
to continued declines in our revenue and geneml@uic conditions, QCII identified employee redans in various functional areas and
permanently exited a number of operating and aditmative locations. In connection with that restauing, we established a restructuring
reserve and recorded a charge of $108 million t®2602 consolidated statement of operations torcinecosts associated with these
restructuring actions as more fully described below

Year Ended December 31, 2002

January 1, December 31,
2002 2002
Balance Provisions Utilization Reversals Balance
(Dollars in millions)

2002 restructuring pla $ — $ 106 $ 49 $ — 3 59
2001 restructuring pla 20t 75 124 13t 21
Mergerrelated 38 — 6 30 2
Total $ 243 $ 18z % 17¢ % 165 $ 82
I I I I I

The 2002 plan provision included $78 millimr severance costs and $30 million for realtestait costs. During the year ended
December 31, 2002, $42 million of the reserve waied for severance costs and $7 million waszed for real estate exit costs. Relative to
the 2001 restructuring plan, during the year eridedember 31, 2002, $107 million of the reserve widized for severance costs and
$17 million was utilized for real estate exit cogitso during the year ended December 31, 2002aaeeued an additional $75 million for
additional 2001 plan real estate exit costs andrsad $135 million of 2001 plan severance andesialte exit reserves, primarily as actual
2001 plan terminations of 3,700 were lower than4/8®0 that were anticipated in the plan.

During the year ended December 31, 200tired $6 million of Merger-related reservesaddished during 2000 and also reversed
$30 million of the Merger-related reserves as tteraployee reductions and contractual settlements s@mplete.

Cumulative Plan Utilization

The following table outlines our utilizati@f the 2004, 2003, 2002 and prior restructuring &lerger-related plans through
December 31, 2004.

December 31, 2004—
Cumulative Utilization

Severance Real Estate
and Exit and
Related Related Total

(Dollars in millions)
2004 restructuring pla $ 32 % — % 32
2003 restructuring pla 54 1 55
2002 restructuring and prior pla 432 692 1,124
Total cumulative utilizatiol $ ble $ 69 $ 1,211
| | |
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Note 9: Other Financial Information
Accrued Expenses and Other Current Liabilitie

Accrued expenses and other current ligdslitonsist of the following:

December 31,

2004 2003

(Dollars in millions)

Accrued property and other tax $ 25C $ 33z
Employee compensatic 21t 227
Current portion of state regulatory and other legakrve: 121 20¢
Accrued interes 121 107
Restructuring reserve 49 58
Other 47 27

Total accrued expenses and other current liaksl|

Other Long-Term Liabilities

Other longerm liabilities include principally restructuridigbilities and reserves for contingencies angdition. Restructuring liabilitie
are discussed in Note 8—Restructuring Charges #rat significant items are discussed in Note 16—@itments and Contingencies.

Note 10: Employee Benefits
Pension, Posretirement and Other Post-employment Benefits

Our employees participate in the QCII penspost-retirement and other post-employment higplefhs. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide keriefother employees of QCII or its
affiliates. QCII allocates the cost of pension godt-retirement healthcare and life insurance linief us and determines our required
contribution. The allocation is based upon demagiapof our employees compared to all the remaipigicipants. For further discussion
the QCII pension, post-retirement and other pogteyment benefit plans please see the QCIl anmymrt on Form 10-K for the year ended
December 31, 2004 ("QCIl 2004 Form 10-K").

In accordance with SFAS No. 132 "EmployBisclosures about Pensions and Other PostretireBenefits”, we are required to
disclose the amount of our contributions to QCléatige to the QCII pension, post-retirement anceofost-employment benefit plans. No
pension funding was required during 2004 or 20GBas1of December 31, 2004 and 2003, the fair vafitlee assets in the qualified pension
trust exceeded the accumulated benefit obligatfdheoqualified pension plan. During 2004 and 2008 made contributions of $14 and
$8 million, respectively to the post-retirement ltiezare plan. We expect to contribute approxima$&ymillion to the post-retirement
healthcare plan during 2005.

Our allocated pension credits for 2004,2GMd 2002 were $70 million, $108 million, and 81#8illion, respectively. Our allocated
post-retirement benefit costs for 2004, 2003, ad@RAvere $229, $297 million, and $107 million, restively. These allocated amounts
represent our share of the pension credits andrptisgment benefit costs based on the actuarigtgrmined amounts.

For 2004 and 2003, the net pension expeliseated to cost of sales was $104 million and7&hillion respectively. For 2002 the net
pension credit allocated to cost of sales was $##m For 2004 and 2003, the net pension expetiseated to Selling, General and
Administrative ("SG&A")
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was $55 million and $62 million, respectively. 2102 the net pension credit allocated to SG&A wWES &illion.
Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescripblang, Improvement and Modernization Act of 200B€'Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgponsors of retiree healthcare benefit p
that provide a benefit that is at least actuariatiyivalent to the Medicare benefit. QCII sponsangeral post-retirement healthcare plans that
provide prescription drug benefits that it deentsi@gally equivalent to Medicare Part D. Accordigive adopted the provisions of FASB
Staff Position FAS No. 106-2, "Accounting and Dastire Requirements Related to the Medicare Préiseriprug, Improvement and
Modernization Act of 2003" in the third quarter2804. As a result of adoption, we reduced our actatad post-retirement benefit
obligation by $197 million, and reduced our all@zhhet periodic post-retirement benefit cost by B@on in 2004.

Other Benefit Plans
401(k) plan

QCII currently sponsors a defined contritrutenefit plan covering substantially all managetrand occupational (union) employees.
Under this plan, employees may contribute a peagenof their annual compensation to the plan wettain maximums, as defined by the
plan and by the Internal Revenue Service ("IRSUxréntly, QCII, on our behalf, matches a percentagsur employees' contributions in
cash. We made cash contributions in connection eithemployees'participation in QClI's 401(k) ptr$28 million for 2004. In addition,
QCIl, on our behalf, made contributions of QCII aoon stock valued at $17 million in 2004 and $4diomilin 2003.

Deferred Compensation Plans

QCIl sponsors several deferred compensatiams for various groups that include certainwf current and former management and
highly compensated employees. Certain of thesesf@eamopen to new participants. Participants isghgans may, at their discretion, invest
their deferred compensation in various investméaniaes, including QCII's common stock.

Our portion of QCII's deferred compensatiatigations for these plans is included on oursdidated balance sheet in other long-term
liabilities. Investment earnings, administrativgperses, changes in investment values and increasesreases in the deferred compensation
liability resulting from changes in the investmeatues are recorded in our consolidated statenfesparations. Our deferred compensation
liability in the QCII plan as of December 31, 2084d 2003 was $5 million. Our portion of QCII's deéel compensation plans' assets was
$1 million at December 31, 2004, and is includedtimer long-term assets on our consolidated balsheets.

Note 11: Stock Incentive Plans
Stock Options

Our employees participate in the QCII ergpstock option plans. The QCII plans are stodetiaompensation plans that permit the
issuance of stock-based instruments including stgptlons, stock appreciation rights, restrictedtlstand phantom units, as well as substitute
stock options and restricted stock awards.

QCllI's stock option plans, in which our dayges participate, are accounted for using thénsit-value method, under which no
compensation expense is recognized for optiongeuiao employees with a strike price that equaksxaeeds the value of the underlying
security on the
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measurement date. In certain instances, the girike has been established prior to the measurediagetin which event any excess of the
stock price on the measurement date over the eeepeice is recorded as deferred compensationrandiaed over the service period during
which the stock option award vests using the acatdd method described in FIN No. 28. As a redulising the accelerated method, we n
occasionally reverse expense previously recordedgdtions that are forfeited prior to vesting, hiter expense has been recorded. For fu
discussion of QCII employee stock incentive plases the QCII 2004 Form 10-K.

QCIlI charges us for stock-option compemsatixpense through a contribution to common stockr share of the deferred
compensation expense.

Employee Stock Purchase Ple

Our employees may participate in QCII's loyiee Stock Purchase Plan ("ESPP"). Under the tefrttee ESPP, eligible employees may
authorize payroll deductions of up to 15% of thiise compensation, as defined, to purchase QGitisnon stock at a price of 85% of the
fair market value of the stock on the last tradilag of the month in which the stock is purchaseddcordance with APB No. 25, we do not
recognize compensation expense for the differerb@d®en the employees' purchase price and the taketvalue of the stock.

Note 12: Stockholder's Equity
Common Stock (no par value)

We have one share of issued and outstamdimgnon stock owned by QSC.
Equity Infusion From QSC, Transfer of Assets and i@ Transfers with QSC

In April 2004, we received a capital cobtition of $2.185 billion from QSC related to owarisfer of ownership of Qwest Wireless to an
affiliate, as further described in Note 7—TransfeQwest Wireless Operations. In the normal coofdausiness, we transfer assets to and
from QSC. It is our policy to record these assmtdfers as contributions or distributions, basedasrying values. During 2002, QSC
transferred to us $10 million of net assets, $1iianiof tax benefits on stock options and $2 miflifor stock compensation. During 2003,
QSC transferred to us $8 million of net assets&ihdhillion for stock compensation. During 2004, Q@&&hsferred to us $11 million in net
asset transfers. During 2004, 2003 and 2002, wesfeared to QSC $32 million, $173 million and $Ihdlion in tax benefits, respectively.
During 2004, we transferred to an affiliate $29@lion for the net assets of Qwest Wireless. Alsa2004 we received $332 million in cash
from QSC comprised of $286 million for payment afate receivable and $46 million as an additiowiity infusion.

Dividends

Prior to August 2003, we declared and pegllar dividends to QSC based on our consolidagéihcome. In August 2003, we modifi
our dividend practice to exclude the impact of Qu#geless's net income (loss) on our consolidagahings for purposes of determining the
amount of regular dividends we declare and payir@uhe first quarter of 2004, we declared a dindief $1.360 billion relating to net
income from prior periods that was not declaredaid as dividends in those periods. In July 200d mwdified our dividend practice to
balance our financial needs, cash position andtqpeafile with those of our parent. As a resulbjrig forward, we may declare and pay
dividends in excess of our earnings to the extenhfited by applicable law. Our debt covenants akdimit the amount of dividends we can
pay to our parent.
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We declared cash dividends to QSC of $2tlién, $2.306 billion and $805 million during 28, 2003 and 2002, respectively. We paid
cash dividends of $2.451 billion, $2.880 billionda$1.915 billion in 2004, 2003 and 2002, respedtivat December 31, 2004, we had
$412 million in dividends payable.

Contested Liability Trust

We have established a contested liabilitgtt or grantor trust, related to the paymentesfain contingent obligations. During 2000, the
trust was funded with a contribution of a note realle of $286 million. We recorded the $286 millias an increase to common stock, and

the related $286 million note receivable into commstock as well. During 2004 we received $286 miillcash from affiliates in settlement of
the note receivable.

Note 13: Income Taxes

The components of the income tax experma frontinuing operations are as follows:

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Current tax provision

Federa $ 1007 $ 401 $ 60%
State and loce 14C 52 74
1,143 458 67¢
| | |

Deferred tax (benefit) expens
Federa (414) 184 21k
State and loce (35) 38 39
(449) 222 254
Income tax expens $ 69 $ 67t $ 93¢
| | |

The effective tax rate for our continuirgeeations differs from the statutory tax rate dioes:

Years Ended December 31,

2004 2003 2002

(in percent)

Federal statutory income tax r 35.(% 35.(% 35.(%
State income tax—net of federal effec 3.€ 3.3 3.C
Other 1.1 0.1 0.3
Effective income tax rat 40.(% 38.4% 38.2%
[ | [ | [ |
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The components of the deferred tax assetdiabilities are as follows:

December 31,

2004 2003

(Dollars in millions)

Property, plant and equipme $ (2,669 $ (3,067
Intangible asset (321) (347)
Other (12¢) (45)
Total deferred tax liabilitie (3,11¢) (3,459
Pos-retirement benefi—net of pensiol 86¢& 74C
Allowance for doubtful accoun 25 62
Other 14€ 15C
Total deferred tax asse 1,03¢ 952
Net deferred tax liabilitie $ (2,08) $ (2,507

We paid $1.044 billion, $135 million, an646 million to QCII, through QSC, for income taxeL2004, 2003, and 2002, respectively.

We had unamortized investment tax credi9d@ and $114 million as of December 31, 2004 20@83, respectively, which are included
in other long-term liabilities on our consolidatealance sheets. These credits are amortized owédifeétof the related asset. Amortization of
investment tax credits of $17 million, $11 millicemd $10 million are included in the provision flacome taxes for the years ended
December 31, 2004, 2003, 2002, respectively. Aetiek of 2004, we had $2 million ($1 million, netfefleral income tax) of state investment
tax credit carryforwards that will expire betweddld and 2017 if not utilized.

In accordance with SFAS No. 109, "Accougtiar Income Taxes", we have performed an evalnaifdhe recoverability of our deferr
tax assets. It is our opinion that it is more §k#Han not that the deferred tax assets will bézed and should not be reduced by a valuation
allowance.

Note 14: Contribution to QCIl Segments

Our operations are integrated into andoaré of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for QCII makes resource allocation decisaand assessments of financial performance fardhsolidated group based on
wireline, wireless and other segmentation. For nigfiemation about QCII's reporting segments, $&eQCIl 2004 Form 10-K. Our business
contributes to the segments reported by QCII, heitQCll CODM reviews our financial information ority connection with our quarterly al
annual filings. Consequently, we do not providedite financial information for Qwest Corporatianthe CODM on a regular basis.

Due to the May 1, 2004 transfer of our Veiss operations to one of our affiliates, we n@kminclude wireless revenue and expenses in
our continuing operations. Wireless revenue ana&eses are included in our discontinued operati®das.Note 7—Transfer of Wireless
Operations. Following the transfer of the wirelepsrations, essentially all of our operations dgbate to QCII's wireline services segment.
As such, we no longer report our contribution toll@&egments as this information does not diffeterially from our consolidated
statements of operations. We will, however, cordinu
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to provide the following enterprise-wide information revenues from external customers for eachpgodsimilar products and services.

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Voice service: $ 7,11¢ $ 7881 $ 8,59¢
Data and Internet servic 2,137 2,12¢ 2,18¢
Other service 12 20 23
Operating revenue from external custorn $ 9261 $ 10,027 $ 10,81

Voice services revenue includes local veiervices, IntraLATA long-distance voice servicad access services. Local voice services
revenue includes revenue from basic local exchargéces, switching services, customer callinguiesst, enhanced voice services, operator
services, public telephone services, collocatiomises and customer premises equipment. Local \&@ceices revenue also includes revenue
from the provision of, on a wholesale basis, nekwmansport, billing services and access to oualloetwork. IntraLATA long-distance voice
services revenue includes revenue from IntraLATAgldistance voice services revenue within our localise area. Access services reve
includes fees charged to other long-distance pawsitb connect to our network.

Data and Internet services revenue incluldés services (such as traditional private liméglesale private lines, frame relay and
asynchronous transfer mode) and Internet servizes(as DSL and Internet dial access).

Other services revenue is predominantlyvddrfrom subleases of some of our unused realeeasets, such as space in our office
buildings, warehouses and other properties.

Although revenue from affiliates providedma than ten percent of our total operating revemgedo not have any single major unrel:
customer that provides more than ten percent obparating revenues.

Note 15: Related Party Transactions

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

Our affiliates provide services and alsotcact services from third parties on our behalfthe latter case, the third parties bill our
affiliates who in turn charge us for our respecthare of these third party expenses. Our affgiatearge us for services rendered by their
employees primarily by applying a fully distributedsts ("FDC") methodology. FDC rates are deterohimging salary rates, including factors
for taxes, employee benefits, facilities and ovatheosts. These salary rates are charged to ud badeurs worked. In addition, our
affiliates charge market prices for telecommunaagiservices that they also provide to third peustomers.

We charge our affiliates based on tariffees for telephony and data services. We bilegifDC or market rates for other services.

We describe in further detail below thevgass provided by our affiliates.

Marketing, Sales and Advertisin

Marketing, sales and advertising, whichpgupjoint marketing of our services, include trevelopment of marketing and advertising
plans, sales unit forecasts, market research, salagg and compensation plans.
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Information Technology Service

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

Product and Technical Service

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

General Support Services

General support services include legaljlagry, general finance and accounting, tax, huneanurces and executive support.
Other

This category includes the costs of misecabus services such as rental of office spaceumment and communications services.

Included in our consolidated statementpdrations and balance sheets are the following:

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Revenu—affiliates $ 1,06¢ $ 784 $  56¢
Cost of sale—affiliates $ 306 $ 42C $  35¢
SG&A—affiliates $ 1,20¢ $ 1,31f $ 1,22¢

As of December 31,

2004 2003

(Dollars in millions)

Accounts receivab—affiliates $ 15€ $ 12¢
Accounts payab—affiliates $ 67F $ 591

75




Note 16: Commitments and Contingencies

Commitments

Payment obligations

The following table summarizes our futuoaitactual cash obligations, as of December 314200

Payments Due by Period

2005 2006 2007 2008 2009 Thereafter Total

(Dollars in millions)

Future Contractual Obligations(1)(2)(3)

Long-term debi $ 402 $ —$ 141 $ 32z $ — $ 5651 $ 7,79
Interest on debt(4 58¢ 56C 51€ 45¢ 44C 4,92 7,48¢
Capital lease obligatior 3 2 2 2 1 8 18
Operating lease 11F 85 80 71 54 241 64¢€
Purchase commitment obligatio 66 56 14 1 — — 137

Total future contractual cash obligatic $ 1,17¢ $ 702 $ 2,022 $ 854 $ 49t $ 10,82¢ $ 16,07¢

1)

()

(3)

(4)

The table does not include our open purchase oedeo$ December 31, 2004. These are primarily @setorders at fair value that are
cancelable without penalty and are part of nornparations.

This table does not include accounts payable df4RLbillion, dividends payable to QSC of $412 roiflj accrued expenses and other
current liabilities of $803 million, deferred incentaxes of $2.194 billion and other long-term ligies of $531 million, all of which
are recorded on our December 31, 2004 consolidstizshce sheets.

We have certain long-term, naancelable purchase commitments for advertisingoaohotion services. We also have service rel
commitments with various vendors for data procegdigchnical and software support. In addition,hage telecommunications
commitments with CLECs, IXCs and third-party vergltirat require us to make payments to purchaseonleservices, capacity and
telecommunications equipment. These commitmentsrgéy require us to maintain minimum monthly anddonual billings, based
on usage. Future payments under certain servicesacts will vary depending on our actual usagehéntable above we estimated
payments for these service contracts based omrtieé df services we expect to receive.

Interest expense in all years will differ due térmancing of debt. Interest on our floating ratédteas calculated for all years using
rates effective as of December 31, 2004.

Employee Benefit Plans.QCII offers pension and post-retirement berdétour employees, some of which are due unddraainal

agreements. Pension and certain post-retiremefiteare paid through trusts and therefore arénottded in this table, as we are not able
to reliably estimate our portion of future requi@htributions to the trusts. As of December 32®CII's qualified defined benefit pens
plan is fully funded. As of December 31, 2004 weéha liability of $2.833 billion for our allocatioof QCII's post-retirement and other post-
employment benefit obligations. The liability isparcted by various actuarial assumptions and wiiédfrom the sum of the future value of
actuarially estimated payments. See further disonss our benefit plans in Note 10—Employee Betsefi

Capital Leases

We lease certain office facilities and @uouént under various capital lease arrangementgts\asquired through capital leases during

2004, 2003 and 2002 were $1 million, $9 million &idb million,
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respectively. Assets recorded under capitalizeselegreements included in property, plant and egnp consisted of $35 million,
$94 million and $236 million of cost less accumethtmortization of $14 million, $63 million and ®LAillion at December 31, 2004, 2003
and 2002, respectively.

The future minimum payments under capéakkes as of December 31, 2004 are as follows:

Capital Lease
Obligations

(Dollars in millions)

Total minimum payment $ 18
Less: amount representing inter 12
Present value of minimum payme| 6
Less: current portio @)
Long-term portion $ 4

I
Operating Leases

Certain office facilities, real estate aglipment are subject to operating leases. Wehalge easement (or right-of-way) agreements
with railroads and public transportation authostikat are accounted for as operating leases.é€kpense under these operating leases was
$162 million, $172 million and $207 million durirgp04, 2003 and 2002, respectively, net of subleasls of $7 million, $4 million and
$4 million, respectively. Minimum operating leasesreported in the table above have not been rdduceninimum sublease rentals of
$42 million to be realized under non-cancelabldesages.

Letters of credit
At December 31, 2004, the amount of lettérredit outstanding was $4 million and we did have any outstanding guarantees.

Contingencies

QCll is involved in several legal proceagtirto which we are not a party that, if resolvediagt QCII, could have a material adverse
effect on our business and financial condition. Wgge included below a discussion of these mattegether with a discussion of those
matters to which we are a party (primarily thossedssed below under the "Regulatory Matters" sulihgaas well as the "Colorado action”
described below). Only those matters to which veeaaparty represent contingencies for which we hegerded, or could reasonably
anticipate recording, an accrual.

Throughout this note, when we refer toasslaction as "putative" it is because a clasbéas alleged, but not certified, in that matter.
Until and unless a class has been certified by thet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent.

DOJ Investigation and Securities Actions

The DOJ investigation and the securitig®as described below present material and sigaificisks to QCII. The size, scope and ne
of the restatements of our and QCII's consolidéitethcial statements for 2001 and 2000, which ascdbed in QCII's previously issued
consolidated financial statements for the year driglecember 31, 2002 ("QCIlI's 2002 Financial Statesi® affect the risks presented by
these actions and the DOJ investigation, as theser involve, among other things, QCII's pricc@mting practices and related disclost
Plaintiffs in certain of the securities actions éalleged QCII's restatement of items in suppotheir claims. We can give no assurance as to
the impacts on our and QCII's financial resultirmancial condition that may ultimately result
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from all of these matters. During 2003 and 2004)I@€&zorded reserves in its financial statementalitgg $750 million in connection with
these matters. On October 21, 2004, QCII entertedairsettiement with the SEC concluding a formaéstigation concerning QClI's
accounting and disclosures, among other subjdashbiegan in April 2002. The $750 million resenasweduced by $125 million in
December 2004 as a result of a payment in that atiowonnection with QCII's SEC settlement. Th@a@ing reserve amount represents a
final payment to be made in connection with the SE@lement in the amount of $125 million and thieimum estimated amount of loss
QCII believes is probable with respect to the siéiegractions described below.

QCII has recorded its estimate of the minimliability because no estimate of probable lasgliese matters is a better estimate thar
other amount. If the recorded reserve that willaenafter QCII has paid the amount owed under € Settlement is insufficient to cover
these other matters, QCII will need to record addél charges to its statement of operations inruperiods. Additionally, QCII is unable at
this time to provide a reasonable estimate of fieuend of the range of loss associated with trezsaining matters due to their preliminary
and complex nature, and, as a result, the amoulitl@@€ reserved for these matters is its estimbtieeolowest end of the possible range of
loss. The ultimate outcomes of these matters drestertain and there is a significant possipitthat the amount of loss QCII may ultimat
incur could be substantially more than the resérkias provided.

At this time, QCII believes that it is padiie that a portion of the recorded reserve fostririties actions will be recoverable from a
portion of the insurance proceeds that were platedrust to cover its losses and the lossesdibitiual insureds following its November 12,
2003 settlement of disputes with certain of itaunasice carriers related to, among other thingsinestigations and securities actions
described below. The insurance proceeds are subjetdaims by QCII and other insureds for, amorteothings, the costs of defending
certain of these matters and, as a result, suaepds are being depleted over time. In any eveaittierms and conditions of applicable
bylaws, certificates or articles of incorporation,agreements or applicable laws may obligate usd®mnify our current and former
directors, officers and employees with respecettain liabilities, and we have been advancinglléggs and costs to many current and fol
directors, officers and employees in connectiof e investigations, securities actions and aeutier litigation.

QCII continues to defend against the séiesractions vigorously and is currently unabl@rovide any estimate as to the timing of the
resolution of these actions. Any settlement ofugigiment in one or more of these actions substntieeéxcess of QCII's recorded reserves
could have a significant impact on QCII, and QGlha@ive no assurance that it will have the resauasailable to pay any such judgment.
The magnitude of any settlement or judgment resyftiom these actions could materially and advgra#ect QCII's ability to meet its debt
obligations and its financial condition, potenyailinpacting its credit ratings, its ability to assecapital markets and its compliance with debt
covenants. In addition, the magnitude of any settlesnent or judgment may cause QCII to draw doignicantly on its cash balances,
which might force it to obtain additional financiog explore other methods to generate cash. Sutfoahe could include issuing additional
securities or selling assets. As a wholly ownedsiliaairy of QCII, our business operations and firianmondition would be similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradéa criminal investigation of QCII's
business. QCII believes the U.S. Attorney's Officevestigating various matters that include tla@sactions related to the various
adjustments and restatements described in QCI02 Ethancial Statements, transactions between @tllIcertain of its vendors and certain
investments in the securities of those vendorsitlividuals associated with QCII, and certain pd@closures made by QCII. QCIl is
continuing in its efforts to cooperate fully wittet
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U.S. Attorney's Office in its investigation. Howey®CII cannot predict the outcome of this invesgtign or the timing of its resolution.

On October 21, 2004, QCII entered intotdesaent with the SEC, concluding a formal inveatign concerning its accounting and
disclosures, among other subjects.

Securities Actions

QCll is a defendant in the securities atdidescribed below. Plaintiffs in these actionsshaariously alleged, among other things, that
QCll violated federal and state securities lawsgiagred in fraud, civil conspiracy and negligent ejgesentation, and breached fiduciary
duties owed to investors and current and formereyegs. Other defendants in one or more of thesenscinclude current and former
directors of QCII, former officers and employeesXll, Arthur Andersen LLP, certain investment baald others.

. Consolidated securities action Twelve putative class actions purportedly broughbehalf of purchasers of publicly traded
securities of QCII between May 24, 1999 and Felyrddr 2002 have been consolidated into a conselitsg¢curities action
pending in federal district court in Colorado. Tiret of these actions was filed on July 27, 20RIhintiffs allege, among other
things, that defendants issued false and mislediingcial results and made false statements a@@@iits business and
investments, including making materially false eaénts in certain QCII registration statements. flest recent complaint in
this matter seeks unspecified compensatory danaygesther relief. However, counsel for plaintifesshindicated that the
putative class will seek damages in the tens bbg of dollars.

. ERISA action. Seven putative class actions purportedly broughiaralf of all participants and beneficiaries & Dwest
Savings and Investment Plan and predecessor glatig Plan, from March 7, 1999 until January 130£2have been
consolidated into a consolidated action in feddistrict court in Colorado. These suits also purpoiseek relief on behalf of
the Plan. QCII expects that an eighth action pueally brought on behalf of the Plan will also besalidated into the
consolidated action. The first of these actions filed in March 2002. Plaintiffs assert breachidiitiary duty claims against
QCII and others under the Employee Retirement lree&mcurity Act of 1974, as amended, alleging, anaihgr things,
various improprieties in managing holdings of Q&tick in the Plan assets. Plaintiffs seek damaggstable and declaratory
relief, along with attorneys' fees and costs astitegion.

. Colorado action. A putative class action purportedly brought ohdleof purchasers of QCII's stock between June280
and June 27, 2002 and owners of U S WEST stockioa 28, 2000 is pending in Colorado in the Dist@ourt for the County
of Boulder. We are also a defendant in this acfidgris action was filed on June 27, 2002. Plaintififege, among other things,
that the defendants issued false and misleadibgnséats and engaged in improper accounting praciticerder to accomplish
the Merger, to make QCII appear successful andftaté the value of QCII's stock. Plaintiffs sealspecified monetary
damages, disgorgement of illegal gains and othiexf.re

. New Jersey action An action by the State of New Jersey (Treasurgedenent, Division of Investment), or New Jersay, i
pending in the New Jersey Superior Court, Mercarm®a This action was filed on November 27, 2008wNlersey alleges,
among other things, that defendants caused Q@& o trade at artificially inflated prices by playing improper accountir
practices and by issuing false statements about€lisiness, revenues and profits, and contemdsttimcurred hundreds of
millions of dollars in losses. Among other requdsiief, New Jersey seeks from the defendantstlyoand severally,
compensatory, consequential, incidental and puendamages.
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CALSTRS action. An action by the California State Teachers' Retient System, or CalSTRS, is pending in the Sup
Court of the State of California in and for the @tuof San Francisco. This action was filed on Delger 10, 2002. CalSTRS
alleges, among other things, that defendants exdgagescheme to falsely inflate QCII's revenue decrease its expenses so
that QCII would appear more successful than italltwas during the period in which CalSTRS pur@th®CIlI securities, al
asserts that defendants' actions caused it taresecess of $150 million invested in QCII's equatyd debt securities. Plaintif
seek compensatory, special and punitive damaggutmsn, pre-judgment interest and costs.

SURSI action. An action by the State Universities Retiremergt8&m of lllinois, or SURSI, is pending in the CiitcQourt of
Cook County, lllinois. This action was filed on dany 10, 2003. SURSI alleges, among other thirgg,defendants engaged
in a scheme to falsely inflate QCII's revenues @ectease its expenses by improper conduct relatedrisactions with variot
customers and suppliers and claims that its Idseesinvestments in QCII securities are in exces$1?.5 million. SURSI
seeks, among other things compensatory and puniireages, costs, equitable relief, including annigjion to freeze or
prevent disposition of the defendants' assetsdagbrgement.

SPA action. An action by Stichting Pensioenfonds ABP, or SBAending in federal district court in Coloraddnis action
was filed on February 9, 2004. SPA alleges, amdhgrdhings, that defendants created a false pgocepf QCII's revenues
and growth prospects and that its losses from tnversts in QCII securities are in excess of $100ionil SPA seeks, among
other things, compensatory and punitive damagesisgon or rescissionary damages, jpdgment interest, attorneys' fees
costs.

SHC action. An action by Shriners Hospital for Children, dfi@, is pending in federal district court in Colooad his action
was filed on March 22, 2004. SHC alleges, amongrathings, that defendants issued false and mislgdithancial reports
about QCII. SHC alleges compensatory damages abajppately $17 million. SHC seeks compensatory puitive damage
interest, costs and attorneys' fees.

TRSL action . An action by the Teachers' Retirement Systemoafidiana, or TRSL, is pending in federal districtid in
Colorado. This action was filed on or about Marfh 2004. TRSL alleges, among other things, thatrlidnts issued false and
misleading financial reports about QCII. TRSL alegompensatory damages of approximately $23 mili&RSL seeks
compensatory and punitive damages, interest, eostattorneys' fees.
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. NYC Funds action. An action by a number of New York City pensiordaatirement funds, or NYC Funds, is pendini
federal district court in Colorado. This action vigesd on September 22, 2004. NYC Funds allege,regraiher things, that
defendants created a false perception of QCllI'smees and growth prospects and that their lossasifrvestments in QCII
securities are in excess of $300 million. NYC Fuseésk, among other things, compensatory and perdéwnages, rescission
or rescissionary damages, pre-judgment interdstnalys' fees and costs.

KPNQwest Litigation

A putative class action is pending in teédral district court for the Southern DistrictNgw York against QCII, certain of its former
executives who were also on the supervisory bohKPdNQwest (in which QCII was a major shareholdand others. This lawsuit was
initially filed on October 4, 2002 against Willenckermans, the former Executive Vice President amiéf@inancial Officer of KPNQwest.
The second amended complaint alleges, on behaHrtdin purchasers of KPNQwest securities, thagranother things, defendants engaged
in a fraudulent scheme and deceptive course ofibasiin order to inflate KPNQwest revenue and #ieevof KPNQwest securities. Plainti
seek compensatory damages and/or rescission aspaipipe against defendants, as well as an awgpthoftiffs' attorneys' fees and costs.

On October 31, 2002, Richard and Marcian@y&o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendaléges, among other things, that the defendaolated state and federal securities |i
and breached their fiduciary duty in connectiorhvifitvestments by plaintiffs in securities of KPNQ@ueQCll is a defendant in this lawsuit
along with Qwest B.V., Joseph Nacchio, QCII's fori@eairman and Chief Executive Officer, and Johri\Wster, the former President and
Chief Executive Officer of KPNQwest. Plaintiffs gfato have lost approximately $10 million in th@ivestments in KPNQwest.

On June 25, 2004, J.C. van Apeldoorn afid Eeijer, in their capacities as trustees in thedb bankruptcy proceeding for KPNQwest,
filed a complaint in federal district court for tBéstrict of New Jersey alleging violations of tRacketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenutattitis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, Qwest's former Chiifacial Officer, and John McMaster. Plaintiffsegle, among other things, tt
defendants' actions were a cause of the bankrghis?NQwest and the bankruptcy deficit of KPNQwwsis in excess of $3 hillion.
Plaintiffs seek compensatory and punitive damaagsvell as an award of plaintiffs’ attorneys' fard costs.

The three KPNQwest litigation matters dimsat above and the KPNQwest matter described ie Nét—Subsequent Events are in
preliminary phases and QCII continues to defendnagi¢he three filed cases vigorously and will likee defend against the fourth matter if it
is filed. QCII has not yet conducted discovery tairgiffs' possible recoverable damages and othlevant issues. Thus, QCIl is unable at
time to estimate reasonably a range of loss thvaoutid incur if the plaintiffs in one or more ofebe matters were to prevail. Any settlemer
judgment in certain of these matters could be §gart, and QCII can give no assurance that it hale the resources available to pay
such judgment. In the event of an adverse outcongeritain of these matters, QCII's financial canditnd its ability to meet its debt
obligations could be materially and adversely d@fdcAs a wholly owned subsidiary of QCII, our mess operations and financial condition
would be similarly affected.

Regulatory Matters

As described below, formal proceedings rgfails have been initiated with the public utist@mmissions in several states alleging,
among other things, that we, in contravention defal and state law, failed to file interconnectammeements with the state commissions and
that we therefore
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allegedly discriminated against various CLECs. Tbmplainants seek fines, penalties and/or carragits.

. Minnesota.On February 14, 2002, the Minnesota Departmentoofi@erce filed a formal complaint against us wité th
Minnesota Public Utilities Commission. On NovembeR002, the Minnesota Commission issued a writteler finding
against us. The Minnesota Commission's final, emitiecision was issued on May 21, 2003 and woujdire a penalty
payment to the state of approximately $26 milliod @ayments of carrier credits of approximately #iiion. Of the
$18 million, about $3 million has been releasedh®gycarriers in bankruptcy proceedings. The MinteS&®mmmission, the
carriers and Qwest each appealed portions of tbisida to the federal district court in Minnesadad the district court upheld
the penalty and vacated the carrier credits. ThenlkBota Commission, the carriers and Qwest eachdyapealed to the Eigh
Circuit Court of Appeals.

. Colorado. On April 15, 2004, Qwest and the Office of Consu@eunsel for Colorado entered into a settlemeitjest to
Colorado Commission approval, that would requiree®wo pay $7.5 million in contributions to staééetommunications
programs and that offers CLECs credits that cootlal pproximately $9 million. The administratiaM judge recommended
rejection of the settlement and the initiation afh®w cause docket against Qwest. The administridiv judge’s
recommendation will come before the Commission ations for reconsideration.

. New Mexico.On April 29, 2004, the New Mexico Staff recommengedalties totaling $5.05 million. New Mexico CLECs
have also requested carrier credits. In Decemb@t,2QClI, the Staff, the New Mexico Attorney Gerexad party-CLECs
entered into and filed for approval a settlemeat #ould resolve all claims for penalties and aethr a total payment of
$3.5 million. On January 26, 2005, the administataw judge certified and recommended approvéhefproposed settleme

. Washington. On November 9, 2004, Qwest and the Staff of thelivigson Commission entered into a settlement undhiéch
Qwest agreed to pay a penalty of $7.8 million. Hetlement does not require Qwest to provide aegits to CLECs. On
February 28, 2005, the Washington Commission editaneorder approving the settlement and closingitiviket.

. Oregon. Oregon is considering a stipulation between Qwedtthe Oregon Staff for the payment of a penaltggdroximately
$1 million.

Also, some telecommunications providersehided private actions based on facts similahtwse underlying these administrative
proceedings. These private actions, together wishsamilar, future actions, could result in addi@d damages and awards that could be
significant.

The New Mexico state regulatory commisdias opened a docket to investigate whether wenarempliance with or are likely to meet
a commitment that we made in 2001 to invest in comations infrastructure in New Mexico. Multiplanies have filed comments in that
docket and variously argue that we should be stibjez range of requirements including an escrosoawt for capital spending, new
investment obligations, and customer credits arepreductions. The ultimate outcome of this masteincertain but could result in obligatic
or price changes that could be significant.

To the extent appropriate we have provigsgrves for the above matters. We have otheratmgylactions pending in local regulatory
jurisdictions, which call for price decreases, refsi or both. These actions are generally routideimeidental to our busines

82




Other Matters

In January 2001, an amended class actiompleont was filed in Denver District Court agaigCII, certain former officers and certain
current and former directors on behalf of stockkoddbf U S WEST. The complaint alleges that QCH haluty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2B@ntiffs further claim that the defendants @m¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to 2000, a claim QCII denies. Plaintiffs seek dgas of approximately $272 million pl
interest, a constructive trust upon QCII's assetheé amount of the dividend, costs, and attorrfegs on behalf of the class which was
certified by the court on January 31, 2005.

Several putative class actions relatindheinstallation of fiber optic cable in certaighis-of-way were filed on various dates in various
courts against QCII on behalf of landowners in foatia, Colorado, Georgia, Illinois, Indiana, Kaashouisiana, Mississippi, Missouri,
North Carolina, Oregon, South Carolina, TennesgéelTaxas. The complaints challenge QCII's righhstall its fiber optic cable in railroz
rights-of-way and, in Colorado, lllinois and Texatso challenge QCII's right to install fiber optible in utility and pipeline rights-of-way.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install QCII's fiber optic cable the right-of-way without their consent. The Indiaawion purports to be on behalf of a
national class of landowners adjacent to railraglts-of-way over which QCII's network passes. Taifornia, Colorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinarg@on, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively llliheis action purports to be on behalf of land@xs adjacent to railroad rights-of-way over
which QCII's network passes in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio and Whsio. The complaints seek damages
on theories of trespass and unjust enrichmentellsa® punitive damages. District court approvah @froposed nationwide settlement of all
these matters (except those in Louisiana) was eddat the Seventh Circuit Court of Appeals in Oetab004. This ruling is subject to
discretionary review by the Supreme Court of th@é¢hStates.

On January 20, 2004, QCII filed a complainthe District Court for the City and County oéBver against KMC Telecom LLC and
several of its related parent or subsidiary comgm(gollectively, "KMC"). Subsequently, QCII fileth amended complaint to name additic
defendants, including General Electric Capital @oation ("GECC"), one of KMC's lenders, and GECIEdia complaint in intervention.
QCIl is seeking a declaration that a series of@agents with KMC and its lenders are not effectigeduse conditions precedent were not
satisfied and to recoup other damages and attdrfe®gsand costs. These agreements would obligatet@pay a net incremental amount of
approximately $105 million if determined to be effee. GECC and KMC have asserted counterclaimsléataratory judgment and
anticipatory breach of contract. GECC and KMC saeleclaration that the relevant agreements arfdotend claim monetary damages for
anticipatory breach of the agreements and therradys' fees and costs.

The Internal Revenue Service, or IRS, pseploa tax adjustment for tax years 1994 througl®.188e principal issue involves QCIlI's
allocation of costs between lomgrm contracts with customers for the installatidrconduit or fiber optic cable and additional caitar fiber
optic cable retained by QCII. The IRS disputes @CGlllocation of the costs between it and thirdipar Similar claims have been asserted
against QCII with respect to the 1997 to 1998 dned1998 to 2001 audit periods. The 1994-1996 cisiaurrently being litigated in the Tax
Court and QCII does not believe the IRS will becassful although the ultimate outcome is uncerthiQClIl were to lose this issue for the
tax years 1994 through 1998, QCII estimates thabiild have to pay $57 million plus interest purdua tax sharing agreements with the
Anschutz Company relating to those time periods.
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In 2004, QCII recorded income tax experfsgl&8 million related to a change in the expetieihg of deductions related to its tax
strategy, referred to as the Contested Liabilitgéeration Strategy ("CLAS"), which it implement®d2000. CLAS is a strategy that sets
aside assets to provide for the satisfaction cfréag liabilities associated with litigation inaxtefficient manner. CLAS accelerated
deductions for contested liabilities by placingeasgor potential litigation liabilities out of trmontrol of the Company and into trusts mane
by a third party trustee. In July 2004, QCII wasally notified by the IRS that it was contestifg ICLAS tax strategy. Also in July 2004, in
connection with the preparation of its financiatements for the fiscal quarter ended June 30,,200#as a result of a series of notices on
CLAS strategies issued by the IRS and the recéilgipal advice with respect thereto, QCII adjustediccounting for CLAS as required by
SFAS No. 109. The change in expected timing of dgdus caused an increase in QCII's liability focertain tax positions and a
corresponding increase in its net operating loaydarwards ("NOLs"). Because QCII is not currgnfibrecasting future taxable income
sufficient to realize the benefits of this increasés NOLs it recorded an increase in its valoatllowance on deferred tax assets as requirec
by SFAS No. 109. Additionally, in September 2004 IRS proposed a penalty of $37 million on thiatstgy. QCII believes that the
imposition of a penalty is not appropriate as teddn good faith in implementing this tax stratégyeliance on two contemporaneous tax
opinions and adequately disclosed this transattidhe IRS in its initial and subsequent tax resu@CII intends to vigorously defend its
position on this and other tax matters.

Note 17: Subsequent Events

On January 20, 2005, Citibank, N.A., DelésBank AG London, ABN AMRO Bank N.V. and otherdified QCII of their intent to
file a complaint in the District Court for the Cignd County of Denver, State of Colorado, that wallege, among other things, fraud,
misrepresentation, breach of fiduciary duty andtesl aiding and abetting claims, in connection wighorigination of a credit facility and
subsequent borrowings made by KPNQwest of appraeim&300 million under that facility. They havedinated that QCII would be a
defendant in this threatened lawsuit along witrefpbsNacchio, John McMaster, Drake Tempest, QQiFmér General Counsel, and other
former employees of QCIl or KPNQwest. Plaintiffsseandicated their intention to seek compensatamages (including interest), statutory
and punitive damages and an award of plaintifieraeys' fees and costs.

On February 11, 2005, QCII transmittedtieteto the Board of Directors of MCI, Inc. in whidé proposed the acquisition of MCI by
QCIl and included the initial terms of its propa@LCII reconfirmed the terms of its proposal iretidr to MCl's Board of Directors on
February 13, 2005. It subsequently learned that NiZll agreed to be acquired by Verizon Communicstine., and, on February 17, 2005,
QCIlI transmitted another letter to MClI's Board afeators in which it notified MCI of its intentioto submit a modified proposal to acquire
MCI, notwithstanding MCI's agreement with Verizamd also noted QCII's expectation that MCI an@ddlgisors will engage it in a
meaningful dialogue regarding the merits of QQifsposal and provide QCII access to due diligenfmination that it believes has been
made available to other parties. On February 2@52QCII transmitted another letter to MCI's Boafdirectors in which QCII modified the
terms of its proposal to acquire MCI and again drigkCl's Board of Directors to engage with QCII imramingful discussions regarding
QClIlI's revised proposal. Under the terms of QC#igsed proposal, MCI shareholders would receive @2 per MCI share, comprised of
$9.10 in cash and $15.50 of QCII's common stockdas an exchange ratio of 3.735 shares of QGittisneon stock per MCI share, subject
to adjustment if the average trading price for @atbmmon stock during a period of twenty tradiagsprior to the closing of the transact
does not equal $4.15 per share. We cannot provigl@ssurance as to whether QCII will be successfits effort to acquire MCI.
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Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

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

2004

Operating revenu $ 2617 $ 2,56 $ 2,56 $ 259 $ 10,33
Operating incomi 624 487 587 617 2,31¢
Income before cumulative effect of change in actiogn

principle 253 19¢ 274 26¢€ 991
Net income 252 19¢ 274 26€ 991
2003

Operating revenu $ 2,751 $ 2,701 $ 2,71C $ 2,631 $ 10,81
Operating incom: 68¢ 581 57& 46¢ 2,312
Income before cumulative effect of change in actiogn

principle 304 24¢ 86 19z 831
Net income 522 24¢ 86 19z 1,05(

Second Quarter 2004

Includes a charge of $33 million for restructurimgt of taxes.

First Quarter 2003

Includes $219 million of net income due to the clative effect of change in accounting principle.
Third Quarter 2003

Includes loss from discontinued operations of $fiflion net of taxes.
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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 DisclosarControls and Procedures

The effectiveness of our or any systemiséldsure controls and procedures is subject ticelimitations, including the exercise of
judgment in designing, implementing and evaluatheycontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events, and the inability to eliminate miscondumnpletely. As a result, there can be no assurdrateotir disclosure controls and procedures
will detect all errors or fraud. By their natureyrpor any system of disclosure controls and prapesican provide only reasonable assurance
regarding management's control objectives.

Under the supervision and with the par&tign of our management, including our Chief ExeeuOfficer and Chief Financial Officer,
we evaluated the design and operation of our disctocontrols and procedures (as defined in Rilaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the "Exchange Act") aBetember 31, 2004. On the basis of this reviewmamagement, including our Chief
Executive Officer and Chief Financial Officer, cduabed that our disclosure controls and proceduresiasigned, and are effective, to give
reasonable assurance that the information reqtoreé disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§iped in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted untter Exchange Act is accumulated and communicatedrtonanagement, including our Chief
Executive Officer and Chief Financial Officer, imanner that allows timely decisions regarding megldisclosure. Also, there were no
changes in our internal control over financial néjpg that occurred in the fourth quarter of 20b4ttmaterially affected, or are reasonably
likely to materially affect, our internal controber financial reporting.

ITEM 9B. OTHER INFORMATION.
None.
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

We have omitted this information pursuanGeneral Instruction 1(2).

ITEM 11. EXECUTIVE COMPENSATION

We have omitted this information pursuan@General Instruction 1(2).

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

We have omitted this information pursuan@General Instruction 1(2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

We have omitted this information pursuanGeneral Instruction 1(2).

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

The Audit Committee of the Board of Dirastof QCII is responsible for the appointment, cemgation and oversight of the work of
independent public accountant. Pursuant to the tATainmittee's charter, which was amended and ssktat May 8, 2003 and further
amended on February 19, 2004 and December 16, #Audit Committee pre-approves all audit andwpssible non-audit services
provided by our independent auditor. The approvay fve given as part of the Audit Committee's apglro¥ the scope of the engagement of
our independent auditor or on an individual baBie pre-approval of non-audit services may be @ézbto one or more of the Audit
Committee's members, but the decision must be teghto the full Audit Committee. Our independenditar may not be retained to perform
the non-audit services specified in Section 10Afghe Exchange Act.

Fees Paid to the Independent Registered Public Aageting Firm

QCII first engaged KPMG LLP to be our indaegent auditor in May 2002. The aggregate feescdk allocated to us for professional
accounting services, including the audit of ourumirtonsolidated financial statements by KPMG LbPthe fiscal years ended Decembet
2004 and 2003 included in this Form 10-K, are sghfin the table below.

2004 2003

(Dollars in thousands)

Audit fees $ 5,17¢ $ 5,49¢
Audit-related fee: 2,087 4,242
Tax fees 22% 37E
Subtotal 7,48¢ 10,11¢
All other fees 0 20
Total fees $ 7,48¢ $ 10,13¢
| |

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

Audit Fees—These are fees for professional senlilesi for the audit of the consolidated finan@tdtements included in our
Form 10-K filings, the review of consolidated firgal statements included in our Form 10-Q filingsmfort letters, consents and
assistance with and

87






review of documents filed with the SEC. Audit fdeseach year shown include amounts billed or alled to us through the date of
this Form 10-K for that particular year.

Audit-Related Fees—These are fees for assuranceetatdd services that traditionally are perforrbgdur independent accountant.
More specifically, these services include: statpmnd regulatory filings; the audit of certain efrsubsidiaries’ annual financial
statements; employee benefit plan audits; dueeatitig services related to mergers, acquisitionglemsitions; internal control
reviews; attestation services that are not requisestatute or regulation; and audits of the finalhstatements of certain of our
subsidiaries required in connection with acquisisior dispositions of such subsidiaries. Also ideldiare fees for assistance with the
initial steps of compliance with the rules of Sentd04 of the Sarbanes-Oxley Act of 2002 ("SOX 3@4id assistance with the
internal audit department's company-wide risk agseat. KPMG's assistance with the initial stepswfcompliance with SOX 404
has been reviewed to ensure compliance with agpédadependence rules and the rules of the SEC.

Tax Fees—These are fees for all professional sesyperformed by professional staff of our indepehdecountant's tax division
except those services related to the audit ofioantial statements. These include fees for taxptiamce, tax planning and tax advi
Tax compliance involves preparation of original amlended tax returns, refund claims and tax paysemices. Tax planning and
tax advice encompass a diverse range of subjectsding assistance with tax audits and appealsadsice related to mergers,
acquisitions and dispositions, and requests fangalor technical advice from taxing authorities.

All Other Fees—These are fees for other permissibigices performed that do not meet the aboveoatalescriptions.

SEC rules effective as of May 6, 2003 reg@ClI's Audit Committee to pre-approve all awditl permissible non-audit services
provided by our independent auditor (with certaimtied exceptions). Since the effective date oséhrules, all of the services performed by
KPMG described above were approved in advance by Q&udit Committee.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) Documents filed as part of this report:

Page
Q) Report of Independent Registered Public AccourfEinm 49
Financial Statements covered by the Report of laddpnt Registered Public Accountir
Firm:
Consolidated Statements of Operations for the yemaled December 31, 2004, 2003 ai 50
2002
Consolidated Balance Sheets as of December 31, £00200: 51
Consolidated Statements of Cash Flows for the y&ailed December 31, 2004, 2003 & 52
2002

Consolidated Statements of Stockholder's Equitytferyears ended December 31, 20C 53
2003 and 200:
Notes to the Consolidated Financial Statementthfoyears ended December 31, 2( 54
2003 and 200:

(2 Schedule for the three years ended December 3%, 2003 and 200:
Il—Valuation and Qualifying Accoun S-2

()(3) and (b) Exhibits required by Item 601R&fgulation S-K:

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

Exhibit No. Description

(3.1) Restated Articles of Incorporation of Qwest (irmrated by reference to Qwest's Annual ReportamFLO-K for the year
ended December 31, 1997, File No. -03040).

(3.2)  Articles of Amendment to the Articles of Incorpdaat of Qwest (incorporated by reference to Qwe3tiarterly Report on
Form 1(-Q for the quarter ended June 30, 2000, File No-03040).

(3.3) Amended and Restated Bylaws of Qwest (incorporayaference to Qwest's Annual Report on Form 1fo+khe year
ended December 31, 2002, File No. -03040).

(4.1) Indenture, dated as of April 15, 1990, by and betwlountain States Telephone and Telegraph Comgraahyl he First
National Bank of Chicago (incorporated by referetcc®west's Annual Report on Form-K for the year ended
December 31, 2002, File No. (-03040).

(4.2)  First Supplemental Indenture, dated as of Aprilll991, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by refereticc®west's Annual Report on Form-K for the year ended
December 31, 2002, File No. (-03040).

(4.3) Indenture, dated as of October 15, 1999, by andd®t U S West Communications, Inc. and Bank OnetTru

Company, N.A. (incorporated by reference to Qwestisual Report on Form 10-K for the year ended Ddwer 31, 1999,
File No. 00:-03040).

(4.4)  Officer's Certificate of Qwest, dated as of Maréh 2002 (including forms of 8/ 8 % notes due March 15, 2012)
(incorporated by reference to Qwest's For-4, File No. 33-115119).
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(4.5)  First Supplemental Indenture, dated as of Augus2@04, by and between Qwest and U.S. Bank N.A&ofimorated by
reference to Qwest Communications Internationaldr@uarterly Report on Form 10-Q for the quartetesl September 30,
2004, File No. 00-15577).

(4.6) Second Supplemental Indenture, dated as of NoveB#)e2004, by and between Qwest and U.S. Bank ({h8orporated b
reference to Qwest's Current Report on Fo-K filed November 23, 2004, File No. C-03040).

(10.2  Registration Rights Agreement, dated August 1942@enong Qwest and the initial purchasers listedeth (incorporated t
reference to Qwest Communications Internationaldr@uarterly Report on Form 10-Q for the quartetesl September 30,
2004, File No. 00-15577).

(10.3  Registration Rights Agreement, dated November 8842by and among Qwest and the initial purchdsstesl therein
(incorporated by reference to Qwest's Current RegofForm -K dated November 18, 2004, File No. -03040).

(10.4,  Private Label PCS Services Agreement between Sppiattrum L.P. and Qwest Wireless LLC dated Augu2003
(incorporated by reference to Qwest Communicatiotesnational Inc.'s Quarterly Report on Form 10e@the quarter
ended September 30, 2004, File No.-15577)%

12 Calculation of Ratio of Earnings to Fixed Char¢
31.1  Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
31.z Chief Financial Officer Certification pursuant te@ion 302 of the Sarbar-Oxley Act of 2002

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

( )  Previously filed.

t Application has been made to the SEC to seek camtial treatment of certain provisions. Omitted enial for which confidential
treatment has been requested has been filed selgaxith the Commission.

In accordance with Item 601(b)(4)(iii)(A) of Regtitan S-K, copies of certain instruments defining tights of holders of certain of our long-
term debt are not filed herewith. Pursuant to tagulation, we hereby agree to furnish a copy gfsaarch instrument to the SEC upon request.
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, régistrant has duly caused this report t
signed on its behalf by the undersigned, theredutyp authorized, in the City of Denver, State oi@ado, on February 28, 2005.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /s/  JOHN W. RICHARDSON

John W. Richardson
Controller and Senior Vice President
(Duly Authorized Officer and Principal Accountindfider)

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenresidielow by the following persons on bel
of the registrant and in the capacities indicatedrebruary 28, 2005.

Signature Titles

/s/ RICHARD C. NOTEBAERT Director, Chairman, Chief Executive Officer and fdent

(Principal Executive Officer)

Richard C. Notebae

/s/ OREN G. SHAFFER Director, Vice Chairman and Chief Financial Officer

(Principal Financial Officer)

Oren G. Shaffe
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of February 28, 2005, we reported ortdimsolidated balance sheets of Qwest Corporatidrsabsidiaries as of December 31,
2004 and 2003, and the related consolidated statsméearnings, stockholder's equity, and cashdlfor each of the years in the three-year
period ended December 31, 2004, as contained iDeaember 31, 2004 annual report on Form 10-Kohmection with our audits of the
aforementioned consolidated financial statemengsalso audited the related consolidated finantédément schedule, Schedule II—
Valuation and Qualifying Accounts. This financittement schedule is the responsibility of the Canyfs management. Our responsibilit
to express an opinion on this financial statemehédule based on our audit.

In our opinion, such financial statement scheduteen considered in relation to the basic consdididinancial statements taken as a whole,
presents fairly, in all material respects, the infation set forth therein.

KPMG LLP

Denver, Colorado
February 28, 2005
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QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Balance at

Balance at
beginning Charged to end of
of period expense Deductions period
Allowance for doubtful account
2004 10z 32 62 72
2003* 96 12t 11¢ 10z
2002* 84 26C 24¢ 96

*

The 2003 and 2002 figures on the table above hega hbdjusted to reflect the discontinuance of dueless operations.
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Exhibit 12
QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(DOLLARS IN MILLIONS)
Years Ended December 31,
2004 2003 2002 2001 2000
Income from continuing operations before income=$aand
cumulative effect of change in accounting principlfect $ 174:% 1756 % 243E$ 283 $ 2,208
Add fixed charge: 647 643 634 58¢ 58€
Add amortization of capitalized intere 10 13 14 15 12
Less interest capitalize (9 (13 (29 (44) (49
Earnings available for fixed charg 2,39( 2,401 3,05¢ 3,392 2,75¢
Interest expense, including amortization of prensudiscounts and
debt issuance cos 584 57: 541 46& 45¢
Interest capitalize 9 13 24 44 49
Interest factor on renta 54 57 69 79 81
Fixed charge: $ 647 $ 642 $ 634 $ 58¢ $ 58¢
Ratio of earnings to fixed charg 3.7 3.7 4.8 5.8 4.7

Until May 1, 2004, Qwest Corporation praxidwireless services through its wholly owned gdibsy, Qwest Wireless LLC ("Qwest
Wireless"). On May 1, 2004, we transferred owngrstiiQwest Wireless to an affiliate. As a conse@eemwe no longer have wireless
operations, and the results of operations anditlaadial position of Qwest Wireless have been s=ified in our consolidated financial
statements to be included in discontinued operati@mounts shown in this schedule have also begsee to conform to the current
presentation of our consolidated financial statemen
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. | have reviewed this annual report on Form 10-KQufest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

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

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

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

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

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

C) Disclosed in this report any change in the regisanternal control over financial reporting tleacurred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

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

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

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

Date: February 28, 2005

/sl RICHARD C. NOTEBAERT

Chairman and Chief Executive Offic
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Oren G. Shaffer, certify that:
1. | have reviewed this annual report on Form 10-KQufest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

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

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

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%5nd 15d-15(e)) for the registrant and have:

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

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

C) Disclosed in this report any change in the regisanternal control over financial reporting tleacurred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

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

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

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

Date: February 28, 2005

/s/ OREN G. SHAFFEF

Vice Chairman and Chief Financial Offic
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Exhibit 32

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiestHe purposes of section 1350 of chapter 63tlef1B of the United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, in his capacity as an officer of Qwest Qogtion ("Qwest"), that, to his
knowledge, the Annual Report of Qwest on Form 1fbikthe year ended December 31, 2004, fully consphéh the requirements of
Section 13(a) of the Securities Exchange Act of4183d that the information contained in such refairly presents, in all material respects,
the financial condition and results of operatiorQufest. This written statement is being furnisteethe Securities and Exchange Commission
as an exhibit to such Form KJ-A signed original of this statement has beervigled to Qwest and will be retained by Qwest andifined tc
the Securities and Exchange Commission or its sfaih request.

Dated: February 28, 2005 By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman and Chief Executive Offic

Dated: February 28, 2005 By: /s/ OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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