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GLOSSARY OF TERMS

Our industry uses many terms and acronymaisrhay not be familiar to you. To assist you iadiag this document and other documents
we file with the Securities and Exchange Commissiea have provided below definitions of some okth&erms.

. Access Lines.Telephone lines reaching from the customer's @esrto a connection with the public switched thtere
network. Our access lines include lines used toigeoservices to our external customers, as wdihas used by us and our
affiliates.

. Asynchronous Transfer Mode (ATMA broadband, network transport service utilizitega switches that provides a fast,

efficient way to move large quantities of infornuati

. Broadband Services (also known as high speed letesgrvices) Services used to connect to the Internet thraxgsting
telephone lines that operate at higher speedsdiadwip access.

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

. Data Integration. Telecommunications equipment located on customesmises and related professional services. These
services include network management, installatimhrmaintenance of data equipment and building oppetary fiber-optic
broadband networks for governmental and businest®ciers.

. Dedicated Internet Access (DIA)nternet access ranging from 128 kilobits peosedo 10 gigabits per second.

. Facility Costs. Third-party telecommunications expenses we ificuusing other carriers' networks to provide seggito our
customers.

. Fiber to the Node (FTTN A type of telecommunications network that combifibel-optic cables (which run from

telecommunication provider's central office torg#e location within a particular neighborhood eographic area) and
traditional copper wires (which run from this locat to individual residences and businesses witignneighborhood or
geographic area). Fiber to the node allows fordgdévery of higher speed broadband services thandvatherwise generally be
available through a more traditional telecommundces network made up of only copper wires.

. Frame Relay A high-speed data switching technology used primarilyiterconnect multiple local network
. Hosting Services The providing of space, power, bandwidth and rgadaservices in data cente
. Incumbent Local Exchange Carrier (ILEC)A traditional telecommunications provider thaippto the Telecommunications

Act of 1996, had the exclusive right and respotigitfior providing local telecommunications servici its local service area.
Qwest Corporation is an ILEC.

. Integrated Services Digital Network (ISDNA telecommunications standard that uses digitalamission technology to supg
voice, video and data communications applicatiores ocegular telephone lines.

. Internet Dia-Up Access Provides Internet service providers and businastomers with a comprehensive, reliable anc-
effective dial-up network infrastructure.

. Internet Protocol (IP). Those protocols that facilitate transferring mfi@tion in packets of data and that enable eackepat a
transmission to "tell" the data switches it enceunitvhere it
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is headed and enables the computers on each eondfion that message has been accurately transhaittd received.

. Managed Services.Customized, turnkey solutions for integrated dhtgernet and voice services offered to busineskats
customers. These services include a diverse cotidyinaf emerging technology products and servisash as VolP, Ethernet,
MPLS, hosting services and advanced voice servitesd) as Web conferencing and call center solutidiost of these services
can be performed from outside our customers' iataratworks, with an emphasis on integrating antfgg Internet security
for applications and content.

. Multi-Protocol Label Switching (MPLS)A standards-approved data networking technologgnpatible with existing ATM and
frame relay networks that can deliver the qualftgervice required to support real-time voice aittbw, as well as service level
agreements that guarantee bandwidth. MPLS is dedlby many telecommunications providers and largerprises for use in
their own national networks.

. Private Line. Direct circuit or channel specifically dedicateda customer for the purpose of directly conngctimo or more
sites. Private line offers a high-speed, secunetisol for frequent transmission of large amountdatf between sites.

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

. Unbundled Network Elements (UNE Discrete elements of our network that are solkkased to competitiv
telecommunications providers and that may be coewbio provide their retail telecommunications segsi

. Universal Service Funds (USF)Federal and state funds established to prometawhilability of telecommunications services
to all consumers at reasonable and affordable,ratesng other things. As a telecommunications pieviwe are often required
to contribute to these funds.

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

. Voice over Internet Protocol (VolP)An application that provides real-time, two-wayice communication similar to our
traditional voice services that originates in thiefnet protocol over a broadband connection atehdérminates on the PSTN.

. Wide Area Network (WAN A communications network that covers a wide gaphic area, such as a state or country. A W

typically extends a local area network outsidetlthidding, over telephone common carrier lines ik lio other local area
networks in remote locations, such as branch affareat-home workers and telecommuters.
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Unless the context requires otherwise, referencekis report to "QC" refer to Qwest Corporatiomferences to "Qwest," "we," "us," the
"Company" and "our" refer to Qwest Corporation aitglconsolidated subsidiaries, references to "Q®E&r to our direct parent company,
Qwest Services Corporation, and its consolidatdusiliaries, and references to "QCII" refer to odtimate parent company, Qwest
Communications International Inc., and its consatet subsidiaries.

PART I
ITEM 1. BUSINESS

We are wholly owned by QSC, which is whalyned by QCII. We provide data, Internet, vided &nice services within the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdintana, Nebraska, New Mexico, North Dakota, @redgouth Dakota, Utah,
Washington and Wyoming. We refer to this regiomaslocal service area. Through joint marketingtiehships with our affiliates, we are
able to bundle our services with additional serwioered by our affiliates. You can find more infation about our products, services and
customers and about our bundled offerings beloveuttte heading "Products, Services and Customers."

Our operations are included in the constéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenue. In addition to our operatiQGIl maintains a national telecommunications mekwThrough its fiber optic network,
QCII provides the following products and servidesttwe do not provide:

. Data integration

. Dedicated Internet access;

. Hosting services;

. Long-distance services that allow calls that cross tefenunications geographical are
. Managed service:

. Multi-protocol label switching;

. Virtual private network; and

. Voice over Internet Protocol, or Vol

For certain products and services we pevéchd for a variety of internal communicationsdiions, we use parts of QCII's
telecommunications network to transport data andevvaffic. Through its network, QCII also provgleationally and globally some data and
Internet access services that are similar to seswiee provide within our local service area. Theswices include private line, asynchronous
transfer mode, or ATM, and frame relay.

We were incorporated under the laws ofStete of Colorado in 1911. Our principal executiffices are located at 1801 California Str
Denver, Colorado 80202, and our telephone numb@0i3) 992-1400.

For a discussion of certain risks applieabl our business, financial condition and resafitsperations, including risks associated with our
outstanding legal matters, see "Risk Factors"@mlfLA of this report.
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Financial and Operational Highlights

The table below provides a summary of sofraur financial highlights. In 2008 QCII movedus most of the administrative and other
functions of QSC and merged into us two of QSQigotvholly owned subsidiaries that previously clearthe majority of their costs to us.
These activities affected our consolidated finarstimements as further described in Note 2—Summ&S8ignificant Accounting Policies to
our consolidated financial statements in Item &af report, and accordingly we have recast thaenfomal information below for prior years to
conform to the current presentation.

This information should be read in conjimetwith, and is qualified by reference to, our solidated financial statements and notes
thereto in Item 8 and "Management's Discussionfamalysis of Financial Condition and Results of Ggiiems" in Item 7 of this report.

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

Operating results

Operating revenu $10,38¢ $10,69. $10,72!
Operating expense 7,52¢ 7,631 8,28¢
Income before income tax 2,267 2,44( 1,88:
Net income 1,43¢ 1,527 1,20z
Cash flow data
Cash provided by operating activiti 3,47¢ 3,67( 3,374
Capital expenditure 1,40¢ 1,27( 1,41(
Dividends paid to QS 2,00(¢ 2,47(C 1,94¢

December 31,
2008 2007
(Dollars in millions)

Balance sheet dat

Total debt(1) $7,58¢ $7,911
Working capital deficit(2 (841) (9049
Total stockholder's equit 78¢  1,37(

(1) Total debt is the sum of current portion of I-term borrowings and loi-term borrowing—net on our consolidate
balance sheets. For total obligations, see "ManagésDiscussion and Analysis of Financial Condittmd Results of
Operations—Future Contractual Obligations" in Iférof this report.

(2) Working capital deficit is the amount by which @urrent liabilities exceed our current ass
The table below presents some of our ojmeralt metrics:

December 31,
2008 2007 2006
(in thousands)

Operational metrics

Total access line 11,56¢ 12,78¢ 13,79
Total broadband subscribe 2,772 2,53( 2,081
Total video subscribel 757 58¢ 358
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Operations

Our operations are integrated into andoaré of the segments of QCII. Our business conteibto all three of QCII's segments: business
markets, mass markets, and wholesale markets. QCHief Operating Decision Maker, or CODM, reviews financial information only in
connection with our quarterly and annual repors the file with the Securities and Exchange Comimisor SEC. Consequently, we do not
provide our discrete financial information to th®M on a regular basis. Additional information aur @ontribution to QCIlI's segments is
provided in Note 15—Contribution to QCIl Segmermt®tir consolidated financial statements in Itend i3 report. For more information
about QCII's reporting segments, see QCII's AnRegdort on Form 10-K for the year ended DecembeRBQ8.

Substantially all of our revenue comes fraustomers located in the United States, and soieitst all of our long-lived assets are located
in the United States.

Products, Services and Customers

Our products and services include a vaiétyata, Internet, video and voice services. Reedrom our data, Internet and video services
represented 31% of our total revenue for the yrded December 31, 2008, and these services afasiast growing source of revenue.

We offer our customers the ability to bunttigether several products and services. In addithrough joint marketing relationships with
our affiliates, we are also able to bundle our iserywith additional services offered by our adfiis. For example, we offer our mass markets
customers integrated and unlimited local and loisgadce voice services. These customers can atstldotwo or more services such as
broadband access, video, voice and wireless. Wevedahese customers value the convenience ofpacel discounts associated with,
receiving multiple services through a single conypdm addition, we offer combinations of featuresl aervices relating to a single access line
(such as 3-way calling and call forwarding).

Most of our products and services are gtediusing our telecommunications network, whichsggia of voice and data switches, copper
cables, fiber optic broadband cables and othempegemt. Our network serves approximately 11.6 mléecess lines and forms a portion of the
public switched telephone network, or PSTN.

We offer our products and services throtlgee main customer channels, which are made oprdfusiness markets, mass markets and
wholesale markets customers. Our business maristsrers include enterprise and government cusgrieterprise customers consist of
local, national and global businesses. We selpooducts and services to business markets custghrergyh direct sales, partnership
relationships and arrangements with third-partgsalgents. Our mass markets customers includeroensand small businesses. We sell our
products and services to mass markets customerg asiariety of channels, including our sales aldoenters, our website, telemarketing and
retail stores and kiosks. Our wholesale markettoousrs are other carriers and resellers that paecbar products and services in large
guantities to sell to their customers or that pasehour access services that allow them to comineictcustomers and their networks to our
network. We sell our products and services to wéalkecustomers through direct sales, partnerskafiaeships and arrangements with third-
party sales agents.

Described below are our key products amdces.
Data, Internet and Video Service

Our business markets customers use ouragiaténternet services to access the Internetraednetbased services, as well as to conne
private networks and to conduct internal and exledata transmissions such as transferring files fone location to another. Our mass
markets customers
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generally use our data, Internet and video sentic@scess the Internet, Internet-based serviagsligital television. Our wholesale customers
use our facilities for collocation and use our ptéerline services to connect their customers aeid tietworks to our network.

Our marketing and sales efforts increagifigtus on our data, Internet and video servicbgse services include:

. Broadband services.Our broadband services allow customers to cortodbie Internet through their existing telephaned at
higher speeds than dial-up access.

. Private line. Private line is a direct circuit or channel sfieaily dedicated to a customer for the purposdicgctly connecting
two or more sites. Private line offers a high-speedure solution for frequent transmission ofdaagnounts of data between
sites.

. Video services Our satellite digital television services areeoffd under an arrangement with DIRECTYV that allog/$o

market, sell and bill for its service under itsimfaname to our mass markets customers. Our arrardemith DIRECTV expires
in September 2009; however, we believe that trengement will be renewed.

In addition, we continue to provide sevératlitional data and Internet services includinb\VA frame relay and integrated services digital
network, or ISDN.

Voice Services
We provide local voice services, long-distavoice services, wireless services and accesses
Local Voice Services

We originate, transport and terminate lomate services. For our business and mass maristemers, local voice services include basic
local exchange and switching services. We alsoigeosnhanced features with our local voice exchaegeices, such as caller ID, call waiti
call return, 3-way calling, call forwarding and geimail. For our wholesale customers, local voaw®ises include primarily unbundled
network elements, or UNEs, which allow them to agenetwork or a combination of our network andrtbgn networks to provide local
voice and data services to their customers. Owl bmice services also include network transpaliing services and access to our
telecommunications network by other telecommunicetiproviders and wireless carriers. These seraib@s other telecommunications
companies to provide telecommunications servicasdhiginate or terminate on our network.

Long-Distance Voice Services

We provide domestic long-distance voicerises to our business markets, mass markets antésaie markets customers. Our domestic
long-distance voice services revenue does notiboidrsignificantly to our total revenue.

Wireless Services

our other products and services. In April 2008,entered into a five-year agreement with Verizonaléiss that allows us to market and sell its
wireless products and services under its brand narnar mass markets and business markets custobwrsvireless services revenue does
not contribute significantly to our total revenue.
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Access Services

We also provide access services to our @dadé customers. Access services include feesvthaharge to other telecommunications
providers to connect their customers and their agke/to our network so that they can provide loigjashce, transport, data, wireless and
Internet services.

Other

We also generate other revenue from UnatéSsrvice Fund, or USF, surcharges and the leasidgubleasing of space in our office
buildings, warehouses and other properties.

Affiliate Services

We provide to our affiliates data serviogsice services and billing and collections sersitieat we also provide to external customers. In
addition, we provide to our affiliates: marketisgles and advertising; computer system developarehsupport services; network support and
technical services; and other support serviced) aadegal, regulatory, general finance and acaogintax, human resources and executive
support.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our affiliatese own or have licenses to various patents, tradenade names, copyrights and other
intellectual property necessary to conduct ourrmss. We believe it is unlikely that we could lasg intellectual property rights that are
material to our business.

Competition

We compete in a rapidly evolving and higbbmpetitive market, and we expect competition wglhtinue to intensify. Regulatory
developments and technological advances over tstespaeral years have increased opportunitiedtinnative communications service
providers, which in turn have increased competifisessures on our business. These alternate prevaften face fewer regulations and have
lower cost structures than we do. In addition,tthecommunications industry has experienced somsddiolation, and several of our
competitors have consolidated with other telecompations providers. The resulting consolidated canigs are generally larger, have more
financial and business resources and have greatgrgphical reach than we do.

Data, Internet and Video Service

In providing data, Internet and video seegito our mass markets customers, we competergyiméh broadband service providers,
including cable providers and national telecommatiims providers. In providing data and Internevises to our business and wholesale
markets customers, we compete primarily with natid@lecommunications providers and smaller redipnaviders. We also compete with
large integrators that provide customers with datices, thereby taking traffic off of our netwoAdditionally, we are experiencing increa:
competition for private line services from cableemyiors, fixed wireless service providers and wssltower owners.

Competition is based on network reach amtividth, as well as quality, reliability, custonservice and price. Many of our competitors
in this market are not subject to the same regolagjuirements as we are, and therefore theyldesta avoid significant regulatory costs and
obligations.
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Voice Services
Local Voice Services

Although our status as an incumbent logahange carrier, or ILEC, continues to provide ams advantages in providing voice services
to our business and mass markets customers, weagingly face significant competition in this markdany consumers are substituting ca
wireless and VolIP for traditional voice telecomnuations services, which has increased the numlzktype of competitors within our
industry and has decreased our market share. ésuét pf this product substitution, we face greatempetition in providing voice services
from wireless providers, resellers and sales agémthiding ourselves) and from broadband servicwigers, including cable companies and
VolIP providers. We also continue to compete withieezompanies and traditional telecommunicatiomsigers, such as national carriers,
smaller regional providers, competitive local exadp@ carriers and independent telephone companies.

Competition for business and mass markettomers is based primarily on pricing, packagihgesvices and features, quality of service
and meeting customer care needs. In addition, \Wevieethese customers value the convenience ofpend discounts associated with,
receiving multiple services through a single compaMithin the telecommunications industry, thesevises may include telephone, wireless,
video and Internet access. Accordingly, we andcoanpetitors continue to develop and deploy morevative product bundling, enhanced
features and combined billing options in an effortetain and gain customers. While we rely onlteser sales agency arrangements to
provide some of our bundled services, some of onrpetitors are able to provide all of their bunddedvices directly, which may provide th
a competitive advantage.

Many of our competitors are subject to fevegulations than we are, which affords them cditipe advantages against us. Under federal
regulations, telecommunication providers are ablaterconnect their networks with ours, resell lmaal services or lease separate parts of out
network (UNES) in order to provide competitive lbeaice services. Generally, we have been requemovide these functions and service
wholesale rates, which allows our competitors tbtkeir services at lower prices. However, thedes have been and continue to be reviewed
by state and federal regulators. For additionadugision of regulations affecting our business,"Bagulation” below. In addition, wireless and
broadband service providers generally are subjeletsts or no regulation, which allows them to ofeereith lower costs than we are able to
operate.

The market for wholesale local voice segsits highly competitive. Our resale and UNE cugismrare experiencing the same competition
for local voice services customers as we are,sudsed above. We also compete with some of oumdwiresale markets customers that are
deploying their own networks to provide customeithwocal voice services. By doing so, these coiibmattake traffic off of our network.

Wireless Services

The market for wireless services is higtdynpetitive. We market and sell Verizon Wirelessduarcts and services, and in doing so we
compete with national and regional carriers, as agebther sales agents and resellers. We marlletedhwireless services to customers who
are buying these services as part of a bundleawvighor more of our other services. Competitioreiseldl on coverage area, price, services,
features, handsets, technical quality and custcemice.

Access Services

We provide access services to other telawonications providers to connect their customedstheir networks to our network so that tl
can provide long-distance, transport, data, wiselgsl Internet services. We face significant coitipetfor access services from competitive
local exchange
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carriers. Our access service customers face cainpagiressures in their businesses that are sitaildrose we face in our business. To the
extent that these competitive pressures resukkdnaised demand for their services, demand foaaess services also declines.

Regulation

We are subject to significant state anefabregulation. Interstate communications (inahgdinternational communications that originate
or terminate in the U.S.) are regulated by the Fdd@ommunications Commission, or FCC, pursuatthéoCommunications Act of 1934, as
amended by the Telecommunications Act of 1996,ahdr laws. Intrastate communications are regulbyestate utilities commissions
pursuant to state utility laws. Generally, we mufstain and maintain certificates of authority frtime FCC and regulatory bodies in most states
where we offer regulated services and must obtaar pegulatory approval of rates, terms and coodg for regulated services, where requi

Each state has its own unique set of clutistnal provisions, statutes, regulations, stifiates and practices that impose restrictions or
limitations on the regulated entities' activitiesr example, jurisdictions may restrict the marnnexhich a regulated entity can interact with
affiliates, transfer assets, issue debt and enigagher business activities.

Interconnection

The FCC and state commissions continueteypret the obligations of ILECs under the Teleoamications Act of 1996 to interconnect
their networks with other telecommunications prev&land allow competing local exchange carriert KEs, to resell ILECs' services and use
ILECs' facilities as UNEs. The FCC's rules estébtiar obligations in our local service area. The&CHtas provided us limited relief eliminati
UNESs subiject to these rules in our Omaha, Nebrsskace area. We sought similar regulatory rehedur service areas in Denver, Colorado;
Minneapolis, Minnesota; Phoenix, Arizona; and SeaWashington. In July 2008, the FCC denied oguest. We appealed that decision ta
D.C. Circuit Court of Appeals, where the appealusrently pending.

Intercarrier Compensation and Access Pricir

The FCC has initiated a number of procegslthat could affect the rates and charges foicesthat we sell to or purchase from other
carriers and for traffic that we exchange with otterriers. The FCC has been considering compréreereform of these charges, known as
“intercarrier compensation," in a proceeding theg heen open for several years. This proceeding cesult in fundamental changes in the
charges we collect from other carriers and our @sets. This proceeding is not yet complete, anchime of its complexity and economic
significance, may not be completed for some timteés Tomplexity is due in part to the difficulty &applying the existing rules to new types of
traffic for which accurate billing is difficult tassure or verify (sometimes referred to as "phartaffic"). The FCC may address discrete
intercarrier compensation issues, such as compendat phantom traffic, prior to completing compansive reform. State commissions also
periodically open proceedings to change the ra&isvte or other local carriers charge to termiaaie originate intrastate calls.

In January 2005, the FCC initiated a prdoggto examine whether ILEC special access rdtesld be reduced and pricing flexibility for
those services should be curtailed. This proceedingins pending before the FCC.

In October 2007, the FCC initiated a rul&ing proceeding to consider the rules, tariffs eatés governing switched access rates chargec
by rural LECs experiencing substantial growth imdead for terminating services, often resulting frammangements with companies providing
free calling services. This proceeding respondembioplaints filed by one of QCII's other subsiciariQwest

7
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Communications Company, LLC, or QCC, and other {disance telecommunications providers assertiagrilral LECs are engaging in
arrangements with providers of free calling sersjcich as conference calling, chat lines andriatemal calling. Under these arrangements,
the calls are placed to a local number within tB€ls exchange, resulting in dramatic increaseséess charges paid by long-distance
telecommunications providers to terminate thosks.ca@ihe resulting revenues are shared by the LEB@ghee providers of free calling services.
This proceeding remains pending before the FCQhEurcases and dockets addressing these mategperding before state commissions and
the federal courts.

In November 2008, the FCC issued an orderptying with an order of the D.C. Circuit CourtAppeals to provide a different legal
rationale for the FCC's rules regarding intercac@mpensation charges for calls to Internet serpioviders. A party subsequently appealed
the November 2008 order to the D.C. Circuit. Anexde decision could cause us to pay substantigheh charges for these calls. Also under
review by the FCC, state commissions and fedenadts@re the intercarrier compensation arrangemé#atsy, for traffic bound for Internet
service providers that cross local exchange bouesléknown as "VNXX traffic").

VolP and Broadband Internet Access Services

In March 2004, the FCC instituted a rulemgkproceeding addressing many issues related B ¥od other Internet services. In this
proceeding, the FCC is considering a number okisshat could affect intercarrier compensationsraled other federal or state requirements,
such as programs that support the extension afdeimunications and Internet facilities to ruralesrand to public schools and facilities in
inner cities. The FCC is also considering whethelP/services should be classified as unregulatddrination services" or regulated
"telecommunications services" under the CommuraoatiAct of 1934. The FCC may also address in ttisgeding whether VolP providers
must pay carrier access charges or intercarriepeosation and other issues involvingdabled services, including access by disabledpe
and applicability of law enforcement statutes. Tgisceeding remains pending. In another proceedi2§06, the FCC required providers of
VolIP services to make contributions to supportVarsal service," based on a percentage of theémgss from those services. In June 2007,
the D.C. Circuit Court of Appeals upheld the FCé¥sision to require universal service contributitnesn VolP providers, and that decision is
final. VoIP offerings are likely to grow as the teology matures and the regulatory situation isfaéa. While we may stand to benefit from
growth in VolIP, it could also contribute to furthdeclines in our local exchange services.

In September 2005, the FCC issued an oetdassifying certain ILEC wireline broadband Imetraccess offerings as information serv
no longer subject to tariffing or other common @&robligations. We have eliminated these offerifigen our federal tariffs, which allows us
to tailor our wireline broadband Internet accedsraigs to specific customer needs. In October 268¥ Third Circuit Court of Appeals uphe
the FCC's order. In August 2008, the FCC eliminaaeiffing and other related obligations for cemthroadband services we provide to large
business customers. An appeal of that order isipgnd the D.C. Circuit Court of Appeals.

Universal Service

The FCC maintains a number of "universalise" programs that are intended to ensure affdsdtelephone service for all Americans,
including low-income consumers and those livingural areas that are costly to serve, and enswesa¢o advanced telecommunications
services for schools, libraries and rural healtte gaoviders. These programs, which totaled ovebiién annually in recent years, are funded
through contributions by interstate telecommunaagicarriers, which are generally passed througieto endusers. In 2008, universal serv
contributions were assessed at an average rafgpuoixdmately 11% of interstate and international-eiser
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telecommunications revenues. At the end of 20@8HBC was actively considering a new contributicthandology based on telephone
numbers, which, if adopted, could significantlyregse our universal service contributions. Whilewealld have the right to pass these cha
on to our customers, the additional charges coifiétttathe demand for certain telecommunicationsises. If a telephone number contribution
methodology is adopted, it will likely apply to alireline, wireless and VolP service providers.

In 2008, we received approximately $70ionllin federal universal service higlest subsidies. The FCC is actively consideringigea it
the structure and distribution methodology of iéversal service programs. Additionally, in Janu20p9, we and the state public utility
commissions for Maine, Vermont, and Wyoming filededition with the Tenth Circuit Court of Appealsking that the court direct the FCC to
comply with the court's prior order to issue valites for the universal service non-rural high-cagiport fund. The resolution of these
proceedings ultimately could affect the amountmif/arsal service support we receive.

In 2008, we received approximately $93 ionillin state universal service high-cost subsidiate commissions and legislatures may
review and alter their respective state universalise programs, and, as a result, our distribstioay be affected.

Employees

Our occupational employees are coveredoligative bargaining agreements with the Commurooat\Workers of America, or CWA, al
the International Brotherhood of Electrical Workess IBEW. Our current four-year agreements with @WA and IBEW expire on October 6,
2012. See the discussion of risks relating to abot relations in "Risk Factors—Other Risks Retatm Qwest" in Item 1A of this report.

(Decrease’ % Change
December 31 2008\ 2007\
2008v 2007 v
2008 2007 2006 2007 2006 2007 2006
(in Thousands)
Management employe: 13,40« 13,75¢ 13,82¢ (352) (73) ®»n L%
Occupational employet¢ 17,148 20,25( 22,00¢ (3,105 (1,755 (15% (8)%
Total employee 30,54¢ 34,00¢ 35,83: (3,457 (1,82¢ (10% (5)%

Website Access and Important Investor Information

Our website addresswsvw.qwest.comand we routinely post important investor inforioatin the "Investor Relations” section of our
website atvww.qwest.com/about/investorhe information contained on, or that may be assed through, our website is not part of this ahnua
report. You may obtain free electronic copies af aonual reports on Form 10-K, quarterly reports-omm 10-Q, current reports on Form 8-K
and all amendments to those reports in the "Invésttations” section of our website under the hagdSEC Filings." These reports are

available on our website as soon as reasonablyigabte after we electronically file them with tBecurities and Exchange Commission, or
SEC.

QCIl has adopted written codes of condoat serve as the code of ethics applicable to wectdrs, officers and employees, including
principal executive officer and senior financialicérs, in accordance with Section 406 of the SaekeOxley Act of 2002, the rules of the SEC
promulgated thereunder and the New York Stock Exghaules. In the event that QCIl makes any chatges provides any waivers from,
the provisions of its code of conduct applicablég@and our principal executive officer and serinancial officers, QCII intends to disclose
these events on QCII's and our website or in artewoForm 8-K within four business days of suckrv
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These codes of conduct, as well as cogi€abl's guidelines on significant governance issard the charters of QCII's audit committee,
compensation and human resources committee anchating and governance committee, are availableari€orporate Governance" section
of QCII's and our website atww.gwest.com/about/investor/governaoncén print to any stockholder who requests thenséxyding a written
request to QClII's Corporate Secretary at Qwest Qamigations International Inc., 1801 California 8treDenver, Colorado 80202.

Special Note Regarding Forward-Looking Statements

This Form 10-K contains or incorporategéfgrence forward-looking statements about oumfiie condition, operating results and
business. These statements include, among others:

. statements concerning the benefits that we expi#latesult from our business activities and cert@amsactions we hay
completed, such as increased revenue, decreasedsegpand avoided expenses and expenditures; and

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

These statements may be made expresdtjsidocument or may be incorporated by referenagher documents we have filed or will
with the SEC. You can find many of these statemeyt®oking for words such as "may," "would," "cdyl "should," "plan," "believes,"
"expects,” "anticipates,” "estimates," or similapeessions used in this document or in documestsporated by reference in this document.

These forward-looking statements are stilbfenumerous assumptions, risks and uncertaititetsmay cause our actual results to be
materially different from any future results exmed or implied by us in those statements. Somkeesfet risks are described in "Risk Factors
Item 1A of this report.

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

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

We compete in a rapidly evolving and higbbympetitive market, and we expect competitiondotinue to intensify. We are facing gree
competition from cable companies, wireless proddegsellers and sales agents (including oursearetfacilities-based providers using their
own networks as well as those leasing parts ohetwork. In addition, regulatory developments aber past several years have generally
increased competitive pressures on our businesst@some of these and other factors, we contimlest access lines.

We are continually evaluating our resporisgbese competitive pressures. Some of our nement responses are product bundling and
packaging and QCII's and our continuing focus cstmmer service. However, we may not be successthiese efforts. We may not be able to
distinguish our service levels from those of oumpetitors, and we may not be successful in intéggatur product offerings, especially
products for which we act as a reseller or salestaguch as wireless services and video sendictese initiatives are unsuccessful or
insufficient and we are otherwise unable to suffitly stem or offset our continuing access linséssand our revenue declines significantly
without corresponding cost reductions, this coudessely affect our operating results and financtaddition, as well as affect our ability to
service debt and pay other obligations.

Unfavorable general economic conditions in the Uedt States could negatively impact our operatingulés and financial condition.

Unfavorable general economic conditionsluding the current recession in the United Statebthe recent financial crisis affecting the
banking system and financial markets, could negstiaffect our business. While it is often diffitfdr us to predict the impact of general
economic conditions on our business, these comdittould adversely affect the affordability of ammhsumer demand for some of our prod
and services and could cause customers to shdter priced products and services or to delayogd purchases of our products and serv
One or more of these circumstances could causesganue to decline. Also, our customers may nathde to obtain adequate access to credit,
which could affect their ability to make timely pagnts to us. If that were to occur, we could beiiregl to increase our allowance for doubtful
accounts, and the number of days outstanding foactounts receivable could increase. In additisndiscussed below under the heading
"Risks Affecting our Liquidity," due to recent tuaihin the credit markets and the continued dedciinghe economy, we may not be able to
refinance maturing debt at terms that are as féerms those from which we previously benefitedeans that are acceptable to us or at all.
For these reasons, among others, if the curremiogciz conditions persist or decline, this couldexdely affect our operating results and
financial condition, as well as our ability to sieesdebt and pay other obligations.

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

The telecommunications industry has expegd some consolidation, and several of our contgpethave consolidated with other
telecommunications providers. This consolidatiosutes in competitors that are larger and bettearfaed and affords our competitors increased
resources and greater geographical reach, therglhlieg those competitors to compete more effelstimgainst us. We have experienced and
expect further increased pressures as a resuitsofonsolidation and in turn have been and matimmoa to be forced to respond with lower
profit margin product offerings and pricing plansain effort to retain and attract customers. Tipesssures could adversely affect
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our operating results and financial condition, @&l as our ability to service debt and pay othdigattions.

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 chasgsould reduce our market share and adversely @ffeur operating results and financial
condition.

The telecommunications industry is expetieg significant technological changes, and oulitglib execute our business plans and
compete depends upon our and our affiliates' ghiditdevelop and deploy new products and serviwgd) as broadband, wireless, video and
VolIP services. The development and deployment wfpr@ducts and services could also require suliataxpenditure of financial and other
resources in excess of contemplated levels. Ifigaat able to develop new products and servic&sep pace with technological advances, or
if those products and services are not widely aeckby customers, our ability to compete could deeasely affected and our market share
could decline. Any inability to keep up with chasge technology and markets could also adversébctbur operating results and financial
condition, as well as our ability to service deld pay other obligations.

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

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

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

From time to time, we receive notices fritrind parties or are named in lawsuits filed bydtparties claiming we have infringed or are
infringing upon their intellectual property right&/e may receive similar notices or be involvedimikar lawsuits in the future. Responding to
these claims may require us to expend signifidam ind money defending our use of affected tedyyplmay require us to enter into
licensing agreements requiring royalty paymentsweawould not otherwise have to pay or may requ@¢o pay damages. If we are required
to take one or more of these actions, our profitgims may decline. In addition, in responding test claims, we may be required to stop
selling or redesign one or more of our productsesvices, which could significantly and adversdfea the way we conduct business.
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Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the securit-related matters pending against QCII, includingehKPNQwest litigation, could have a material
adverse impact on our financial condition and opeireg results, on the trading price of our debt seties and on our ability to access the
capital markets.

As described in "Legal Proceedings" in Itemf this report, the securities-related matterduding the KPNQwest matters, present
material and significant risks to QCII and us.He fggregate, the plaintiffs in the KPNQwest matserek billions of dollars in damages. In
addition, the outcome of one or more of these mmatieuld have a negative impact on the outcoméiseodther matters. QCII continues to
defend against these matters vigorously and i®ntlyrunable to provide any estimate as to thengnaf their resolution. In addition, the
ultimate resolution of the objections by Messrscétao and Woodruff to the decision approving thell@ttlement of the consolidated
securities action is uncertain and could resuthenpayment of additional monies by QCII in conf@ttvith indemnification claims by
Messrs. Nacchio and Woodruff if the proposed saitlet of the claims of the putative class againssdvie Nacchio and Woodruff is not
implemented.

We can give no assurance as to the impsc@ClI's and our financial results or financiahddion that may ultimately result from these
matters. The ultimate outcomes of these matterstdirencertain, and substantial settlements dgjuents in these matters could have a
significant impact on QCIl and us. The magnitudswéh settlements or judgments resulting from tinestters could materially and adversely
affect QCII's financial condition and ability to etdts debt obligations, potentially impactingétedit ratings, its ability to access capital
markets and its compliance with debt covenantadutition, the magnitude of any such settlemenjadgments may cause QCII to draw down
significantly on its cash balances, which might#oit to obtain additional financing or explore etimethods to generate cash. Such methods
could include issuing additional securities origgllassets. As a wholly owned subsidiary of QQCll; business operations and financial
condition could be similarly affected.

Further, there are other material procegslppending against QCII and us as described indlLlRgpceedings"” in Item 3 of this report that,
depending on their outcome, may have a materiasdveffect on QCII's and our financial positiohu$, we can give no assurances as to the
impacts on QCII's and our operating results orfaial condition as a result of these matters.

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

We are subject to significant state anefabregulation. Interstate communications (inahgdinternational communications that originate
or terminate in the U.S.) are regulated by the F@@suant to the Communications Act of 1934, asrated by the Telecommunications Act of
1996, and other laws. Intrastate communicationseayelated by state utilities commissions purstiaustate utility laws. Generally, we must
obtain and maintain certificates of authority freime FCC and regulatory bodies in most states wivereffer regulated services and must
obtain prior regulatory approval of rates, termd eanditions for regulated services, where requivéd are subject to numerous, and often
quite detailed, requirements under federal, statiel@cal laws, rules and regulations. Accordinglg, cannot ensure that we are always in
compliance with all these requirements at any sipgint in time. The agencies responsible for tifereement of these laws, rules and
regulations may initiate inquiries or actions basadccustomer complaints or on their own initiatigee additional information about
regulations affecting our business in "Business—tHa@n" in Item 1 of this report.

Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtnvaries substantially from state to state.
A number of state legislatures and state utilitynodssions have adopted reduced or modified formegilation for retail services. These
changes also generally allow
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more flexibility for rate changes and for new protdintroduction, and they enhance our ability tsp@nd to competition. At the same time,
some of the changes at both the state and feésellihay have the potential effect of reducing soageilatory protections, including having
FCC-approved tariffs that include rates, terms @mtlitions. Despite these regulatory changes, stantial portion of our local voice services
revenue remains subject to FCC and state utilitgra@ssion pricing regulation, which could exposdaiananticipated price declines. The FCC
is considering changing the rates that carrierscbange each other for originating, carrying amchteating traffic and for local access
facilities. Also under review by the FCC and stadenmissions are the intercarrier compensation gsatising from the delivery of traffic
destined for entities that offer conference and tiha services for free (known in the industry'ascess stimulation," or "traffic pumping"),

and of traffic bound for Internet service provid#rat cross local exchange boundaries (known asXXkaffic"). There can be no assurance
that future regulatory, judicial or legislative &dies will not have a material adverse effectaur operations, or that regulators or third parties
will not raise material issues with regard to oompliance or noncompliance with applicable regalagi

All of our operations are also subject teadety of environmental, safety, health and oth@rernmental regulations. We monitor our
compliance with federal, state and local regulatigaverning the management, discharge and dispbbakzardous and environmentally
sensitive materials. Although we believe that weeinrcompliance with these regulations, our managendischarge or disposal of hazardous
and environmentally sensitive materials might expos to claims or actions that could have a matadweerse effect on our business, financial
condition and operating results.

Risks Affecting Our Liquidity

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

Our ultimate parent, QCII, continues torgaignificant debt. As of December 31, 2008, comsnlidated debt was approximately
$7.6 billion, which was included in QCII's consaltdd debt of $13.7 billion as of that date. Appneaiely $5.1 billion of QCII's debt, which
includes approximately $1.3 billion of our debtightions, comes due over the next three years$btiebillion amount also includes
$1.265 billion of QCII's 3.50% Convertible Seniootids due 2025 (referred to as the 3.50% Converdibleor Notes), which QCII may elect
redeem at any time on or after November 20, 20t0haiders may require QCII to repurchase for cashNovember 15, 2010. In addition,
holders of these 3.50% Convertible Senior Notes atsy elect to convert the principal of their nates cash during periods when specified,
marketbased conversion requirements are met. While wetly believe QCIl and we will have the finandiasources to meet our obligati
when they come due, we cannot fully anticipatefature condition or that of QCII, the credit marketr the economy generally. We may have
unexpected costs and liabilities, and we may hiawield access to financing. In addition, QCIl hd93% million of potential stock repurchases
remaining under its previously disclosed stock repase program, and it is the current expectatidp@ll's Board of Directors that QCII will
continue to pay a quarterly cash dividend. Casl bgeQCII to purchase its common stock or to paydginds will not be available for other
purposes, including the repayment of debt.

We may periodically need to obtain finamcin order to meet our debt obligations as theyeadre. Due to recent turmoil in the credit
markets and the continued decline in the economymay not be able to refinance maturing debt atg¢hat are as favorable as those from
which we previously benefited, at terms that aeptable to us or at all. We may also need to oladditional financing or investigate other
methods to generate cash (such as further costtieds or the sale of assets) if revenue and ceshided by operations decline, if economic
conditions continue to weaken, if competitive ptess increase, if holders of the 3.50% Convert##aior Notes elect to convert their notes
because market based conversion provisions aremneguire QCII to repurchase their notes
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for cash on November 15, 2010, if QCII or we arguieed to contribute a material amount of cash @IQ pension or other post-retirement
benefit plans or if QCII or we become subject gngficant judgments or settlements in one or mdrin@® matters discussed in "Legal
Proceedings” in Item 3 of this report. We can gieeassurance that this additional financing wilvailable on terms that are acceptable to us
or at all. Also, we may be impacted by factorstietato or affecting our liquidity and capital resoes due to perception in the market, impacts
on our credit ratings or provisions in our finargegreements that may restrict our flexibility undertain conditions.

QCllI's $850 million revolving credit fadii (referred to as the Credit Facility), which isnently undrawn, has a cross payment default
provision, and the Credit Facility and certain ottlebt issues of QCII and its other subsidiariesehaoss acceleration provisions. When
present, these provisions could have a wider impadiguidity than might otherwise arise from aaldf or acceleration of a single debt
instrument. As a subsidiary of QCII, any such eventld adversely affect our ability to conduct Imesis or access the capital markets and
adversely impact our credit ratings. In additidre Credit Facility contains various limitations¢limding a restriction on using any proceeds
from the facility to pay settlements or judgmergiating to the securities-related actions discugsédegal Proceedings" in Item 3 of this
report. See "Liquidity and Capital Resources—NearT View" in Item 7 of this report for additionaiformation about the Credit Facility.

The degree to which we, together with Q@tg leveraged may have other important limitingsemuences, including the following:

. placing us at a competitive disadvantage as cordpaith our less leveraged competitors;

. making us more vulnerable to downturns in generahemic conditions or in any of our busines:

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

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

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

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

Adverse changes in the value of assets or obligaiassociated with QCII's employee benefit plansiiconegatively impact QCII's
stockholders' equity balance, which may in turn efft our business and liquidity

Our employees participate in employee hepkfns sponsored by QCII.

QCIlI maintains a qualified pension plamoa-qualified pension plan and post-retirement fiepkans. The funded status of these plans is
the difference between the value of all plan assetsbenefit obligations under these plans. Thege® of calculating benefit obligations is
complex. Adverse changes in interest rates or makalitions, among other assumptions and factangld cause a significant increase in
QCII's benefit obligations or a significant deceasthe value of plan assets. With respect to @@ualified pension plan, adverse changes
could require QCII to contribute a material amooftash to the plan or could accelerate the tinoihgny required cash payments. The
amounts contributed by us through QCII are notegaped or restricted and may be used to provide

15




Table of Contents

benefits to employees of QCII's other subsidia@SIl determines our cash contribution and, histdly, has only required us to pay our
portion of its required pension contribution. Q@lihot required to make any cash contributions fee2®10. However, given the significant
decline in the value of plan assets in 2008, baseclirrent actuarial analyses and forecasts QCyllmearequired to make cash contributions in
the range of $0 to $300 million in 2010 and caregio assurances that it will not be required toeredditional cash contributions after 2010.
Future material cash contributions, if any, couddidna negative impact on QCII's liquidity by recdhgrits cash flows which in turn could affect
our liquidity.

In addition, QCII's consolidated balanceedh indirectly reflect the value of all plan assatd benefit obligations under these plans. The
accounting for employee benefit plans is complex, significant increases in QCII's benefit obligas or significant decreases of the value of
plan assets can occur without necessarily impa&i@gj's net income in the short term. In additiQ€Il's benefit obligations could increase
significantly if it needs to unfavorably revise thesumptions it used to calculate the obligatidhg. value of QCII's plan assets was several
times larger than QCII's stockholders' equity aBeéember 31, 2007. However, asset values decrsgggticantly in 2008, which caused
QCIlI's previous stockholders' equity position tediae a deficit position as of December 31, 2008ci8tolders' equity or deficit is one of
several measures used by certain customers andngeanong others, to evaluate a company's finboomition. As such, QCII's current
stockholders' deficit position or any future ingesiin its stockholders' deficit could adverselpaat QCII's competitiveness in obtaining
favorable purchase arrangements and make it mal&nhing to compete for certain sales contractgyray other things.

Because we are a wholly owned subsidia@®fl, these events could adversely affect ouitghiib conduct business or to access the
capital markets.

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

We regularly declare and pay dividendsupdirect parent, QSC. We may declare and pay €indg in excess of our earnings to the e
permitted by applicable law, which may consumegaificant amount of the cash we generate. Our del¢nants do not limit the amount of
dividends we can pay to our parent.

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

The terms of QCII's and our debt instruraguarmit both QCII and us to incur additional intelmess. Additional debt may be necessary
for many reasons, including to adequately resporambinpetition, to comply with regulatory requirerterelated to our service obligations or
for financial reasons alone. Incremental borrowiagborrowings at maturity on terms that imposeitaithl financial risks to our various
efforts to improve our operating results and finahcondition could exacerbate the other risks dbed in this report.

Other Risks Relating to Qwest

If conditions or assumptions differ from the judgmés, assumptions or estimates used in our critiegtounting policies, the accuracy of o
financial statements and related disclosures coblkl affected

The preparation of financial statements ratated disclosures in conformity with U.S. gefigraccepted accounting principles requires
management to make judgments, assumptions andagssithat affect the amounts reported in our cadheteld financial statements and
accompanying notes. Our critical accounting poticiehich are discussed in "Management's DiscussidnAnalysis of Financial Condition
and Results of Operations—Ciritical Accounting Fiekcand Estimates" in Item 7 of this report, déscthose significant accounting policies
and methods used in the preparation of our
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consolidated financial statements that are consii&ritical" because they require judgments, agdioms and estimates that materially impact
our consolidated financial statements and relatsclasures. As a result, if future events or asgionp differ significantly from the judgments,
assumptions and estimates in our critical accogrgwlicies, these events or assumptions could hawaterial impact on our consolidated
financial statements and related disclosures.

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

We are included in the consolidated fedim@dme tax return of QCII. As such, we could beesally liable for tax examinations and
adjustments attributed to other members of the @illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits by
the Internal Revenue Service, or IRS, as well ate $tnd local tax authorities. These audits coultjest us to tax liabilities if adverse positions
are taken by these tax authorities. In June 20@8| @ceived notices of proposed adjustments oersgsignificant issues for the 2002 throi
2003 audit cycle, including a proposed adjustmésdlibwing a loss recognized by QCII relating te sale of its DEX directory publishing
business. QCII has reached tentative settlemenitstiag IRS on several of these issues, includiegXEX sale. These settlements have been
approved by the IRS and are now subject to revigthe United States Congress Joint Committee omfl@x There is no assurance that these
settlements will ultimately be effected in accorclamvith QCII's expectations.

In April 2008, QCII received from the IRBoposed adjustments on several issues for the 2002005 audit cycle. Based on QCII's and
our evaluation of the IRS's positions reflectethie proposed adjustments, we have not recordedexiaiadjustment of our unrecognized tax
benefits. However there can be no assurance thita@@ the IRS will reach settlements on any okthissues or that, if QCIl does reach
settlements, the terms will be favorable to us.

Because prior to 1999 we were a membeffitibted groups filing consolidated U.S. federatome tax returns, we could be severally
liable for tax examinations and adjustments naatly applicable to us or to current members of@i@| affiliated group. Tax sharing
agreements have been executed between QCII andpseaffiliates, and QCII believes the liabilitiesany, arising from adjustments to
previously filed returns would be borne by thelaffed group member determined to have a deficiemder the terms and conditions of such
agreements and applicable tax law. We have notrgyerovided for liabilities attributable to cemt or former affiliated companies or for
claims they have asserted or may assert against us.

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

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

We are a party to collective bargainingeggnents with our labor unions, which represengaifitant number of our employees. Our
current four-year agreements with the CWA and BEEW expire on October 6, 2012. Although we belitheg our relations with our
employees and unions are satisfactory, no assucamcbe given that we will be able to successfediend or renegotiate our collective
bargaining agreements as they expire from timéne.tThe impact of future negotiations, includidgnges in wages and benefit levels, could
have a material impact on our financial resultsoAif we fail to extend or renegotiate our colieetbargaining agreements, if significant
disputes with our unions arise, or if our unionizestkers engage in a strike or other work stoppagegould incur
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higher ongoing labor costs or experience a siganifidisruption of operations, which could have aemal adverse effect on our business.

As a result of recent regulatory developments dnextbusiness needs, QCII is continuing to reorgaaithe legal structure of its subsidiarie
which could adversely affect the trading price afirodebt securities and our credit ratings.

In February 2007, the FCC issued an ottutrfteed us from some regulatory obligations uniderTelecommunications Act. Among ot
things, the order gives us more flexibility to igtate our local operations with the long-distanperations of QCIl and gives QCII more
flexibility to integrate the operations of its sidiaries that provide shared services to us and'®@ther subsidiaries. In light of this order and
consistent with QCII's continuing strategy to siifypits and our corporate structure and gain openal efficiencies, QCII has made change
the legal organization of some of its subsidiased has moved some of its operations among itsdiakies. QCII continues to evaluate other
ways to better organize its legal organization eperations of its subsidiaries and may make additiohanges in the future. In connection
with these activities, we do not expect that QGIl eonsummate any business combinations or otlagsactions that will adversely affect our
consolidated financial condition or results of aggiems. However, if we continue to be involved iy @f these activities and are unable to
successfully integrate the affected operationstréding price of our debt securities and credihgs could be adversely affected. Additionally,
these activities may impact the entities that aresolidated into our financial statements and, eesalt, our future financial statements may be
different from the financial statements we havedmisally presented. Therefore, our historical finel performance might not be indicative of
future financial performance.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

Our principal properties do not lend thelwsg to simple description by character and locatidhe components of our gross investment in
property, plant and equipment consisted of thewilhg as of December 31, 2008 and 2007:

December 31

2008 2007
Components of gross investment in property, pladtequipmen
Land and building: 7% 7%
Communications equipme 42% 42%
Other network equipmel 46% 46%
Genere-purpose computers and ott 5% 5%
Total 10C% 10(%

Land and buildings consists of land, lamgiovements, central office and certain administeadffice buildings. Communications
equipment consists primarily of switches, routerd ransmission electronics. Other network equipnreziudes primarily conduit and cable.
General-purpose computers and other consists paltgiof computers, office equipment, vehicles attier general support equipment. We
own substantially all of our telecommunicationsipgqent required for our business. Total gross itest in property, plant and equipment
was approximately $43.9 billion and $44.1 billichaf December 31, 2008 and 2007, respectively reafeducting accumulated depreciation.

We own and lease administrative officemgjor metropolitan locations within our local sesiarea. Substantially all of our
communications equipment and other network equipnsdncated in buildings that we own or on landhivi our local service area.

For additional information, see Note 7—Rndp, Plant and Equipment to our consolidated fom@rstatements in Iltem 8 of this report.
ITEM 3. LEGAL PROCEEDINGS

QCll is involved in several legal proceegtirio which we are not a party that, if resolvediagt QCII, could have a material adverse e
on our business and financial condition. We haetuited below a discussion of these matters, togethlk a discussion of those matters to
which we are a party. Only those matters to whiehane a party (primarily the third matter describeder the heading "Other Matters" rela
to litigation brought by several owners of payprgmepresent contingencies for which we have resghrdr could reasonably anticipate
recording, an accrual if appropriate to do so.

Throughout this section, when we refer thags action as "putative” it is because a classbleen alleged, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the narfadtiffs represent the class of plaintiffs they
purport to represent. Settlement classes havedsréfied in connection with the settlements oftair of the putative class actions described
below where the courts held that the named pléént#fpresented the settlement class they purptotezbresent.

The terms and conditions of applicable Wglacertificates or articles of incorporation, agrents or applicable law may obligate QCII to
indemnify its former directors, officers and empeg with respect to certain of the matters desgtiledow, and QCII has been advancing ¢
fees and costs to many former directors, offices @mployees in connection with certain mattersiilesd below.
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Settlement of Consolidated Securities Action

Twelve putative class actions purportediyught on behalf of purchasers of QCII's publichded securities between May 24, 1999 and
February 14, 2002 were consolidated into a conatditisecurities action pending in federal distairt in Colorado against QCIl and various
other defendants. The first of these actions wed tin July 27, 2001. Plaintiffs alleged, amongeotinings, that defendants issued false and
misleading financial results and made false statgesnebout QCII's business and investments, inctudiaterially false statements in certain of
QCIlI's registration statements. The most recentptaimt in this matter sought unspecified compenyatamages and other relief. However,
counsel for plaintiffs indicated that the putatalass would seek damages in the tens of billiordodérs.

In November 2005, QCII, certain other defimts, and the putative class representativeseghiteto, and filed with the federal district
court in Colorado, a Stipulation of Partial Sett@rhthat, if implemented, will settle the consol&thsecurities action against QCIl and certain
other defendants (the "QCII settlement"). No paréidmit any wrongdoing as part of the QCII settlemBursuant to the QCII settlement, Q
has deposited approximately $400 million in cagh asettlement fund. In connection with the Q@ltlement, QCII received $10 million
from Arthur Andersen LLP. As part of the QCII settlent, the class representatives and the settlestaestthey represent are also releasing
Arthur Andersen. If the QCII settlement is not imaplented, QCII will be repaid the $400 million ploterest, less certain expenses, and QCII
will repay the $10 million to Arthur Andersen.

If implemented, the QCII settlement wilsodve and release the individual claims of theclapresentatives and the claims of the
settlement class they represent against QCII dritedndants except Joseph Nacchio, our formeff elxiecutive officer, and Robert Woodruff,
our former chief financial officer. In Septembei080the federal district court in Colorado issuadeder approving the proposed QCII
settlement on behalf of purchasers of QCII's plplimded securities between May 24, 1999 and 28/y2002, over the objections of
Messrs. Nacchio and Woodruff. Messrs. Nacchio amevuff then appealed that order to the UnitedeSt&ourt of Appeals for the Tenth
Circuit. In addressing that appeal, the Tenth Gireeld that the federal district court order owdimg Nacchio and Woodruff's objections to the
QCII settlement was not sufficiently specific, ahcemanded the case to the district court withringions to consider certain issues and to
provide a more detailed explanation for its eadiecision overruling those objections. Subsequetti¢ remand, a proposed settlement was
reached involving the claims of the putative clagainst Messrs. Nacchio and Woodruff as descrileémibthat, if implemented, will also
result in the implementation of the QCII settlement

On August 4, 2008, QCII, Messrs. Nacchid #oodruff, and the putative class representatvesred into a Stipulation of Settlement
(the "Nacchio/Woodruff settlement"). The court Ipasliminarily approved the Nacchio/Woodruff settlemt, has certified a class for settlem
purposes of purchasers of our publicly traded sgesibetween May 24, 1999 and July 28, 2002, axxdstcheduled a hearing to consider final
approval of the Nacchio/Woodruff settlement. If ieypented, the settlement will, among other thifgsettle the individual claims of the cl:
representatives and the class they represent a§bdéissrs. Nacchio and Woodruff, and (ii) resulthie withdrawal by Messrs. Nacchio and
Woodruff of their objections to the QCII settlemanid the resolution of their indemnification disputith QCII arising from the QCII
settlement. Under the proposed Nacchio/Woodruffesaent, QCII has contributed $40 million, andnifplemented, Messrs. Nacchio and
Woodruff will contribute a total of $5 million ohsurance proceeds. The Nacchio/Woodruff settlesebject to a number of conditions and
future contingencies, including that it (i) requifnal court approval, and (ii) provides QCII withe right to terminate the settlement if class
members representing more than a specified amdwalieged securities losses elect to opt out ofs#itement. No parties admit any
wrongdoing as a part of the Nacchio/Woodruff sattet.
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KPNQwest Litigation/Investigation

On January 27, 2009, the trustees in thetDibankruptcy proceeding for KPNQwest, N.V. (ofiethQCIl was a major shareholder) file
lawsuit in the federal district court for the Distrof Colorado alleging violations of the Racketb#®luenced and Corrupt Organizations Act
and breach of duty and mismanagement under DuwehQ&1l is a defendant in this lawsuit along wittss@ph Nacchio, Robert S. Woodruff
and John McMaster, the former president and chie€ative officer of KPNQwest. Plaintiffs allege, any other things, that defendants'
actions were a cause of the bankruptcy of KPNQveest,they seek damages for the bankruptcy defitdPNQwest of approximately
$2.4 billion. Plaintiffs also seek treble and piwvetdamages as well as an award of plaintiffsratgs' fees and costs. A lawsuit asserting the
same claims that was previously filed in the febldistrict court for the District of New Jersey wdismissed without prejudice and that
dismissal was affirmed on appeal.

On September 13, 2006, Cargill Financiatihéss, Plc and Citibank, N.A. filed a lawsuit iretDistrict Court of Amsterdam, located in
Netherlands, against QCII, KPN Telecom B.V., Kotjkke KPN N.V.("KPN"), Joseph Nacchio, John McMastand other former employe
or supervisory board members of QCIl, KPNQwest BNK The lawsuit alleges that defendants misreptedefPNQwest's financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPNe@st to borrow funds under that facility.
Plaintiffs allege damages of approximately €219iaml(or approximately $305 million based on thekange rate on December 31, 2008).

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court. As amended aoitbfving the appeal of a partial summary judgmegdiast plaintiffs which was affirmed
part and reversed in part, plaintiffs allege, amotigr things, that defendants violated state #gEsitaws in connection with plaintiffs’
investments in KPNQwest securities. QCII is a daéet in this lawsuit along with Qwest B.V. (one@€II's subsidiaries), Joseph Nacchio
John McMaster. The Arizona Superior Court dismigsedt of plaintiffs’ claims, and plaintiffs volumiig dismissed the remainder of their
claims. Plaintiffs have appealed the court's denisb the Arizona Court of Appeals. Plaintiffs afaio have lost approximately $9 million in
their investments in KPNQwest, and are also sedkitegest and attorneys' fees.

On August 23, 2005, the Dutch Shareholdesociation (Vereniging van Effectenbezitters, @B filed a petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN@WVEB sought an inquiry into the
policies and course of business at KPNQwest tieableged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwest's outside auditors and accountant®&aember 28, 2006, the Enterprise Chamber orderédquiry into the management and
conduct of affairs of KPNQwest for the period Jaguhathrough May 23, 2002. QCII and others haveeapgd that order to the Netherlands
Supreme Court. On December 5, 2008, the EnterPfisenber appointed investigators to conduct theiigqu

QCII will continue to defend against thendieng KPNQwest litigation matters vigorously.
Other Matters

Several putative class actions relatinth&installation of fiber optic cable in certaights-of-way were filed against QCII on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiad&ansas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andd.&5or the most part, the complaints challengd'®@ght to install its fiber optic cable
railroad rights-of-way. Complaints in Coloradoijrihis and Texas, also challenge QCII's right tdalgiber optic cable in utility and pipeline
rights-of-way. The complaints allege that
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the railroads, utilities and pipeline companies dharight-ofway as an easement that did not include the rigghetmit QCII to install its fibe
optic cable in the right-of-way without the plaiifdl consent. Most actions (California, Coloradeo®yia, Kansas, Mississippi, Missouri,
Oregon, South Carolina, Tennessee and Texas) pugooe brought on behalf of state-wide classeéhémamed plaintiffs’ respective states.
The Massachusetts action purports to be on behathte-wide classes in all states in which QCH fiber optic cable in railroad rights-of-way
(other than Louisiana and Tennessee), and alseloalfof two classes of landowners whose propeatisin railroad rights-of-way originally
derived from federal land grants. Several actiamp@rt to be brought on behalf of multi-state césssThe lllinois state court action purports to
be on behalf of landowners in lllinois, lowa, Kecity, Michigan, Minnesota, Nebraska, Ohio and WistenThe lllinois federal court action
purports to be on behalf of landowners in Arkan&adifornia, Florida, lllinois, Indiana, Missoutiyevada, New Mexico, Montana and Oregon.
The Indiana action purports to be on behalf oftoonal class of landowners adjacent to railroatitsgpf-way over which QCII's network
passes. The complaints seek damages on theotiespéss and unjust enrichment, as well as purdtiweages. On July 18, 2008, a federal
district court in Massachusetts entered an ordgimpinarily approving a settlement of all of theians described above, except the action
pending in Tennessee. On November 18, 2008, thet keld a hearing to consider final approval of pheposed settlement and the parties are
awaiting the court's decision.

QCC is a defendant in litigation filed gveral billing agents for the owners of payphoreekisig compensation for coinless calls made
from payphones. The matter is pending in the Unsdes District Court for the District of Columbfaenerally, the payphone owners claim
that QCC underpaid the amount of compensation altizetm under FCC regulations for coinless callsgdafrom their phones onto QCC's
network. The claim seeks compensation for callsyelbas interest and attorneys' fees. QCC wilbvigisly defend against this action.

We have been a defendant in litigation gtdiby several owners of payphones relating taaltes we charged them for the lines to their
payphones between 1997 and 2003. Generally, thehpag owners have claimed that we charged moneafigrhone access lines than we v
permitted to charge under the applicable FCC rdigs.largest of these lawsuits, filed in the UniBtdtes District Court for the Western
District of Washington, was amicably settled foriemmaterial amount and dismissed. A second lawpaitding in the United States District
Court for the District of Utah with related procéags before the FCC, has also been amicably sdtitegh immaterial amount. Another
proceeding against us remains pending before thga@gdrPublic Utility Commission. Several relatedqaedings are underway at the FCC
involving us, other telecommunications companies @ayphone owners. In all of these proceedingspélyphone owners seek damages for
amounts paid allegedly exceeding the amounts theas wermitted under the applicable FCC rules. Wiewgorously defend against the
remaining actions.

A putative class action filed on behaliteftain of QCII's retirees was brought against Qi Qwest Life Insurance Plan and other
related entities in federal district court in Ca@ldo in connection with QCII's decision to reduce ltfe insurance benefit for these retirees to a
$10,000 benefit. The action was filed on MarchZm7. The plaintiffs allege, among other thingst RCII and other defendants were
obligated to continue their life insurance benefithe levels in place before QCII decided to redibem. Plaintiffs seek restoration of the life
insurance benefit to previous levels and certairitable relief. The district court ruled in QClfavor on the central issue of whether QCII
properly reserved its right to reduce the life magwce benefit under applicable law and plan docusndine retirees have amended their
complaint to assert additional claims. QCII belgWee remaining claims are without merit, and QA&Il continue to vigorously defend against
this matter.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We have omitted this information pursuanGieneral Instruction 1(2).
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PART I

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Not Applicable.
ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated finahciata should be read in conjunction with, andopraified by reference to, the consolidated
financial statements and notes thereto in Item @isfreport and "Management's Discussion and Asislyf Financial Condition and Results of
Operations" in Item 7 of this report. The compdifbof the following selected financial data igsificantly impacted by various changes in
accounting principles including:

. the adoption of Financial Accounting Standards Bpar FASB, Interpretation No. 48, "Accounting fdncertainty in Income
Taxes," or FIN 48, which was effective for us onuary 1, 2007; and

. the adoption of Statement of Financial Accountitgn8ards, or SFAS, No. 123(R), "SF-Based Payment," which was effeci
for us on January 1, 2006.

Years Ended December 31,

2008 2007 2006 2005 2004
(Dollars in millions)
Operating revenu $10,38¢ $10,69. $10,72: $10,84: $11,21(
Operating expense 7,52¢ 7,631 8,28¢ 8,58¢ 8,754
Income from continuing operations before inct
taxes and cumulative effect of changes in
accounting principle 2,267 2,44( 1,88 1,62¢ 1,871
Net income 1,43¢ 1,527 1,20z 1,03¢ 1,06¢
Other data
Cash provided by operating activiti $347¢ $367C $ 337/ $ 368 $ 3,77¢
Cash used for investing activiti 1,40z 1,254 1,27¢ 1,151 1,49¢
Cash used for financing activiti 2,13¢ 2,40( 1,98( 2,75: 2,55¢
Capital expenditure 1,404 1,27( 1,41( 1,401 1,54¢

December 31
2008 2007 2006 2005 2004
(Dollars in millions)

Balance sheet dat

Total asset $15,44: $16,52: $17,40: $18,44% $20,58(
Total debt(1] 7,58¢ 7,911 7,738 7,72C 7,704
Total debt to total capital ratio(: 91% 85% 7% 73% 64%

(1)  Total debt is the sum of current portion of I-term borrowings and loi-term borrowing—net on our consolidated balance sheets.
total obligations, see "Management's Discussionfemalysis of Financial Condition and Results of @timns—Future Contractual
Obligations™ in Item 7 of this report.

(2)  The total debt to total capital ratio is a measfréhe percentage of total debt in our capitalatrce. The ratio is calculated by dividi

total debt by total capital. Total debt is the saincurrent portion of long-term borrowings and letegm borrowings—net on our
consolidated balance sheets. Total capital isthed total debt and total stockholder's equity.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements set forth below constitorward-looking statements. See "Business—SpBicite Regarding Forward-Looking
Statements” in Item 1 of this report for additiofedtors relating to such statements, and see 'Raskors" in Item 1A of this report for a
discussion of certain risk factors applicable to lousiness, financial condition and results of afiens.

Business Overview and Presentation

We provide data, Internet, video and vaiepsices. We generate revenue from services pravidthe 14-state region of Arizona,
Colorado, Idaho, lowa, Minnesota, Montana, Nebrableav Mexico, North Dakota, Oregon, South DakottgH)Washington and Wyoming.
We refer to this region as our local service area.

Our operations are included in the constéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenue. In addition to our operati@Sll maintains a national telecommunications mekwThrough its fiber optic network,
QCII provides some long-distance, data and Intesertices that we do not provide. You can find fddal information about these services
that we do not provide in "Business" in Item 1latreport.

For certain products and services we pevéchd for a variety of internal communicationsdiions, we use parts of QCII's network to
transport voice and data traffic. Through its netw®CIl also provides nationally and globally sodsta and Internet access services that are
similar to services we provide within our local\dee area. These services include private line, AdrMd frame relay.

Our analysis presented below is organiegurdvide the information we believe will be usefiil understanding the relevant trends going
forward. However, this discussion should be reagbimunction with our consolidated financial stagsns and the notes thereto in Item 8 of
report.

Our operations are integrated into andpare of the segments of QCII and contribute tarake of QCII's segments: business markets,
mass markets, and wholesale markets. We have e Ghief Operating Decision Maker, or CODM, as QOliring the first quarter of 2008,
QCII's CODM began to manage QCII's business usiffigreint information than he was using previou§)CIlI changed its segments
accordingly. QClI's CODM reviews our financial imfieation only in connection with our quarterly anthaal reports that we file with the
Securities and Exchange Commission, or SEC. Coeseiguwe do not provide our discrete financiabimhation to the CODM on a regular
basis. Additional information on our contributicilesQCII's segments is provided in Note 15—Contiidnuto QCIlI Segments to our
consolidated financial statements in Item 8 of thisort.

In light of regulatory changes in 2007 aodsistent with QCII's continuing strategy to siifypits and our corporate structure and gain
operational efficiencies, in 2008 QCIl moved tonuast of the administrative and other functions &Gand merged into us two of QSC's o
wholly owned subsidiaries that previously chardesl majority of their costs to us:

. a procurement company that managed real estatethadsupplier selection and negotiations;
. a computer system support services company thallédudevelopment, application, maintenance, integraand testing of
software.
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These reorganization activities combinesifiesses that were already controlled by QCll.gfoee we accounted for these activities in a
manner similar to a pooling of interests. Thesévdiets had the following effect on our previousBported financial statements for each year
presented:

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

Increases in

Total operating revent $814 $85C

Income before income tax 63 31

Net income 35 —
December 31, 200
(Dollars in millions)

Increases in

Total asset $ 1,12¢

Total liabilities 732

As a result of these reorganization adésitwe have reclassified certain expenses intdis and in our consolidated statements of
operations in Item 8 of this report, for the yeansled December 31, 2007 and 2006, to conform toutrent year presentation.

QCII continues to evaluate other ways tibdverganize the legal structure and operatiorits&ubsidiaries and may make additional
changes to the legal structure and operations slibsidiaries, including us, in the future. Inmection with these past or future reorganization
activities, we do not believe we have consummatad,we do not expect to consummate in the futumg pasiness combinations or other
transactions that will adversely affect our cordatied financial condition or results of operations.

During the first quarter of 2008, we al$meged the definitions we use to classify expeasa®st of sales, selling expenses or general,
administrative and other operating expenses. Asalt; we have reclassified certain expenses énlthim and in our consolidated statements of
operations in Item 8 of this report. Operating erges are now reported as follows:

. Cost of sales are costs incurred in providing pet&land services to our customers. These includplayee-related costs
directly attributable to operating and maintainig network (such as salaries, wages and certaiefit®); and other cost of
sales directly related to our network operationglifsas professional fees, materials and supplies,af equipment sales and
outsourced services).

. Selling expenses are costs incurred in selling yetsdand services to our customers. These inckrdployerrelated cost
directly attributable to selling products or seesdsuch as salaries, wages, internal commissimhsertain benefits); marketir
advertising and external commissions; and othdingatosts (such as bad debt expense, profesdieesiand outsourced
services).

. General, administrative and other operating expease corporate overhead and other operating ddstse include: employ-
related costs for administrative functions (suckalaries, wages and certain benefits); taxes eesl(5uch as property and other
taxes and USF charges); real estate and occupasty(such as rents, utilities and fleet costs);@her general, administrative
and other operating costs (such as professiongs| fegsourced services, litigation related chaegebgeneral computer systems
support services). These expenses also includpemsion and post-retirement benefits expensedlfeligible employees and
retirees.
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We believe these changes allow users ofinancial statements to better understand ourstostture and the way we manage our
business. These expense classifications may nodroparable to those of other companies. These elsemap no impact on total operating
expenses or net income for any period.

We have also reclassified certain othesrpréar revenue, expenses and access line amouwdsform to the current year presentation.
Business Trends
Our financial results continue to be imeadby several significant trends, which are describelow:

. Data, Internet and video growt Revenue from data, Internet and video servigesesented 31% of our total revenue for
year ended December 31, 2008 and continues to §k@nalso continue to see shifts in the makeupisfrévenue as customers
move from traditional data, Internet and video prtd and services to our growth products and sesvithese growth products
and services generally use more advanced techesltighn our traditional products and services addde products and
services such as: broadband services; privatedimg video services. The revenue increases frogse theowth products and
services have outpaced revenue declines fromitadltdata, Internet and video services (such asl Afame relay and Intern
dial-up access).

We also continue to focus on improving penetratibbroadband services, and broadband subscribatsae to grow as
customers migrate to higher speed Internet cormrestiWe reached 2.8 million broadband subscribidbeeember 31, 2008
compared to 2.5 million and 2.1 million at the sasage in 2007 and 2006, respectively. We belieeeathility to continually
increase connection speeds is competitively impbr#ss a result, we continue to invest in incregsiar available connection
speeds through our fiber to the node, or FTTN, @gpknt, which we launched to meet customer dem@uadtotal broadband
subscribers grew at a lower rate in 2008 than BV28s we continued to compete in a maturing mavkete a significant portic
of consumers already have a broadband connectiereXffect that the rate of broadband subscriberthrow2009 will be
similar to the 2008 growth rate.

. Access line lossesOur revenue has been, and we expect it will comtito be, adversely affected by access line losstesnse
competition, including product substitution, coni@s to drive our access line losses. For exam@ayroonsumers are
substituting cable, wireless and VolP for tradiibmoice telecommunications services. This hassimeed the number and type
of competitors within our industry and has decrdas&r market share. Additionally, we believe contpet pressures, declining
general economic conditions and wireless subsiitutontributed to an acceleration of our accesslbisses in 2008. We expect
that these factors will continue to impact our bess in 2009. Product bundling and other produmptions, as described
below, continue to be some of our responses tosadiee losses.

. Product promotions We offer many of our customers the ability to $lenseveral products and services. For exampley i
joint marketing and advertising efforts with oufilédtes, these customers can bundle local voiceises with other services st
as broadband, video, long-distance and wirelessb#lieve customers value the convenience of, aioé piscounts associated
with, receiving multiple services through a singtenpany. In addition to our bundle discounts, ve® alffer limited time
promotions and a fixed price on our broadband serfar qualifying customers who have our broadbamduct in their bundle.
While bundle price discounts have resulted in loaegrage revenue for our individual products, wieelse product bundles
continue to positively impact our customer retemtio
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. Operational efficiencies.We continue to evaluate our operating structagefacus. This involves balancing our workforce in
response to our workload, productivity improvemeanlgnges in the telecommunications industry angigonental regulations.
Through planned reductions and normal employegiaiir we have reduced our workforce and employdated costs (net of
severance charges) while achieving operationatieffcies and improving processes through automation

. Margin contraction. Customers are continuing to move at an incregsawg to our newer growth products and services.
migration results in customers moving away fronditianal products and services. In general, theginarassociated with these
growth products and services have not yet achibeeefits of scale and are often lower than the manglating to traditional
products and services. In addition to market catitvta and competitive pressures, this transitiocaigsing our income to
contract as these newer growth products and servigeace our traditional products and serviceghAtsame time, we are
transitioning the cost structure of our businessayng operating initiatives that improve our cadécost efficiency to mitigate
this margin impact. As scale improves on our grogrtbducts and services, we expect our margin streistill continue to
improve.

. Pension and po-retirement benefits expenses and fund QCII is required to recognize in its financiatsments certai
expenses relating to its pension and post-retiréimesith care and life insurance benefits plangs&hexpenses are calculated
based on several assumptions, including among tihegs discount rates and expected rates of retulan assets. Changes
these assumptions can cause significant chandbs tombined net periodic benefits expenses QCdgeizes. QCII allocates
the expenses of these plans to us and its othikata$. The allocation of expenses to us is bagexh demographics of our
employees compared to all the remaining particgaBhanges in QCII's assumptions can cause signifchanges in the net
periodic pension and post-retirement benefits espgmve recognize. For the year ended DecembefB8, e recognized
combined net periodic income, as pension incomeexked post-retirement benefit expense for the yarever, during 2008
QCIl experienced significant losses on its pensind post retirement benefit plan assets and wecekpeecognize
approximately $172 million in non-cash combined peatiodic expense in 2009 as compared to combieegderiodic income of
$13 million in 2008 and expense of $39 million B0Z. Changes to QClI's assumptions in future perindy further increase or
decrease our expected combined net periodic expérs®nd 2009.

With respect to QCII's qualified pension plan, Q€duld be required to contribute a material amadirdash to the plan. QCIl is
not required to make any cash contributions be26/0. However, given the significant decline in tiadue of plan assets in
2008, based on current actuarial analyses anddst®cQCII may be required to make cash contribatio the range of $0 to
$300 million in 2010 and can give no assurancessithéll not be required to make additional cagimtributions after 2010. The
amounts contributed by us through QCII are notesgaped or restricted and may be used to providefitemho employees of
QCllI's other subsidiaries. Historically, QCII hadyrequired us to pay our portion of its requipgghsion contribution.

While these trends are important to undeding and evaluating our financial results, theptransactions, events and trends discussed i
"Risk Factors" in Item 1A of this report may alsaterially impact our business operations and fir@mesults.
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Results of Operations
Overview

We generate the majority of our revenugimyiding data, Internet, video and voice serviggisig our network as described further bel
We also generate revenue from services we providert affiliates. Depending on the products or Bew purchased, a customer may pay a
service activation fee, a monthly service fee,agescharge or a combination of these.

. Data, Internet and video servicedata, Internet and video services include: braadbservices and video services that we offer
to consumers; private line services that we offesther telecommunications providers and busines®mers; and other data
services such as ISDN, ATM and frame relay thabffer primarily to business customers.

. Voice services.Voice services include local voice services armkas services. Local voice services primarily istrad local
exchange and switching services. Local voice sesvadso includes UNEs provided to our wholesaléooners. Access services
include fees we charge to other telecommunicagwosiders to connect their customers and their agka/to our network. As
discussed above, we began to generate revenueséiting wireless services in 2008.

. Affiliate and other servicesWe provide to our affiliates data services, vaieevices and billing and collections services that
also provide to external customers. In addition pnavide to our affiliates: marketing, sales andeatising; computer system
development and support services; network suppatrtechnical services; and other support servawgd) as legal, regulatory,
general finance and accounting, tax, human resswcd executive support. We also generate othenuevfrom USF
surcharges and the leasing and subleasing of épace office buildings, warehouses and other progs

The following table summarizes our resoftsperations for the years ended December 31,, 2008 and 2006 and the number of
employees as of December 31, 2008, 2007 and 2006:

Increase/(Decrease) % Change
Years Ended December 31, 2008\ 2007\
2008 v 2007 v
2008 2007 2006 2007 2006 2007 2006
(Dollars in millions, except employees
Operating revenu $10,38¢ $10,69! $10,72: $ (303 $ (30 () —%
Operating expenst 7,52¢ 7,631 8,28¢ (10€) (657) D% B)%
Other expens—net 59¢ 62C 551 (29 (69) 4% 13%
Income before income tax 2,26 2,44( 1,88 (173 55€ (M% 3%
Income tax expens 82¢ 913 67¢ (84) 234 9% 34%
Net income $143t $ 1527 $120: $ (89 $ 324 6)% 27%

Employees (as of December  30,54¢ 34,00¢ 35,83: (3,457 (1,828 (100% (5%

28




Table of Contents
Operating Revenue
2008 COMPARED TO 2007

The following table compares our operatiegenue for the years ended December 31, 2008 @0idt 2

Increase/
Years Ended December 3:  (Decrease) % Change
2008 2007 2008 v 200 2008 v 200
(Dollars in millions)
Operating revenug

Data, Internet and video servic $ 3,19¢ $ 291¢ $ 282 10%
Voice service: 5,19¢ 5,68 (491) (9)%
Affiliate and other service 1,99: 2,08¢ (95) (5)%
Total operating revent $ 10,38¢ $ 10,69 $ (309 (3)%

In addition to the specific items discusbetbw, we believe declining general economic coo$ negatively impacted our revenue in
2008.

Data, Internet and Video Services

Data, Internet and video services revenaeeased primarily due to a 10% increase in broadlsabscribers and, to a lesser extent, a 28%
increase in video subscribers as of December 318 26mpared to December 31, 2007. The growth iadivand services revenue resulted
from continuing increases in penetration and, liesaer extent, increased rates as customers upgt@téher speed services. Private line
services revenue also increased as a result oghighiumes partially offset by rate compressioreSéhrevenue increases were partially offset
by a decrease in frame relay and ATM services neetue to lower volumes.

Voice Services

Local voice services revenue decreasedagpifiyrdue to access line losses as a result ofdhgpetitive pressures described in "Business
Trends" above. Local voice services revenue wagatgal by these competitive pressures as custorseandected primary and additional
lines and continued to be affected by a decliniegand for UNEs.

Access services revenue decreased prindrdyto a 9% decline in volume compared to 2007.

The following table summarizes our accéssslby customer channel as of December 31, 2002607:

December 31, Decrease % Change
2008 2007 2008v200 2008 v 200
(in thousands)
Access lines

Mass market 7,79¢ 8,707 (911) (10)%
Business market 2,63¢ 2,791 (15%) (6)%
Wholesale market 1,13 1,291 (1598 (12)%
Total access line 11,56 12,78¢ (1,229 (10)%
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Affiliate and Other Services Revenue

Affiliate services revenue decreased prilpaue to a change in the way we determine salppart services billed to our affiliates. We
implemented this change in the fourth quarter &f20his revenue decrease was partially offsetrbinerease in services we provided to
support an affiliate's data and Internet produferafgs.

We estimate that the profit from affilistervices was approximately $380 million and $41Moni for the years ended December 31, 2
and 2007, respectively.

2007 COMPARED TO 2006

The following table compares our operatiegenue for the years ended December 31, 2007 @G0fdt 2

Increase/
Years Ended December 3:  (Decrease) % Change
2007 2006 2007 v200 2007 v 200
(Dollars in millions)
Operating revenug

Data, Internet and video servic $ 291¢ $ 257¢ $ 34C 13%
Voice service: 5,68 6,104 417 (7%
Affiliate and other service 2,08¢ 2,041 47 2%
Total operating revent $ 10,69. $10,722 $ (30 —%

Voice Services

Local voice services revenue decreasedgpifiyrdue to access line losses as a result ofdhgpetitive pressures described in "Business
Trends" above. Local voice services revenue wasuotaal by these competitive pressures as custonsemndected primary and additional
lines. Additionally, but to a lesser extent, logalce services revenue decreased due to lower &&Hhue primarily due to the elimination of
the USF assessment on certain products in late. 27006 decrease also reduced our expense by asiamlount. Wholesale local services
revenue continued to be affected by a decliningatefrfor UNEs.

Access service revenue decreased primauidyto decreased demand from interexchange cattierprovide long distance service to our
local customers.

The following table shows our access lipgsustomer channel as of December 31, 2007 an@: 200

December 31 Decrease % Change
2007 2006 2007 v200 2007 v 200
(in thousands)
Access lines

Mass market 8,707 9,43( (723 (8)%
Business marke! 2,791 2,87( (79 (3)%
Wholesale market 1,291 1,49t (204) (19)%
Total access line 12,78¢ 13,79: (1,006 (1%

Data, Internet and Video Services

Data, Internet and video services revenaeeased primarily due to a 22% increase in broadlsabscribers and, to a lesser extent, a 67%
increase in video subscribers. The growth in braadiservices revenue resulted from continuing as®e in penetration as customers migt
from dial-up Internet connections, as well as cogtrs upgrading to higher speed Internet connectibims increase in data and Internet
services revenue was primarily due to growth ingte line volume.
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Affiliate and Other Services Revenue

The increase in affiliate and other sersit®venue was primarily due to increased volumegsigéte line and other services we provide to
support our affiliates' data, Internet and videsibesses and, to a lesser extent, price increasseke services.

Operating Expenses
This section should be read in conjunctigih our business trends discussed above.
2008 COMPARED TO 2007

The following table provides further detayarding our operating expenses:

Years Ended Increase/
December 31, (Decrease) % Change
2008 2007 2008 v 200 2008 v 200

(Dollars in millions)
Cost of sales (exclusive of depreciation and amatitin)

Employecrelated cost $1,19¢ $1,24: $  (44) (4)%

Other 48¢ 421 67 16%
Total cost of sale 1,687 1,66¢ 23 1%
Selling:

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

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

Other 30C 242 58 24%
Total selling 1,84z 1,78¢ 56 3%
General, administrative and other operat

Employecrelated cost 48¢€ 491 ®) )%

Taxes and fee 37z 45C (78) AN%

Real estate and occupancy cc 297 30E 8 ()%

Other 582 55C 33 6%
Total general, administrative and other opera 1,73¢  1,79¢ (58) ®)%
Affiliates 18t 164 21 13%
Depreciation and amortizatic 2,07: 2,221 (14¢) (N%
Total operating expens $7,52¢ $7,631 $ (10€) ()%

Cost of Sales (exclusive of depreciation and amorttion)

Cost of sales are costs incurred in proxgjgiroducts and services to our customers. Thestadie: employee-related costs directly
attributable to operating and maintaining our nefwsuch as salaries, wages and certain benedits) pther cost of sales directly related to our
network operations (such as professional fees,matt@nd supplies, cost of equipment sales ansbouted services).

Employeeelated costs decreased primarily due to lowerigslavages and benefit costs as a result of emplogductions in our netwa
operations and lower overtime costs partially dffseseverance charges of approximately $78 mifiin2008.

Other cost of sales increased primarily uleigher cost of equipment sales and higher peid@al fees and other costs for operating and
maintaining our network.

As discussed in Note 17—Commitments andti@geancies to our consolidated financial statementtem 8 of this report, during June
2008 floods in the Midwest, particularly lowa, cads
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damage to our network. Based on our current assggsme estimate that cumulative expenditures reduor the restoration of our network
and physical plant will be less than $20 milliom;luding repairs and equipment replacement. Foyé¢lae ended December 31, 2008, we
incurred repair expenditures of $13 million, whirte included in the $20 million estimate.

Selling Expenses

Selling expenses are costs incurred imnsgliroducts and services to our customers. Thedede: employee-related costs directly
attributable to selling products or services (saslsalaries, wages, internal commissions and ndy&aiefits); marketing, advertising and
external commissions; and other selling costs (ssdbad debt expense, professional fees and oaegbservices).

Employee-related costs increased primaltly to severance charges of $16 million in 2008agller costs associated with our sales
force. These increases were partially offset bgcide in the amortization of deferred costs asgedi with the activation of access lines.
Certain customer acquisition costs are deferretb tipe amount of any up-front fee and amortized ¢tive expected life of the customer
relationship and have been declining in amountr@salt of access line losses and promotional waigéup-front fees.

Marketing, advertising and external comimoiss decreased primarily due to lower costs forimedvertising in 2008.

Other selling costs increased due to highefessional fees, higher costs for postage aippty, a refund associated with a regulatory
matter in 2007 and other costs including expensssdaated with sponsoring the Democratic and RégabNational Conventions, which took
place in our 14-state region in 2008.

General, Administrative and Other Operating Expense

General, administrative and other operatixyggenses are corporate overhead and other ogecatits. These include: employee-related
costs for administrative functions (such as sataneages and certain benefits); taxes and feeh @siproperty and other taxes and USF
charges); real estate and occupancy costs (suemiss utility and fleet costs); and other genaadhinistrative and other operating costs (such
as professional fees, outsourced services, lingatlated charges and general computer systerpedigervices). General, administrative and
other operating expenses also include our allocsttade of QClI's combined net periodic pension post-retirement health care and life
insurance plans for all eligible employees andees.

Employee-related costs decreased primdtig/to lower pension expense partially offset byesence charges of $32 million in 2008 and
an increase in post-retirement benefit expensedl. #Gcates the expense of its benefit plans tbased upon demographics of our employees
compared to all the remaining participants. Theeasg is a function of the amount of benefits egrimeerest on benefit obligations, expected
return on plan assets, amortization of costs aeditsrfrom prior benefit changes and amortizatibaatuarial gains and losses. For the year
ended December 31, 2008, QCII allocated to us coetbpension and post-retirement benefit incomel8fréillion compared to a combined
pension and post-retirement benefit expense o$i8dn for the year ended December 31, 2007. THift #om recording combined net
periodic expense to recording combined net periodiome was primarily due to a decrease in netagigtlosses. We expect to record
combined net periodic expense of approximately $hiltlon in 2009. Actuarial gains or losses refléve differences between earlier actuarial
assumptions and what actually occurred.

Taxes and fees decreased primarily duebdOamillion favorable property tax settlement rgaized in 2008. Excluding this settlement,
taxes and fees decreased due to other favoralppenydax adjustments.
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Other expenses increased due to increaséespional fees, increased marketing and advegtiskpense, and the impairment of certain
assets related to real estate properties and Q@iesess business partially offset by a decreadegal expenses resulting from charges
recorded in 2007 for a litigation matter.

Affiliate Expenses

Affiliate expenses include charges for ose of long-distance services, wholesale Interoetss, insurance, occupancy charges and
certain retiree benefits.

Affiliate expenses increased primarily daéncreases in Internet access and voice mailcgsyoccupancy charges and a general liability
insurance credit received in 2007.

2007 COMPARED TO 2006

The following table provides further detayarding our operating expenses:

Years Ended Increase/
December 31, (Decrease) % Change
2007 2006 2007 v200 2007 v 200

(Dollars in millions)
Cost of sales (exclusive of depreciation and amatitin)

Employecrelated cost $1,24: $1,29: $ (49 (4)%

Other 421 437 (16) (4)%
Total cost of sale 1,66¢ 1,72¢ (65) (4)%
Selling:

Employecrelated cost 1,048 1,05(C 5) —%

Marketing, advertising and external commissi 49¢ 48t 14 3%

Other 24z 253 (11) (BH%
Total selling 1,78¢ 1,78¢ 2 —%
General, administrative and other operat

Employecrelated cost 491 69¢ (207) (30)%

Taxes and fee 45C 481 (32) (6)%

Real estate and occupancy c¢ 30& 312 @) (2)%

Other 55C 572 (22 (BH%
Total general, administrative and other opera 1,79¢  2,06: (267) (13)%
Affiliates 164 17¢ (15) (8)%
Depreciation and amortizatic 2,221 2,52¢ (30¢) (12)%
Total operating expens $7,631 $8,28t $ (657) (8)%

Cost of Sales (exclusive of depreciation and amorttion)

Employee-related costs decreased primduié/to employee reductions in both years and I@seerance costs as we adjusted our
workforce in response to productivity improvememiastially offset by additional maintenance work.

Other cost of sales decreased primarilytdwall termination settlements and lower ovevalume, partially offset by higher professional
fees for operating and maintaining our network.

Selling Expenses

Marketing, advertising and external comimoiss increased primarily due to higher media adsied costs incurred to promote name and
brand recognition in our business markets charmel.
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addition, continued product bundling and broadbamanotions in our mass markets channel also car&ibto higher costs.

Other selling costs decreased primarily tue refund associated with a regulatory matterlawer professional fees, partially offset by
increased bad debt expense. Bad debt expensesadrga2007 to a normal expense level that refleastavrite-off experience over the last
three years. Our 2006 bad debt expense was loaer2007 due to non-recurring reductions in ourrkeskevel to reflect improvement in our
collections experience.

General, Administrative and Other Operating Expense

Employee reductions and lower severancts amsitributed to the decrease in employee-reletsts in 2007. Employee-related costs
decreased primarily due to lower combined net pizipension and post-retirement benefits expersasrasult of post-retirement benefit plan
changes effective in 2007 and net reduced expessseiated with the recognition of actuarial gatdar employees participate in the QCII
pension and non-qualified pension plans and ceetaiployees are eligible for post-retirement heedtte and life insurance plans. QCII
allocated to us combined benefits expenses of $B@mand $198 million for the years ended Deceni, 2007 and 2006, respectively.

Effective January 1, 2007, changes to @®knefit plans capped QCII's levels of contrimgifor certain post-retirement health care
benefits and reduced the post-retirement benefieuthe life insurance plan, which decreased aiillty substantially. Actuarial gains or
losses reflect the differences between QCII's eaalttuarial assumptions and what actually occuirbd recognized net actuarial loss for this
period was reduced primarily due to higher discoategs and higher than expected actual returnepsipn assets.

For additional information on QCII's pens@nd post-retirement plans, see Note 11—Employsefts to our consolidated financial
statements in Item 8 of this report.

Taxes and fees decreased primarily duewel USF charges largely related to the eliminatibthe USF assessment on certain products.

Other general, administrative and otheraieg costs decreased due to lower third partyrmétion technology services and lower
insurance premiums, due to our settling varioualletatters.

Affiliate Expenses

Affiliate expenses decreased primarily tueeduced expenses for promotional modems andesgrkompensation insurance adjustmu
which resulted in a credit to expense in 2007 andx@ense in 2006. These reductions were partéibet by increased expenses for long-
distance services as we transitioned our employsesdf these services to an affiliate in early2@ior to this transition, these services were
provided by our network and other carriers' network
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Depreciation and Amortizatiot

The following table provides detail regaglidepreciation and amortization expense:

Increase/(Decreast % Change
Years Ended December 31, 2008\ 2007\
2008 v 2007 v
2008 2007 2006 2007 2006 2007 2006

(Dollars in millions)
Depreciation and amortizatio
Depreciatior $1,858 $2,017 $2,16¢ $(162) $(152) 8% (7%
Amortization 21¢ 204 36C 14 (15€) 7% (43)%

Total depreciation and amortizati  $2,07%  $2,221 $2,52¢ $(14€) $(30¢) (M% (12)%

Depreciation expense decreased due to loamtal expenditures and the changing mix of auestment in property, plant and equipment
since 2002. If our capital investment program reraapproximately the same and we do not signifigasfiorten our estimates of the useful
lives of our assets, we expect that our depreciatigense will continue to decrease.

Amortization expense decreased in 2007 ewetpto 2006 due to the change in our estimateerbge economic lives of capitalized
software in January 2007 and lower capital spendimgoftware related assets since 2001. Amortizatigpense would have been
approximately $120 million higher in 2007 had we dieanged our estimates of the average econones tiv better reflect the expected period
of future use of the software. We did not changeestimates of the average economic lives of chet software in 2008.

Other Consolidated Results

The following table provides detail regaigliother expense (income)—net and income tax expens

Increase/(Decreas¢ % Change
Years Ended December 3 2008\ 2007\
2008 v 2007 v
2008 2007 2006 2007 2006 2007 2006

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

Interest expense on lo-term borrowings and capital lea—nel $58¢ $60&¢ $61€ $ (190 $ (8) R)% ()%
9

Loss on early retirement of d—net — 18 9 (18 nm  10C%

Gain on sale of asse — (6) (65 6 59 nm (91)%

Other—net 7 — 9 7 9 nm nm
Total other expense (incon—net $59€ $62C $551 $(24) $ 69 @)% 13%
Income tax expens $82¢ $91F $67¢ $(84) $ 234 9% 34%

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

Other Expense (Income)—Net

Other expense (income)—net includes: isteg@pense on long-term borrowings and capitakledavestment write-downs; gains and
losses on the sales of investments and fixed aggets and losses on early retirement of debérést income and interest expense not related
to borrowings, such as interest on income taxes.
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Loss on early retirement of debt—net fod 2@vas primarily due to the redemption of $250 imillaggregate principal amount of 88 %
Debentures due June 1, 2031. The redemption rdsnlgeloss on early retirement of debt of $18 ionill

Concurrent with the issuance of our 7.5%edalue 2014 on August 8, 2006, we redeemed thaimarg $500 million aggregate principal
amount of our floating rate term loan maturingumd 2007, plus accrued interest of $3 million. Tédemption resulted in a loss on early
retirement of debt of $9 million.

The gain on sale of assets in 2007 and 2@@6primarily due to a sale of real estate of $6an and $61 million, respectively.

Other—net includes, among other thingsrigdt income, income tax penalties, other intengsénse (such as interest on income taxes),
and gains or losses related to fair value inteasthedges.

Income Tax Expense

The effective income tax rate is the primrifor income taxes as a percentage of incomerbéficome taxes. Our effective income tax
rate for 2008, 2007 and 2006 was 37%, 37% and 3é8pectively.

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSCiclwtis wholly owned by QCII. As such, factors rétatto, or affecting, QCII's liquidity and
capital resources could have material impacts oimakiding impacts on our credit ratings, our asce capital markets and changes in the
financial market's perception of us. QCII and issolidated subsidiaries had total borrowings &.$billion and $14.3 billion as of
December 31, 2008 and 2007, respectively.

QCIl has cash management arrangements &eteeztain of its subsidiaries that include linésredit, affiliate obligations, capital
contributions and dividends. As part of these caghagement arrangements, affiliates provide liiesealit to certain other affiliates.
Amounts outstanding under these lines of creditintefcompany obligations vary from time to timelare classified as short-term
borrowings.

Near-Term View

We had $233 million in cash and cash edeita available as of December 31, 2008. For tlae geded December 31, 2008, our cash was
generated by operating activities. For the nextinb2ths, we expect to use our available excessprasiarily to pay dividends and income tax
related amounts to QSC and to make additional tmests in our network. We expect our 2009 capitpeaditures to approximate our 2008
expenditures of $1.4 billion. For the year endedd»eber 31, 2008, we declared dividends of $2.®hilo QSC and paid dividends of
$2.0 hillion to QSC.

Our working capital deficit, or the amounytwhich our current liabilities exceed our curraasets, was $841 million and $904 million as
of December 31, 2008 and 2007, respectively. Oukiwg capital deficit decreased $63 million as @aga before depreciation, amortization
and income taxes was partially offset by divideddslared to QSC and capital expenditures.

Our working capital deficit is primarily esed by dividends that we pay to QSC. The timingash payments for declared dividends to
QSC is at our discretion in consultation with Q$@= continue to produce significant cash from opegaactivities, and we believe that our
cash on hand and continued cash flows from op&msbould be more than sufficient to meet our cestds through the next twelve months.
We have no debt maturing in 2009.
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QCllI's $850 million revolving credit fadyi (referred to as the Credit Facility) is currgnthdrawn and expires in October 2010. The
Credit Facility has 12 lenders with commitmentsgiag from $15 million to $160 million. Any amoundsawn on the Credit Facility are
guaranteed by QSC and are secured by a seniarrienir stock.

The Credit Facility contains various lintitans, including a restriction on using any proce&dm the facility to pay settlements or
judgments relating to securit-related actions discussed in "Legal Proceeding$tem 3 of this report. In addition, to the extémt QCIl's
earnings before interest, taxes, depreciation amattization, or EBITDA (as defined in QCII's delmvenants), is reduced by cash settlements
or judgments relating to the matters discussed @égél Proceedings" in Item 3 of this report, itbtk® consolidated EBITDA ratios under
certain debt agreements will be adversely affectéis could reduce QCII's liquidity and flexibiligue to potential restrictions on drawing on
the Credit Facility and potential restrictions acurring additional debt under certain provisiohg®odebt agreements. As a wholly owned
subsidiary of QCII, our business operations andrfaial condition could be similarly affected, pdtelty impacting our credit ratings and
access to capital markets.

On December 10, 2008, QCIlI's Board of Diwexdeclared a quarterly cash dividend of $0.08hare totaling approximately
$136 million payable on March 6, 2009 to sharehsla#é record as of February 13, 2009. It is theenirexpectation of QCII's Board of
Directors that QCII will continue to pay a quaryechsh dividend.

On October 4, 2006, QCII's Board of Direstapproved a stock repurchase program for up tal@n of QCII's common stock. For the
years ended December 31, 2008 and 2007, QCII reased 95 million and 137 million shares, respebtj\af its common stock under tt
program at a weighted average price per share.db®hd $8.54, respectively. As of December 3182QCCII had repurchased a total of
$1.807 billion of common stock under this prograhus $193 million remained available for stock ngpases. In light of current credit mar|
conditions, QCII's Board of Directors has extentledltimeframe to complete these repurchases, wiéeh originally scheduled to be
completed in 2008.

Long-Term View

We have historically operated with a wogkiapital deficit due to our practice of declarargl paying regular cash dividends to QSC, and
it is likely that we will operate with a working jgial deficit in the future. As discussed below, @mntinue to generate substantial cash from
operations. We believe that cash provided by ofmrat combined with our current cash position dralikelihood that we will continue to
have access to capital markets to refinance ourateib matures, should allow us to meet our caghiirements for the foreseeable future. Due
to recent turmoil in the credit markets, we may lo@table to refinance maturing debt at terms treatia favorable as those from which we
previously benefited or at terms that are acceptabls.

We may periodically need to obtain finamcin order to meet our debt obligations as theyeadome. We may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieemale of assets) if revenue and cash
provided by operations decline, if economic comis continue to weaken, if competitive pressureseimse, if holders of the 3.50%
Convertible Senior Notes require QCII to repurchhisér notes for cash equal to par value of thetes because market-based conversion
provisions are met or on other redemption dateslwbccur every five years on November 15 beginmr2010, if QCII or we are required to
contribute a material amount of cash to QCII's pemner other post-retirement benefit plans or ifIQ&@ we become subject to significant
judgments or settlements in one or more matteidged in "Legal Proceedings” in Item 3 of thisorédn the event of an adverse outcom
one or more of these matters, we or QCII coulddogiired to make significant payments that may casge draw down significantly on our
cash balances. The magnitude of any settlemefjiisigments resulting from these
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matters could materially and adversely affect @JIHancial condition and ability to meet its debtligations, potentially impacting its credit
ratings, its ability to access capital markets emdompliance with debt covenants. As a wholly edisubsidiary of QCII, our business
operations and financial condition could be sinjl@ffected, potentially impacting our credit rgggiand access to capital markets.

The Credit Facility makes available to Q&850 million of additional credit subject to centaestrictions as described below, is currently
undrawn and expires in October 2010. The CredilliBabas 12 lenders with commitments ranging fré&® million to $160 million. This
facility has a cross payment default provision, sl facility and certain other debt issues of Q&id its other subsidiaries also have cross
acceleration provisions. When present, such pronsstould have a wider impact on liquidity than migtherwise arise from a default or
acceleration of a single debt instrument. Thesgigians generally provide that a cross default urthese debt instruments could occur if:

. QClIlI fails to pay any indebtedness when due ingaregate principal amount greater than $100 mill
. any indebtedness is accelerated in an aggregateigal amount greater than $100 million; or
. judicial proceedings are commenced to foreclosargnof QCII's assets that secure indebtedness agaregate principal

amount greater than $100 million.

Upon such a cross default, the creditors wfaterial amount of QCII's debt may elect to aexthat a default has occurred under their debt
instruments and to accelerate the principal amaodurssuch creditors. Cross acceleration provisiwesimilar to cross default provisions, but
permit a default in a second debt instrument tddxdared only if in addition to a default occurrimgder the first debt instrument, the
indebtedness due under the first debt instrumeenttisally accelerated. As a wholly owned subsidar@Cll, in the event of such a cross-
default or cross-acceleration, our business omersitand financial condition could be affected, pogdly impacting our credit ratings and
access to the capital markets. In addition, theliCFeacility contains various limitations, includjra restriction on using any proceeds from the
facility to pay settlements or judgments relatioghe securities-related actions discussed in "Legaceedings” in Item 3 of this report.

As of December 31, 2008, the unfunded stafulQCII's pension plan for accounting purposes $&45 million. QCII is not required to
make any cash contributions before 2010. Howeveengthe significant decline in the value of plasets in 2008, based on current actuarial
analyses and forecasts, QCII may be required teemeaktributions in the range of $0 to $300 millinr2010 and can give no assurances that it
will not be required to make additional contribusoafter 2010. Our employees participate in thel@&hsion plan. The amounts contributed
by us through QCII are not segregated or restrigiqghy amounts due to our employees and may libtag@ovide benefits to other employ
of QClI's affiliates. Historically, QCII has onlgquired us to pay our portion of their requiredgien contribution.

As of December 31, 2008, the unfunded staflQClII's post-retirement benefit plans was $2.Billion. Certain of these post-retirement
benefit plans are unfunded; however, a trust has kstablished to help cover the health care dasticed occupational employees. QCII did
not make any cash contributions to this trust id®8and does not expect to make any cash contriisitmthis trust in 2009. The fair value of
the trust assets was $915 million as of Decembg2@18. Assuming that the trust's current assetation remains the same and the trust a
earn an expected long-term rate of return of 8 3%ll believes the trust assets will be adequatgrdwide reimbursements for its occupational
post-retirement health care costs for approximdtedyyears. This period could be substantiallyredrodepending on returns on plan assets,
projected benefit payments and future changesnefiteobligations; for instance, if we assume tihat rate of return on trust
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assets is zero and benefit reimbursements remairogcted levels the trust would be exhaustedvimyears, but if we assumed that the rate of
return on trust assets were zero and benefit raiseibuents increase by 20%, the trust assets cowdatzisted in only three years. Thereafter,
covered benefits for QCII's eligible retirees whe former occupational employees will be paid digelsy QCII. Our employees participate in
the QCII postretirement plan. The amounts contributed by usuincQCII are not segregated or restricted to paguams due to our employe
and may be used to provide benefits to other engglewf QCII's affiliates. Historically, QCII haslpmequired us to pay our portion of their
required post-retirement contribution.

In December 2008, QCII and we filed a ursa shelf registration statement, under which veg msue an indeterminate amount of debt
securities in one or more offerings. This regisbrastatement was filed concurrent with the exprapf a universal shelf registration statement
that QCII filed in December 2005. QCIlI's and outligband willingness to issue debt securities unitiés registration statement will depend on
market conditions at the time of any desired offgri

Historical View

The following table summarizes cash flowidiies for the years ended December 31, 20087204 2006:

Increase/(Decreas¢ % Change
Years Ended December 31, 2008\ 2007\
2008v 2007 v
2008 2007 2006 2007 2006 2007 2006
(Dollars in millions)
Cash flows
Provided by operating activitie $3,47¢ $3,67C $3,37¢ $(191) $29¢ B)% 9%
Used for investing activitie 1,40z 1,25¢ 1,27¢ 14¢ (25 12% (2%
Used for financing activitie 2,13¢  2,40C 1,98( (264) 42C (1)% 21%

Operating Activities

Cash provided by operating activities dasegl in 2008 compared to 2007 primarily due tocedwcash collections from reduced
operating revenues, reduced affiliate billing antlections and quicker settlements of payroll, iadlst offset by a decrease in tax-related
payments to QSC. We reduced our takated payments to QSC in 2008 due to the utibnatf deferred tax assets that were transferrec tax
a part of QCII merging into us two of QSC's othédrolly owned subsidiaries, as described above. @estided by operating activities
increased in 2007 compared to 2006 primarily duewer cost of sales and general, administrativie@her operating expenses.

Investing Activities

Cash used for investing activities increbise2008 compared to 2007 primarily due to inceglasapital expenditures to support the
planned growth in our data and Internet servicég. decrease in cash used for investing activitie¥)D7 compared to 2006 was primarily due
to lower capital expenditures primarily resultimgrh reduced spending on telecommunications infiagire for new real estate developments.

We received proceeds of $165 million priityfrom the sales of our real estate propertied mrade net purchases of investment securities
of $34 million in 2006.

Financing Activities

The changes in cash used for financingitiets were primarily due to differences in dividepayments to QSC. We paid cash dividends
of $2.000 billion, $2.470 billion, and $1.946 bilti in 2008, 2007 and 2006, respectively. We mayade@nd pay dividends to QSC in excess
of our earnings to the extent permitted by applieddow. Our debt covenants do not limit the amafrdividends we can pay to QSC.
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We were in compliance with all provisionslacovenants of our borrowings as of December B@82For additional information on our
2008 and 2007 financing activities, see Note 9—8wmings to our consolidated financial statementisem 8 of this report.

Letters of Credil

We had outstanding letters of credit ofragpnately $56 million as of December 31, 2008.

Credit Ratings
The table below summarizes our long-teriut datings as of December 31, 2008 and 2007:

December 31, 2008 and 20!

Moody's Bal
S&P BBB-
Fitch BBB-

With respect to Moody's, a rating of Biuidged to have speculative elements and is sutgjettbstantial credit risk, meaning that the
future of the issuer cannot be considered to béasslred. Often the protection of interest andgpial payments may be very moderate, and
thereby not well safeguarded during both good auitbmes. The "1,2,3" modifiers show relative stagdvithin the major categories, 1 being
the highest, or best, modifier in terms of credigliy.

With respect to S&P and Fitch, a ratind3&B indicates that there are currently expectatmhasdequate protection. The capacity for
payment of financial commitments is considered adégbut adverse changes in circumstances and méononditions are more likely to
impair this capacity. This is the lowest investmgratde category. The plus and minus symbols shiativie standing within major categories.

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

Given our current credit ratings, whichsaswn above are unchanged from December 31, 2003bdlity to raise additional capital unc
acceptable terms and conditions may be impaired.

Risk Managemen

We are exposed to market risks arising fobianges in interest rates. The objective of ol@r@st rate risk management program is to
manage the level and volatility of our interestexge. We currently use derivative financial instenits to manage our interest rate risk
exposure and we may continue to employ them irfuhee.

Near-Term Maturities
As of December 31, 2008, no portion of lmmg-term debt obligations was scheduled to matutke subsequent 12 months.
Floating-Rate Debt

One objective of our short-term debt sggtis to take advantage of favorable interest riyesffectively converting floating rate debt to
fixed rate debt using interest rate swaps. As afdbger 31, 2008, we had $750 million of floatiege debt outstanding, of which $250 milli
was exposed to
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changes in interest rates. This exposure is lingede London Interbank Offered Rate, or LIBOR. iDgr2008, we entered into interest rate
swaps related to the other $500 million that hénedconomic effect of converting the floating ietgrrates to fixed interest rates until March
2010. A hypothetical increase of 100 basis pomtsIBOR relative to the $250 million of floatingtedebt that is exposed to changes in

interest rates would decrease annual pre-tax egiiy approximately $2.5 million.

Investments

points in interest rates would decrease annuatg@arnings by approximately $3 million.

Future Contractual Obligations

The following table summarizes our estirddteure contractual obligations as of December2808:

Payments Due by Period

As of December 31, 2008, our cash and invests managed by QSC included $230 million invggiehighly liquid cash-equivalent
instruments, $43 million invested in auction ragewgities and $9 million in an investment fund.iAerest rates change, so will the interest
income derived from these instruments. Assumingttiese investment balances were to remain constdnypothetical decrease of 100 basis

2014 and
2009 2010 2011 2012 2013 Thereafter

Total

(Dollars in millions)
Future contractual obligations(’
Debt and lease paymen

Long-term debt $— $ 50C $ 82E $1,50C $ 75C $ 4,082 $ 7,657
Capital lease and other obligatic 19 6 4 1 1 3 34
Interest on lon-term borrowings and capital lease: 574 558 53t 40z 31t 3,43t 5,817
Operating lease 10€ 94 84 54 35 11€ 48¢
Total debt and lease payme 69¢ 1,15¢ 1,44¢ 1,957 1,101 7,63¢ 13,99
Other lon¢-term liabilities 2 2 2 3 2 21 32
Purchase commitment
Telecommunications commitmer 67 31 — — — — 98
Advertising, promotion and other services 73 49 36 30 29 93 31C
Total purchase commitmer 14C 80 36 30 29 93 40¢
Non-qualified pension obligation( 1 1 1 1 1 18 23
Total future contractual obligatiol $84Zz $1,23€ $1,487 $1,9971 $1,13% $ 7,771 $14,46(
(1)  The table does not include:
. our open purchase orders as of December 31, 20@BeTpurchase orders are generally at fair vateeggenerally cancelab
without penalty and are part of normal operations;
. other long-term liabilities, such as reserves égal matters and income taxes, that are not can&iagbligations by nature. We

cannot determine with any degree of reliability ylears in which these liabilities might ultimatelgttie;
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(@)

®3)

affiliate pension benefits payable to certain dligicurrent and future retirees allocated to uQkl, some of which are due
under contractual agreements. Benefits paid by @@énsion plan are paid through a trust; and therare not included in this
table as QCII is not able to reliably estimate fatcequired contributions to the trust, if any. @December 31, 2008, the
unfunded status of QCII's pension plan was $746amilQCII is not required to make any cash conititns before 2010.
However, given the significant decline in the vatdglan assets in 2008, based on current actuanises and forecasts, QCII
may be required to make contributions in the raoigg0 to $300 million in 2010 and can give no aasges that it will not be
required to make additional contributions after @0Qur employees participate in the QCIlI pensi@nplThe amounts
contributed by us through QCII are not segregategstricted to pay amounts due to our employedssey be used to provide
benefits to other employees of QCII's affiliatesstbrically, QCIll has only required us to pay owrton of its required pension
contribution;

affiliate post-retirement benefits payable to dertigible current and future retirees. Although thad an affiliate liability
recorded on our balance sheet as of December 88, r2presenting our allocated net benefit obligafar postretirement healt
care and life insurance benefits, not all of thant is a contractual obligation. Certain of thpkss are unfunded and net
payments made by us totaled $119 million in 2008uiding payments for benefits that are not comti@mbligations. Assumir
our proportionate share of QCII's total post-retiemt benefits payments is consistent with 2008] totdiscounted future
payments estimated to be made by us for benefitsatte both contractual obligations and non-cotued®bligations are
approximately $4.8 billion over approximately 8Gaye However, this estimate is impacted by varaxisarial and market
assumptions, and ultimate payments will differ frtnis estimate. We are not able to identify how matthis total represents
contractual obligations. A trust has been estabtidhy QCII to help cover the health care cost tfees who are former
occupational employees. The fair value of QClistiassets was $915 million as of December 31,.28681ming that the trus
current asset allocation remains the same andsdetsaearn an expected long-term rate of retud®58b, QCII believes that the
trust assets will be adequate to provide contino@iigbursements for our portion of post-retiremesdlth care costs for
approximately five years. Thereafter, covered bigné&r our portion of postetirement health care costs for eligible retireb®
are former occupational employees will be paidatiyeby us. This five year period could be subgtdlytshorter depending on
returns on plan assets, projected benefit paynariguture changes in benefit obligations; foranse, if QCIlI assumes that the
rate of return on trust assets is zero and berafitoursements increase by 20%, the trust asseld be exhausted in three
years;

contract termination fees. These fees are non-iegupayments, the timing and payment of whiclany, is uncertain. In the
ordinary course of business and to optimize out stoscture, we enter into contracts with termsatgethan one year to
purchase goods and services. Assuming we exiteg ttentracts on December 31, 2008, terminationféedhese contracts
would have been $130 million. In the normal cowgbusiness, we believe the payment of these fermiote; and

potential indemnification obligations to countenges in certain agreements entered into in the aboourse of business. The
nature and terms of these arrangements vary. litiatly; we have not incurred significant costs tethto performance under
these types of arrangements.

Interest paid in all years may differ due to futceénancing of debt. Interest on our floating rdébt was calculated for all years us
the rates effective as of December 31, 2008.

We have various long-term, non-cancelable purchasenitments with various vendors for data procegdiechnical and software
support services. Future payments under certaiicger
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contracts will vary depending on our actual uség¢he table above we estimated payments for thesgce contracts based on the |
of services we expect to receive.

4) Non-qualified pension payment estimates assume wehgagame proportion of QCIl payments as in 2!
Off-Balance Sheet Arrangements

We have no special purpose or limited psepentities that provide off-balance sheet finagydilquidity, or market or credit risk support,
and we do not engage in leasing, hedging, resesrdiievelopment services, or other relationshigsdkpose us to any significant liabilities
that are not reflected on the face of the constditléinancial statements or in "Future Contrac@iligations" above.

Critical Accounting Policies and Estimates

We have identified certain policies andreates as critical to our business operations hedihderstanding of our past or present resu
operations. For additional information on the apgiion of these and other significant accountinkices, see Note 2—Summary of Significant
Accounting Policies to our consolidated financiatements in Item 8 of this report. These policied estimates are considered critical because
they had a material impact, or they have the pitktat have a material impact, on our consoliddieaincial statements and because they
require significant judgments, assumptions or estis. The preparation of our consolidated finarstetements and related disclosures req
us to make estimates, intercompany allocationsagasdmptions that affect the reported amount otass®l liabilities, disclosure of contingent
assets and liabilities at the date of our constdididinancial statements, and the reported amafrresvenue and expenses during the reporting
period. We believe that the estimates, judgmersaasumptions made when accounting for the iterssribed below are reasonable, based on
information available at the time they are madewkleer, there can be no assurance that actualsesiliinot differ from those estimates.

Intercompany Revenue and Charg

We charge our affiliates based on tariffegs for telecommunications and data services#hdr fully distributed cost or market rates for
other services. Our fully distributed costs metHodg includes employee costs, facilities costsrbgad costs and a return on investment
component.

Our affiliates charge us for services readéy their employees primarily by applying théyfulistributed cost methodology discussed
above. Our affiliates also contract services froirdtparties on our behalf. For these servicestlthid parties bill our affiliates who in turn
charge us for our respective share of these thartiy@xpenses.

The methodologies discussed above for ohitémg affiliate revenue and charges are basedilas that the FCC adopted pursuant to the
Communications Act, as amended by the TelecommtioiAct. We believe the accounting estimategedl#o affiliate revenue and charges
are "critical accounting estimates" because detengimarket rates and determining the allocatiothogology and the supporting allocation
factors: (i) requires judgment and is subject fomesment as facts and circumstances change onasast drivers are identified, (ii) are based
on regulatory rules which are subject to changd,(ai) QCII occasionally changes which affiliatpsovide them services which can impact
overall costs and related affiliate charges, alivbfch require significant judgment and assumptions

43




Table of Contents
Affiliate Transactions

We record intercompany charges at the amsduiled to us by our affiliates. Regulatory rutegjuire certain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 16—Related Party Transactiorsur consolidated financial statements in
Item 8 of this report. Regulators periodically ewiour compliance with regulations. Adjustmentitercompany charges that result from
these reviews are recorded in the period they bedamawn.

Because of the significance of the servigegprovide to our affiliates and our other affdidgransactions, the result of operations, findncia
position, and cash flows presented herein are ecgssarily indicative of the results of operatidimgncial position and cash flows we would
have achieved had we operated as a stand-alote @éunting the periods presented.

Loss Contingencies and Litigation Reserv

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

For income tax related matters, prior touday 1, 2007, we recorded a liability computethatstatutory income tax rate if (i) we did not
believe that we were more likely than not to pregaian uncertainty related to the timing of redatign for an item or (ii) we did not believe
that it was probable that we would prevail anduheertainty was not related to the timing of redbgn for the item. Effective January 1,
2007, we adopted FASB Interpretation No 48, "Acdmgfor Uncertainty in Income Taxes," or FIN 48 dachanged our methodology for
estimating potential liability for income tax redat matters.

Though the validity of any tax positioraisnatter of tax law, the body of statutory, regutatand interpretive guidance on the application
of the law is complex and often ambiguous. Becadiskis, whether a tax position will ultimately bastained may be uncertain. FIN 48
prescribes a comprehensive model for how a comphayld recognize, measure, present and disclosataittax positions that a company
has taken or expects to take on a tax return. URldée#8, the impact of an uncertain tax positioattis more likely than not to be sustained
upon audit must be recognized at the largest antbahis more likely than not to be sustained. Mdipn of an uncertain tax position will be
recognized if the position has less than a 50%itiked of being sustained.

To the extent we have recorded tax lidbgithat are more or less than the actual liabitigt ultimately results from the resolution of an
uncertain tax position, our earnings will be inae@d or decreased accordingly. Also, as we becoraecant new interpretations of relevant tax
laws and as we discuss our interpretations witmgaauthorities, we may in the future change oseasments of the sustainability of an
uncertain tax position or of the amounts that magstained upon audit. We believe that the egtsnatdgments and assumptions made in
accounting for these matters are reasonable, masgdormation currently available. However, as assessments change and as uncertain tax
positions are resolved, the impact to our constgidiéinancial statements could be material.
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Deferred Taxes

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

Our provision for income taxes includes ants for tax consequences deferred to future pgridte record deferred income tax assets
liabilities reflecting future tax consequencesibtttable to tax credit carryforwards and differembetween the financial statement carrying
value of assets and liabilities and the tax baé#sose assets and liabilities. Deferred taxesamputed using enacted tax rates expected to
apply in the year in which the differences are expe to affect taxable income. The effect on defitincome tax assets and liabilities of a
change in tax rate is recognized in earnings imp#réd that includes the enactment date.

The measurement of deferred taxes ofteolwes an exercise of judgment related to the coatjmut and realization of tax basis. Our
deferred tax assets and liabilities reflect oueassient that tax positions taken, and the resultingasis, are more likely than not to be
sustained if they are audited by taxing authoritdso, assessing tax rates that we expect to sgplydetermining the years when the
temporary differences are expected to affect taxatgome requires judgment about the future apparient of our income among the states in
which we operate. These matters, and others, ipvble exercise of significant judgment. Any changesur practices or judgments involved
in the measurement of deferred tax assets anditiebicould materially impact our consolidateddittial condition or consolidated results of
operations.

Pension and Po-Retirement Benefits

Our employees patrticipate in the QCII pensind non-qualified pension plans and post-retrgrhealth care and life insurance benefit
plans. The amounts contributed by us through Qfelinat segregated or restricted to pay amountsalaer employees and may be used to
provide benefits to other employees of QCII's &fféds. QCII allocates the expense relating to mension-qualified pension, and post-
retirement health care and life insurance benefitsthe associated obligations and assets to udedatmines our cash contribution.
Historically, QCII has only required us to pay @artion of its required pension contribution. THie@ation of expense to us is based upon
demographics of our employees and retirees comparaiithe remaining participants. QCII allocaitsspension, non-qualified pension and
post-retirement benefit obligations to us usingdahmunt of its funded or unfunded status and ltged accumulated other comprehensive
income balance. Therefore, significant year overydanges in QCII's funded status affecting acdatad other comprehensive income may
not have a significant initial impact on the assedbligation that is allocated to us.

In computing the pension and postirement health care and life insurance benefitenses, the most significant assumptions QClles
include discount rate, expected rate of returnlan pssets, employee mortality and turnover, exgkesalary and wage increases, expected
future cost increases, health care claims experiand QCII's evaluation of the legal basis for @Eerendments. The plan benefits covered by
collective bargaining agreements as negotiated atitremployees' unions can also significantly inbplae amount of expense we record.

Changes in any of the assumptions QCII niademputing the pension and post-retirement hezdte and life insurance benefit expenses
could have a material impact on various expenseamme components that are allocated to us asiedabove. For further discussion of the
QCII pension, non-qualified pension and post-retieat benefit plans and the critical accountingnestes, see QCII's Annual Report on
Form 10-K for the year ended December 31, 2008.
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Revenue Recognition and Related Reser

We recognize revenue for services whendlsed services are provided. Recognition of gegiayments received in advance of services
being provided is deferred until the service isviled. These advance payments received, primasilyadion fees and installation charges, as
well as the associated customer acquisition castsgeferred and recognized over the expectedroestelationship period, which ranges fr
one to five years. Customer arrangements thatdechoth equipment and services are evaluated ¢ordigle whether the elements are
separable based on objective evidence. If the eltsreege deemed separable and separate earningsgese@xist, total consideration is
allocated to each element based on the relativedhies of the separate elements and the revessoeiated with each element is recognize
earned. If these criteria are not satisfied, thal tadvance payment is deferred and recognizetilyataer the longer of the contractual periot
the expected customer relationship period.

We believe that the accounting estimatkstad to customer relationship periods and to #sessment of whether bundled elements are
separable are "critical accounting estimates” beea(i) they require management to make assumpaibost how long we will retain
customers; (ii) the assessment of whether bundédents are separable is subjective; (iii) the ichjpé changes in actual retention periods
versus these estimates on the revenue amountseepoour consolidated statements of operationsddee material; and (iv) the assessme
whether bundled elements are separable may resudvenue being reported in different periods thignificant portions of the related costs.

As the telecommunications market experismgreater competition and customers shift fromiti@ehl land based telecommunications
services to wireless and Interriiised services, our estimated customer relatiomshipd could decrease and we will accelerateghegnitior
of deferred revenue and related costs over a stestienated customer relationship period.

Economic Lives of Assets to be Depreciated or Anzed

We perform annual internal studies or rexgi¢o determine depreciable lives for our propestsint and equipment. These studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution, and, in certain
instances, actuarially determined probabilitiesdtzulate the remaining life of our asset base.

Due to rapid changes in technology andctimapetitive environment, selecting the estimatezhemic life of telecommunications plant,
equipment and software requires a significant arhofijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouredggiion rates. The effect of a one year increaskorease in the estimated remaining useful
lives of our property, plant and equipment woulgéddecreased depreciation by approximately $26omibr increased depreciation by
approximately $350 million, respectively. The effe€a one half year increase or decrease in ttimat®d remaining useful lives of our
capitalized software would have decreased amoidizély approximately $30 million or increased arimation by approximately $40 million,
respectively.

Recoverability of Lon-Lived Assets

We periodically perform evaluations of tieeoverability of the carrying value of our longdd assets using gross undiscounted cash flow
projections. These evaluations require identifaratf the lowest level of identifiable, largely gpkndent, cash flows for purposes of grouping
assets and liabilities subject to review. The d&sh projections include long-term forecasts of@aue growth, gross margins and capital
expenditures. All of these items require significiilgment and assumptions. We believe our estsrate reasonable, based on information
available at the time they were made. Howevenifestimates of our future cash flows had beeredifft, we may have
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concluded that some of our long-lived assets weteacoverable, which would likely have causedausetord a material impairment charge.
Also, if our future cash flows are significantlywer than our projections we may determine at sarhed date that some of our long-lived
assets are not recoverable.

Derivative Financial Instruments

We sometimes use derivative financial instents, specifically interest rate swap contraotsjanage interest rate risks. We execute these
instruments with financial institutions we deemdit@orthy and monitor our exposure to these coymadies. An interest rate hedge is
generally designated as either a cash flow hedgefair value hedge. In a cash flow hedge, a bagraf variable interest debt agrees with
another party to make fixed payments equivalepiaiging fixed rate interest on debt in exchangedaeiving payments from the other party
equivalent to receiving variable rate interest ebtdthe effect of which is to eliminate some pmrtof the variability in the borrower's overall
cash flows. In a fair value hedge, a borrower xédi rate debt agrees with another party to makiabiarpayments equivalent to paying
variable rate interest on the debt in exchangedfoeiving fixed payments from the other party egléat to receiving fixed rate interest on d
the effect of which is to eliminate some portiortled variability in the fair value of the borrowsedverall debt portfolio.

We recognize all derivatives on our cordatled balance sheets at fair value. We generatligdate the derivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument.

For a derivative that is designated asragedts all of the required criteria for a cash floedge, we record in accumulated other
comprehensive income on our consolidated balaneetstany changes in the fair value of the derieatiVe then reclassify these amounts into
earnings as the underlying hedged item affectsmgsgnin addition, if there are any changes infétievalue of the derivative arising from
ineffectiveness of the cash flow hedging relatigpstve record those amounts immediately in oth@eese (income)—net in our consolidated
statements of operations. For a derivative thdesgnated as and meets all of the required aiferia fair value hedge, we record in other
expense (income)—net in our consolidated statenrdperations the changes in fair value of thévagive and the underlying hedged item.

We assess quarterly whether each derivatifigghly effective in offsetting changes in faalues or cash flows of the hedged item. If we
determine that a derivative is not highly effectasa hedge, or if a derivative ceases to be dyhédfective hedge, we discontinue hedge
accounting with respect to that derivative prosipebt. We record immediately in earnings changethanfair value of derivatives that are not
designated as hedges.

Recently Adopted Accounting Pronouncements

Effective January 1, 2008, we adopted SR&S157, "Fair Value Measurements," or SFAS No., I67all financial instruments and non-
financial instruments accounted for at fair valmeaorecurring basis. SFAS No. 157 provides a démbof fair value, establishes a framework
for measuring fair value and expands disclosuresitafair value measurements. Our valuation methusasl in 2008 are consistent with those
used in prior years and, therefore, the adoptiocBFAS No. 157 did not have a material impact onfimancial position or results of operatio
See Note 3—Fair Value of Financial Instrumentsubapnsolidated financial statements in Item 8héf teport for additional information.

Effective January 1, 2008, we also adof®EAS No. 159, "Fair Value Option for Financial Aissand Financial Liabilities," or SFAS
No. 159. Under SFAS No. 159, entities may choosadasure at fair value many financial instruments @ertain other items that are |
currently required to be
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measured at fair value. SFAS No. 159 also estaddishcognition, presentation, and disclosure rements designed to facilitate comparisons
between entities that choose different measureatéitiutes for similar types of assets and lialledit SFAS No. 159 does not affect any
existing accounting literature that requires certssets and liabilities to be carried at fair galthough we have adopted this standard, we
have not yet elected the fair value option for asgets or liabilities that currently are not regdito be recorded at fair value. Therefore, the
adoption of this standard has not had any impactusriinancial position or results of operations.

Effective January 1, 2007, we adopted F8NSee Note 12—Income Taxes to our consolidatezhfiial statements in Item 8 of this report
for additional information.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

The information in "Management's Discussaon Analysis of Financial Condition and Result©Opkerations—Risk Management" in
Item 7 of this report is incorporated herein byerehce.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SU PPLEMENTARY DATA
Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying cons@ibtlance sheets of Qwest Corporation and subisslighe Company) as of December 31,
2008 and 2007, and the related consolidated statsméoperations, stockholder's equity and comgmeive income, and cash flows for each
of the years in the three-year period ended DeceBhe2008. These consolidated financial statememgshe responsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementedas our audits.

We conducted our audits in accordance thighstandards of the Public Company Accounting €igat Board (United States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aHasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of Qv
Corporation and subsidiaries as of December 318 20@ 2007, and the results of their operationstlagid cash flows for each of the years in
the three-year period ended December 31, 200&rfoonity with U.S. generally accepted accountinggples.

As discussed in note 12 to the accompangimggolidated financial statements, effective Jania2007, the Company adopted Financial
Accounting Standards Board (FASB) Interpretation 8 Accounting for Uncertainty in Income Taxes, anptetation of FASB Statement
No. 108.

KPMG LLP

Denver, Colorad
February 18, 200
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

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

Operating revenue

Operating revenu $ 8,57¢ $ 8,791 $ 8,901
Operating reveni—affiliates 1,812 1,90( 1,82(
Total operating revent 10,38¢ 10,69 10,72!

Operating expense
Cost of sales (exclusive of depreciation and amatitin) 1,681 1,664 1,72¢

Selling 1,84: 1,78¢ 1,78¢

General, administrative and other opera 1,73¢ 1,79¢ 2,06:

Affiliates 18t 164 17¢

Depreciation and amortizatic 2,07: 2,221 2,52¢
Total operating expens: 7,52¢ 7,631 8,28¢
Other expense (incon—net:

Interest expense on lo-term borrowing—net 58¢ 60¢ 61€

Othet—net 7 12 (65)
Total other expense (incon—net 59€ 62C 551
Income before income tax 2,267 2,44C 1,882
Income tax expens 82¢ 918 67¢
Net income $ 1436 $ 1527 $ 1,20

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

CONSOLIDATED BALANCE SHEETS

December 31,
2008 2007
(Dollars in millions)

ASSETS
Current assett
Cash and cash equivalel $ 233 $ 292
Accounts receivab—net of allowance of $52 and $55, respecti 907 1,00¢
Accounts receivab—affiliates 127 59
Deferred income tax—net 203 481
Prepaid expenses and ot 241 244
Total current asse 1,711 2,08
Property, plant and equipm~—net 11,44: 12,15t
Capitalized softwa—net 844 82C
Prepaid pensic—affiliates 1,043 1,02(
Other 40C 44~
Total asset $ 15,44: $16,52:

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities:

Current portion of lon-term borrowings $ 19 $ 34:
Accounts payabl 43C 503
Accounts payab—affiliates 224 341
Dividends payab—Qwest Services Corporatic 40C 20C
Accrued expenses and otl 891 952
Current portion of po-retirement and other p-employment benefits and otk—affiliates 17¢ 21C
Deferred revenue and advance billit 40¢ 437
Total current liabilities 2,552 2,98¢
Long-term borrowing—net of unamortized debt discount and other of $8$117, respective 7,56¢ 7,56¢
Pos-retirement and other pi-employment benefits and ott—affiliates 2,591 2,612
Deferred income tax—net 1,262 1,40¢
Other 677 58C
Total liabilities 14,657 15,15

Commitments and contingencies (Note

Stockholder's equity

Common stoc—one share without par value, owned by Qwest Ses\@mporatior 11,32¢ 11,13
Accumulated defici (10,540 (9,762)
Total stockholder's equit 78€ 1,37(¢
Total liabilities and stockholder's equ $ 15,44 $16,52.

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

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

Operating activities

Net income $1,43t $1527 $1,20¢
Adjustments to reconcile net income to net cashigesl by operating activitie
Depreciation and amortizatic 2,07z 2,221 2,52¢
Deferred income taxe 21t (199 (257)
Provision for bad de—net 83 82 65
Other nor-cash charge—net 41 25 (34)
Changes in operating assets and liabilit
Accounts receivabl 3 47 (82)
Accounts receivab—affiliates (68) 218 (58)
Prepaid expenses and other current a: 29 32 10
Accounts payable and accrued expenses and othentliabilities (112) (63) 52
Accounts payable and accrued expenses and othentliabilitie—affiliates (72) 3 (95)
Deferred revenue and advance billii (36) (35) (49)
Other nol-current assets and liabilities including affilia (11¢) (89 89
Cash provided by operating activiti 3,47¢ 3,67( 3,37¢
Investing activities
Expenditures for property, plant and equipment eaqutalized softwar (1,409 (1,270 (1,410
Changes in interest in investments managed by (®ersices Corporatio (13 14 (34)
Reclassification of cash equivalent to investmélaté 5) — (26) —
Proceeds from sale of property and equipn 15 28 165
Cash used for investing activiti (1,402) (1,259 (1,279

Financing activities

Proceeds from lor-term borrowings — 50C 60C
Repayments of lor-term borrowings, including current maturiti (347) (343) (60€)
Proceeds from lor-term borrowing—affiliates — 334 661
Repayments of lor-term borrowings, including current maturi—affiliates (22 (31¢) (67€)
Dividends paid to Qwest Services Corporal (2,000 (2,470 (1,946
Equity infusions from Qwest Services Corporal 231 25 81
Other 2 (22¢) (92
Cash used for financing activiti (2,136) (2,400 (1,980
Cash and cash equivaler
(Decrease) increase in cash and cash equivi (59) 16 11F
Beginning balanc 292 27€ 161
Ending balanci $ 23 $ 292 §$§ 27¢

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

AND COMPREHENSIVE INCOME

Accumulated Comprehensive
Common
Stock Deficit Total Income
(Dollars in millions)
Balance as of December 31, 2( $10,75¢ $ (7,88F) $2,87(
Net income — 1,20z 1,20 $ 1,202
Dividends declared on common stc — (2,000 (2,000
Other comprehensive income, net of deferred tak&4 — 2 2 2
Total comprehensive incor—net $ 1,20t
Equity infusions from Qwest Services Corporal 81 — 81
Other net asset transfe 11¢ (23 96
Balance as of December 31, 2( 10,95¢ (8,705  2,25:
Net income — 1,527 1527 $ 1,52
Dividends declared on common stc — (2,470 (2,470
Impact upon adoption of FIN 4 — (11 (12)
Equity infusions from Qwest Services Corporal 25 — 25
Other net asset transfe 152 (10%) 47
Balance as of December 31, 2( 11,13: (9,762)  1,37(
Net income — 1,43¢ 1,43t $ 1,43¢
Dividends declared on common stc — (2,200 (2,200
Other comprehensive inco—net of taxes
Unrealized losses on derivative instruments, neledérred taxes of $ — (6) (6) (6)
Unrealized losses on auction rate securities amerphet of deferred taxes of — (8 (8 (8
Total comprehensive incor—net $ 1,42¢
Equity infusions from Qwest Services Corporal 231 — 231
Other net asset transfe (37 2 (39)
Balance as of December 31, 2( $11,32¢ $ (10,540 $ 78€

The accompanying notes are an integral part okthessolidated financial statements.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31, 2008, 2007 and 800

Unless the context requires otherwise resfees in this report to "QC" refer to Qwest Cogpion, references to "Qwest," "we," "us," the
"Company" and "our" refer to Qwest Corporation #sdonsolidated subsidiaries, references to "Q®&Y to our direct parent company,
Qwest Services Corporation, and its consolidatédigiaries, and references to "QCII" refer to oimate parent company, Qwest
Communications International Inc., and its consatid subsidiaries.

Note 1: Business and Background

We are wholly owned by QSC, which is whallyned by QCII. We provide data, Internet, vided &nice services within the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdiontana, Nebraska, New Mexico, North Dakota, ©regouth Dakota, Utah,
Washington and Wyoming. We refer to this regiomaslocal service area. Through joint marketingtiehships with our affiliates, we are
able to bundle our services with additional servic#ered by our affiliates.

Our operations are included in the constéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenue. In addition to our operati@Sll maintains a national telecommunications mekwThrough its fiber optic network,
QCII provides the following products and servidesttwe do not provide:

. Data integration

. Dedicated Internet access;

. Hosting services;

. Long-distance services that allow calls that cross tefenunications geographical are
. Managed services;

. Multi-protocol label switching;

. Virtual private network; an

. Voice over Internet Protocol, or Vol

For certain products and services we pevéchd for a variety of internal communicationsdiions, we use parts of QCII's
telecommunications network to transport voice aai draffic. Through its network, QCII also provédeationally and globally some data and
Internet access services that are similar to seswiee provide within our local service area. Theswices include private line, asynchronous
transfer mode, or ATM, and frame relay.

In April 2008, we signed a five-year agresmwith Verizon Wireless to market and sell itsedéss products and services under its brand
name to our mass markets and business marketsmarstbeginning in the third quarter of 2008. Weoggize revenue from services offered
under this Verizon Wireless agreement on a nesbasioice services revenue.

Note 2: Summary of Significant Accounting Policies
Basis of Presentatiol

The accompanying consolidated financiakstents include our accounts and the accountsrafudisidiaries over which we exercise
control. All intercompany amounts and transactiaith our consolidated subsidiaries have been ehieich.

54




Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B0OO
Note 2: Summary of Significant Accounting Policie¢Continued)

In light of regulatory changes in 2007 aodsistent with QCII's continuing strategy to siifypits and our corporate structure and gain
operational efficiencies, in 2008 QCII moved tomast of the administrative and other functions &Cand merged into us the following two
of QSC's other wholly owned subsidiaries that presly charged the majority of their costs to us:

. a procurement company that managed real estatethedsupplier selection and negotiations; and
. a computer system support services company thalddudevelopment, application, maintenance, integrand testing o
software.

These reorganization activities combinesiesses that were already controlled by QCllefoee we accounted for these activities in a
manner similar to a pooling of interests. Thesévdigts had the following effect on our consolidat@nancial statements for each year
presented:

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

Increases in

Total operating revent $ 814 $ 85C

Income before income tax 63 31

Net income 35 —
December 31, 200
(Dollars in millions)

Increases in

Total asset $ 1,12¢

Total liabilities 732

QCII continues to evaluate other ways tibdverganize the legal structure and operatiorits&ubsidiaries and may make additional
changes to the legal structure and operations slibsidiaries, including us, in the future. Inmection with these past or future reorganization
activities, we do not believe we have consummatad,we do not expect to consummate in the futumg basiness combinations or other
transactions that will adversely affect our cordatied financial condition or results of operations.

Reclassifications

During 2008, we changed the definitionsuge to classify expenses as cost of sales, selkpgnses or general, administrative and other
operating expenses. Operating expenses are nowneds follows:

Cost of sales are costs incurred in providing pet&land services to our customers. These includplayee-related costs
directly attributable to operating and maintainig network (such as salaries, wages and certaiefit®); and other cost of
sales directly related to our
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B0OO
Note 2: Summary of Significant Accounting Policie¢Continued)
network operations (such as professional fees,makt@nd supplies, cost of equipment sales ansbouted services).

. Selling expenses are costs incurred in selling yetsdand services to our customers. These inckrdployerrelated cost
directly attributable to selling products or seesdsuch as salaries, wages, internal commissimhsertain benefits); marketir
advertising and external commissions and otheingetiosts (such as bad debt expense, professieesiind outsourced
services).

. General, administrative and other operating expease corporate overhead and other operating ddstse include: employ-
related costs for administrative functions (suckalaries, wages and certain benefits); taxes eesl(5uch as property and other
taxes and Universal Service Fund, or USF, chargea)estate and occupancy costs (such as reiitiesiaind fleet costs); and
other general, administrative and other operatosgisc(such as professional fees, outsourced senlitigation related charges
and general computer systems support servicesieldgenses also include our pension and postreditt expenses for all
eligible employees and retirees.

We believe these changes allow users ofinancial statements to better understand ourstostture and the way we manage our
business. These expense classifications may nodroparable to those of other companies. These elsemap no impact on total operating
expenses or net income for any period. To refleetimpact these changes would have had if theyokad implemented in prior periods, we
have reclassified certain financial information floe years ended December 31, 2007 and 2006 theggsnted in these consolidated financial
statements.

We have also reclassified certain othesrprear revenue, expense and cash flow amountnforn to the current year presentation.
Use of Estimates

Our consolidated financial statements aepared in accordance with U.S. generally acceptedunting principles. These accounting
principles require us to make certain estimatedgfuents and assumptions. We believe that the dsimadgments and assumptions made
when accounting for items and matters such asydtuimited to, investments, long-term contractsstomer retention patterns, allowance for
doubtful accounts, depreciation, amortization, tgakiations, internal labor capitalization rateffiliate transactions, intercompany allocatic
recoverability of assets (including deferred tagets), impairment assessments, pension and postirent benefits, taxes, reserves and other
provisions and contingencies are reasonable, asa@dormation available at the time they were madese estimates, intercompany
allocations, judgments and assumptions can affiecteported amounts of assets, liabilities and @orapts of equity as of the dates of the
consolidated balance sheets, as well as the repanteunts of revenue, expenses and componentstofloavs during the periods presented in
our consolidated statements of operations and ansdlidated statements of cash flows. We also reakimates in our assessments of potential
losses in relation to threatened or pending taxlagal matters. See Note 12—Income Taxes and NGteClommitments and Contingencies
additional information.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B00

Note 2: Summary of Significant Accounting Policie¢Continued)

. For matters not related to income taxes, if a i@s®nsidered probable and the amount can be reboestimated, we recogn
an expense for the estimated loss. If we have akengial to recover a portion of the estimated Foss a third party, we make a
separate assessment of recoverability and redecestimated loss if recovery is also deemed prebabl

. For matters related to income taxes and in accesaiith Financial Accounting Standards Board ("FABRBterpretatior
No. 48, "Accounting for Uncertainty in Income Tax€4%IN 48"), the impact of an uncertain tax pasitithat is more likely tha
not of being sustained upon audit by the relevaxihy authority must be recognized at the largesiumnt that is more likely
than not to be sustained. No benefit from an uagetax position will be recognized if the positibas less than a 50%
likelihood of being sustained. Also, interest exgeeis recognized on the full amount of uncertainptasitions recorded under
FIN 48.

For all of these and other matters, aatesillts could differ from our estimates.
Affiliate Transactions

We record intercompany charges at the amsduitled to us by our affiliates. Regulatory rutegjuire certain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 16—Related Party Transacti®egulators periodically review our
compliance with regulations. Adjustments to intenpany charges that result from these reviews arded in the period they become kno

Because of the significance of the servigeprovide to our affiliates and our other aftéidransactions, the results of operations, firal
position, and cash flows presented herein are exgssarily indicative of the results of operatidimgncial position and cash flows we would
have achieved had we operated as a stand-alom @éunting the periods presented.

In the normal course of business, we tema$sets to and from our parent, QSC which arded through our equity. It is QCIlI's and
policy to record asset transfers to and from QSg2tdan carrying values.

Revenue Recognitio

We recognize revenue for services whendlated services are provided. Recognition of aegiayments received in advance of services
being provided is deferred until the service isvided. These advance payments include activaties &ad installation charges, which we
recognize as revenue over the expected custonagiorehip period, which ranges from one to fiverge®Ve also defer costs for customer
acquisitions. The deferral of customer acquisitiosts is limited to the amount of deferral of revemn advance payments. Costs in excess of
advance payments are recorded as expense in fbd pach costs are incurred. Expected custometigeship periods are estimated using
historical experience. Termination fees or othesfen existing contracts that are negotiated ijuoation with new contracts are deferred and
recognized over the new contract term.

Customer arrangements that include botlipement and services are evaluated to determinehghéte elements are separable based on
objective evidence. If the elements are deemedablgaand separate earnings processes exist,whieu associated with each element is
allocated to each
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B00

Note 2: Summary of Significant Accounting Policie¢Continued)

element based on the relative fair values of tipausge elements. The revenue associated with éaieet is then recognized as earned. For
example, if we receive an advance payment wherelleguipment and continuing service together, mmediately recognize as revenue the
amount attributable to the equipment sale as lengjlahe conditions for revenue recognition hagerbsatisfied. Any portion of the advance
payment in excess of the relative fair value ofaljaipment is recognized ratably over the longehefcontractual period or the expected
customer relationship period. If separate earnprgsesses do not exist, the total advance payraelgferred and recognized ratably over the
longer of the contractual period or the expectestamer relationship period.

We offer some products and services thapesvided by third-party vendors. We review thiatienship between us, the vendor and the
end customer to assess whether revenue shoulghbrta® on a gross or net basis. For example, thentee from video and wireless services
that we offer through sales agency relationshipep®rted on a net basis. Our evaluation and ulérdatermination of gross or net reporting is
based on indicators provided in FASB Emerging Isstesk Force Issue No. 99-19, "Reporting Revenws<zas a Principal versus Net as an
Agent."

Allocation of Bundle Discounts

We offer bundle discounts to our custonvens receive certain groupings of products and sesriThese bundle discounts are recognized
concurrently with the associated revenue and doeaikd to the various products and services ibthmelled offerings. The allocation is based
on the relative fair value of products includedach bundle combination.

USF, Gross Receipts Taxes and Other Surcharges

In determining whether to include in ouwerue and expenses the taxes and surcharges edlfemin customers and remitted to
governmental authorities, including USF chargelessaise, value added and some excise taxes, egsassnong other things, whether we are
the primary obligor or principal taxpayer for tlexés assessed in each jurisdiction where we dadsssiIn jurisdictions where we determine
that we are the principal taxpayer, we record éxe$ on a gross basis and include them in our vevand general, administrative and other
operating expenses. In jurisdictions where we datex that we are merely a collection agent forgbeernment authority, we record the taxes
on a net method and do not include them in ourmegeand general, administrative and other operatipgnses.

Our revenue and general, administrativeahdr operating expenses included taxes and sgehaccounted for on a gross basis of
$199 million, $209 million and $244 million for thyears ended December 31, 2008, 2007 and 200&atdsgy.

Advertising Cost:

Costs related to advertising are expensedarred. Advertising expense was $394 milliot)Bmillion and $381 million for the years
ended December 31, 2008, 2007 and 2006, respsgtared is included in selling expenses and genadmhinistrative and other operating
expenses in our consolidated statements of opagatio
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B0OO
Note 2: Summary of Significant Accounting Policie¢Continued)
Legal Costs

In the normal course of our business, welirtosts to hire and retain external legal couttsatlvise us on regulatory, litigation and other
matters. We expense these costs as the relatédeseave received.

Income Taxes

We are included in the consolidated fede@me tax return of QCII. Under QCII's tax alltioa policy, QCII treats our consolidated
results as if we were a separate taxpayer. Theypmquires us to pay our tax liabilities in cagisddd upon our separate return taxable income.
We are also included in the combined state taxmstfiled by QCII, and the same payment and allongtolicy applies.

The provision for income taxes consistamfimount for taxes currently payable, an amourtafoconsequences deferred to future pe
and adjustments to our liabilities for uncertaix p@sitions, including interest. We record deferirembme tax assets and liabilities reflecting
future tax consequences attributable to differehetween the financial statement carrying valuassits and liabilities and the tax bases of
those assets and liabilities. Deferred taxes amgpated using enacted tax rates expected to appheigear in which the differences are
expected to affect taxable income. The effect darded income tax assets and liabilities of a cleaingax rate is recognized in earnings in the
period that includes the enactment date.

We use the deferral method of accountimgeideral investment tax credits earned prior toripeal of such credits in 1986. We also defer
certain transitional investment tax credits earaiéelr the repeal, as well as investment tax crediteed in certain states. We amortize these
credits ratably over the estimated service livethefrelated assets as a credit to our incomexjaerse in our consolidated statements of
operations.

Cash and Cash Equivalents

Cash and cash equivalents include highlyidi investments that are readily convertible iceish and are not subject to significant risk 1
fluctuations in interest rates. As a result, thei@at which cash and cash equivalents are reportedr consolidated financial statements
approximates their fair value. In evaluating invesnts for classification as cash equivalents, weire that individual securities have original
maturities of three months or less and that th&viddal investment funds have dollar-weighted agerenaturities of ninety days or less. To
preserve capital and maintain liquidity, we inwegh financial institutions that we deem to be ofiad financial condition and in high quality
and relatively risk-free investment products. Casltinvestment policy limits the concentrationraféstments with specific financial
institutions or among certain products and incluchéeria related to credit worthiness of any garar financial institution.

Book overdrafts occur when checks have ligred but have not been presented to certaimodiet disbursement bank accounts for
payment. These bank accounts allow us to delayirignaf issued checks until the checks are presdoteghyment. A delay in funding results
in a temporary source of financing. The activitiated to book overdrafts is shown as financingvit@s in our consolidated statements of cash
flows. Book overdrafts are included in accountsgtdg on our
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B00

Note 2: Summary of Significant Accounting Policie¢Continued)

consolidated balance sheets. As of December 3B 200 2007, the book overdraft balance was $26amiind $24 million, respectively.
Allowance for Doubtful Accounts

The allowance for doubtful accounts reckeigaeflects our best estimate of probable losslesrent in our receivable portfolio determined
on the basis of historical experience, specifiowatinces for known troubled accounts and other ntlyravailable evidence.

Property, Plant and Equipmer

Property, plant and equipment are carrtezbst, plus the estimated value of any associetglly or contractually required retirement
obligations. Property, plant and equipment are @gpted primarily using the straight-line group hoet. Under the straight-line group method,
assets dedicated to providing telecommunicationscses (which comprise the majority of our propegiant and equipment) that have similar
physical characteristics, use and expected udeés are categorized in the year acquired on theslod equal life groups for purposes of
depreciation and tracking. Generally, under thaigitt-line group method, when an asset is soletired, the cost is deducted from property,
plant and equipment and charged to accumulateadigpion without recognition of a gain or loss. &irgor loss is recognized in our
consolidated statements of operations only if palial is abnormal or unusual. Leasehold improvesnare amortized over the shorter of the
useful lives of the assets or the lease term. Edipaes for maintenance and repairs are expenset@ased. Interest is capitalized during the
construction phase of network and other internalagpital projects. Employee-related costs direetigted to construction of internal use
assets are also capitalized during the construpti@se. Property, plant and equipment suppliesinsechally are carried at average cost,
except for significant individual items for whicbst is based on specific identification.

We perform annual internal studies or rexgi¢o determine depreciable lives for our propgstsint and equipment. Our studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution and, in certain
instances, actuarially determined probabilitiesatzulate the remaining life of our asset base.

We have asset retirement obligations aasetiwith the legally or contractually required cesal of a limited group of property, plant and
equipment assets from leased properties, and speshl of certain hazardous materials presentrilmwned properties. When an asset
retirement obligation is identified, usually in asgtion with the acquisition of the asset, we rddbe fair value of the obligation as a liability.
The fair value of the obligation is also capitatizes property, plant and equipment and then anedrtixer the estimated remaining useful life
of the associated asset. Where the removal oldigédinot legally binding, the net cost to remossets is expensed in the period in which the
costs are actually incurred.

Capitalized Software

Internally used software, whether purchasedeveloped by us, is capitalized and amortizédgithe straight-line group method over its
estimated useful life. We capitalize certain cestsociated with software such as costs of employeesting time to the projects and external
direct costs for materials
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Note 2: Summary of Significant Accounting Policie¢Continued)

and services. Costs associated with internally ldpeel software to be used internally are expensdétitbe point at which the project has
reached the development stage. Subsequent additimuifications or upgrades to internal-use sofenaie capitalized only to the extent that
they allow the software to perform a task it presily did not perform. Software maintenance anaingi costs are expensed in the period in
which they are incurred. The capitalization of s@fite requires judgment in determining when a ptdjas reached the development stage and
the period over which we expect to benefit from tilse of that software. We review the economic lksur capitalized software annually.

Impairment of Lonc-Lived Assets

We review long-lived assets, other thaangible assets with indefinite lives, for impairrhanthe QCII level whenever facts and
circumstances indicate that the carrying amounte®fssets may not be recoverable. For measurgmerdses, long-lived assets are grouped
with other assets and liabilities, including othssets and liabilities of QCII. An impairment lassecognized only if the carrying amount of
the asset group is not recoverable and exceefisritsalue. Recoverability of the asset group tchb&l and used is measured by comparing the
carrying amount of the asset group to the estimateliscounted future net cash flows expected tgdmerated by the asset group. If the asset
group's carrying value is not recoverable, an immpant charge is recognized for the amount by wthehcarrying amount of the asset group
exceeds its fair value. We determine fair valuesigipg a combination of comparable market valuesdiscounted cash flows, as appropriate.

Derivative Financial Instruments

We sometimes use derivative financial instents, specifically interest rate swap contraotsjanage interest rate risks. We execute these
instruments with financial institutions we deemdit@orthy and monitor our exposure to these coymadies. An interest rate hedge is
generally designated as either a cash flow hedgefair value hedge. In a cash flow hedge, a bagraf variable interest debt agrees with
another party to make fixed payments equivaleipiatging fixed rate interest on debt in exchangadeeiving payments from the other party
equivalent to receiving variable rate interest ebtdthe effect of which is to eliminate some pmrtof the variability in the borrower's overall
cash flows. In a fair value hedge, a borrower xédi rate debt agrees with another party to makiabiarpayments equivalent to paying
variable rate interest on the debt in exchangedceiving fixed payments from the other party eglént to receiving fixed rate interest on d
the effect of which is to eliminate some portiortieé variability in the fair value of the borrowsedverall debt portfolio.

We account for derivatives in accordanci \Bitatement of Financial Accounting Standards &SH No. 133, "Accounting for Derivati\
Instruments and Hedging Activities (as amendedgFAS No. 133"). We recognize all derivatives om oconsolidated balance sheets at fair
value. We generally designate the derivative dseei cash flow hedge or a fair value hedge onldte on which we enter into the derivative
instrument. Cash flows from derivative instrumethist are fair value hedges or cash flow hedgeslassified in cash flows from operations.
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For a derivative that is designated asraadts all of the required criteria for a cash floedge, we record any changes in the fair value of
the derivative in accumulated other comprehensigeme on our consolidated balance sheets. We #utassify these amounts into earning
the underlying hedged item affects earnings. Iritamd if there are any changes in the fair valtighe derivative arising from ineffectiveness
of the cash flow hedging relationship, we recommsthamounts immediately in other expense (income}-#our consolidated statements of
operations. For a derivative that is designateainasmeets all of the required criteria for a failue hedge, we record in other expense
(income)—net in our consolidated statements of operatioasktanges in fair value of the derivative and #ievfalue of the underlying hedg
item.

We assess quarterly whether each derivaifigghly effective in offsetting changes in faalues or cash flows of the hedged item. If we
determine that a derivative is not highly effectasa hedge, or if a derivative ceases to be dyhédfective hedge, we discontinue hedge
accounting prospectively with respect to that detiixe. We record immediately in earnings changehbérfair value of derivatives that are not
designated as hedges. See Note 9—Borrowings fotiaua information.

Fair Value of Financial Instruments

Our financial instruments consist of cast aash equivalents, short-term and long-term imvests, accounts receivable, accounts
payable, interest rate hedges and borrowings. @hging values of accounts receivable and accquapable approximate their fair values. !
Note —Fair Value of Financial Instruments for a moreadlet discussion of the fair value of our otheafigial instruments.

Pension and Po-Retirement Benefits

Our employees patrticipate in the QCII pensind non-qualified pension plans and post-retrgrhealth care and life insurance benefit
plans. QCII allocates the expense relating to pension-qualified pension, and post-retirementthezdre and life insurance benefits and the
associated obligations and assets to us and deesraur cash contribution. The amounts contribbteds through QCII are not segregated or
restricted to pay amounts due to our employeesrandbe used to provide benefits to other emplogé€XClI's affiliates. Historically, QCII
has only required us to pay our portion of its ieggh pension contribution. The allocation of expetsus is based upon demographics of our
employees and retirees compared to all the renmapanticipants. QCII allocates its pension, nonkfjed pension and post-retirement benefit
obligations to us using the amount of its fundedmfunded status and its related accumulated ctiraprehensive income balance. Therefore,
significant year over year changes in QCIlI's fundgiedus affecting accumulated other comprehenas@ie may not have a significant initial
impact on the asset or obligation that is allocateds.

In 2008, QCII allocated qualified pensiogome to our operating expenses, which also wasded as a prepaid asset-affiliate on our
consolidated balance sheets. However, the pentonsponsored by QCII experienced a significantidedn the fair value of plan assets in
2008 and the pension plan went from an overfunteds of approximately $1.672 billion at Decembgy 2007 to an unfunded status of
approximately $745 million as of December 31, 2088a result, beginning in 2009, the amount of jieal pension expense that QCII will
allocate to us is expected to be
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approximately $87 million, which compares to incoafi@pproximately $34 million in 2008, and will becorded as a reduction in our prepaid
pension-affiliate balance. In computing the pensind post-retirement health care and life insurdrereefit expenses, the most significant
assumptions QCII makes include discount rate, eérgem@te of return on plan assets, employee miyriatid turnover, expected salary and
wage increases, expected future cost increasds lvage claims experience and QCII's evaluatiotheflegal basis for plan amendments. The
plan terms of QCII's post-retirement plan benefitgered by collective bargaining agreements astisgd with our employees' unions can
also significantly impact the amount of expenséliate benefit obligation and affiliate pensionsaswe record.

For further information on QCII pensionmagualified pension, post-retirement and other q@osployment benefit plans, see QCII's
Annual Report on Form 10-K for the year ended Ddwmem31, 2008.

Recently Adopted Accounting Pronouncemel

Effective January 1, 2008, we adopted SRNAS157, "Fair Value Measurements” ("SFAS No. 15%) all financial instruments and non-
financial instruments accounted for at fair valteaorecurring basis. SFAS No. 157 provides a dédimiof fair value, establishes a framework
for measuring fair value and expands disclosuresitafair value measurements. Our valuation methusesl in 2008 are consistent with those
used in prior years and, therefore, the adopticBFAS No. 157 did not have a material impact onfimamcial position or results of operatio
See Note 3—Fair Value of Financial Instrumentsaditional information.

Effective January 1, 2008, we also adof®EAS No. 159, "Fair Value Option for Financial Assend Financial Liabilities" ("SFAS
No. 159"). Under SFAS No. 159, entities may chdosmeasure at fair value many financial instrumeamis certain other items that are
currently required to be measured at fair valueASNo. 159 also establishes recognition, presematind disclosure requirements designe
facilitate comparisons between entities that chalifferent measurement attributes for similar typeassets and liabilities. SFAS No. 159 ¢
not affect any existing accounting literature tfeajuires certain assets and liabilities to be edrait fair value. Although we have adopted this
standard, we have not yet elected the fair valu®oor any assets or liabilities that currenthe aot required to be recorded at fair value.
Therefore, the adoption of this standard has ndtamy impact on our financial position or result®perations.

Effective January 1, 2007, we adopted FBNSkee Note 12—Income Taxes for additional inforomat
Note 3: Fair Value of Financial Instruments

Our financial instruments consist of castl aash equivalents, short-term and long-term imvests (including auction rate securities and
an investment fund), accounts receivable, accquantable, interest rate hedges and borrowings. &hging values of cash and cash
equivalents, accounts receivable and accounts pagaproximate their fair values. The fair valuesdur short-term and long-term
investments, interest rate hedges and borrowirggdescribed below.
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SFAS No. 157 defines fair value as theetiwat would be received to sell an asset or mafchhsfer a liability in an orderly transaction
between market participants at the measurement Tagefair value hierarchy established by SFAS NsY. prioritizes the inputs into valuation
techniques used to measure fair value. Accordingéyuse valuation techniques which maximize theafis#servable inputs and minimize the
use of unobservable inputs when determining fdineza

The table below presents the input levetiuto determine the fair values of our other fai@rinstruments for the years ended
December 31, 2008 and 2007:

Fair value as of

December 31,
Level 2008 2007
(Dollars in millions)

Assets:

Auction rate securitie 3 $ 43 $ 31

Investment func 3 9 24
Total asset $ 52 $ 55

Liabilities:

Long-term borrowings 1&2 $6,18¢ $8,00<

Interest rate hedge 3 8 —
Total liabilities $6,197 $8,00¢

The three levels of the hierarchy are devi:

Input Level Description of Input
Level 1 Inputs are based upon unadjusted quoted pricedéduatical instruments traded in active mark

Level 2 Inputs are based upon quoted prices for simildrungents in active markets, quoted prices for ig@hbr similar instruments in
markets that are not active, and moblased valuation techniques for which all significassumptions are observable in the me
or can be corroborated by observable market datsutostantially the full term of the assets oriligbs

Level 3 Inputs are generally unobservable and typicallieotfmanagement's estimates of assumptions th&etgarticipants would use
pricing the asset or liability. The fair values #nerefore determined using model-based technitasnclude option pricing
models, discounted cash flow models, and similen&ues

The fair value of our auction rate secestwas determined using a discounted cash flow htlogletakes into consideration the interest
rate of the securities, the probability that wel Wwé able to sell the securities in an auctiorhat the securities will be redeemed early, the
probability that a default will occur and its setgra discount rate and other factors.
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The fair value of our investment fund waséd on the asset values of the securities undgrile fund.

The fair value of our interest rate hedgas determined using projected future cash flovesodinted at the mid-market implied forward
London Interbank Offered Rate ("LIBOR"). The debterlying the fair value hedges was valued usimjepted future cash flows, discounted
at mid-market implied forward LIBOR, plus a condtapread above LIBOR determined at the inceptiothetedging relationship. These
valuations were determined excluding accrued istere

The fair values of our long-term borrowirage based on quoted market prices where avaitepienot available, based on discounted

future cash flows using current market interesgtgatinlike the items listed above, our long-ternrdeings are reflected on our consolidated
balance sheets at original cost net of unamortilistbunts and premiums, not at fair value.

A rollforward of the instruments valuedngiSFAS No. 157 level 3 inputs for the year endedddnber 31, 2008 follows:

Instruments Valued

Using Level 3 Inputs

2008 2007

(Dollars in millions)

Balance as of January $ 55 $—
Transfers into (out of) Level — 69
Additions 25 —
Dispositions (12) (14)

Realized and unrealized loss

Included in other income (expen—net ) —
Included in other comprehensive inco (22 —
Balance as of December $ 44 $ 55

Note 4: Business Combinations

In February 2007, the Federal Communicati@ommission ("FCC") issued an order that freeftara some regulatory obligations under
the Telecommunications Act of 1996. Among othendisi the order gives us more flexibility to inteigraur local operations with the long-
distance operations of our ultimate parent, QGit gives QCIl more flexibility to integrate the aptons of its subsidiaries that provide sh:
services to us and QCIlI's other subsidiaries.

In light of this order and consistent wiCIl's continuing strategy to simplify its corpagatructure and gain operational efficiencies, in
2008 QCII moved to us most of the administrativd ather functions of QSC and merged into us twQS8fC's other wholly owned subsidial
that previously charged the majority of their cdstsis.

In addition, QCII's reorganization actiggiresulted in the transfer of assets, liabiliied employees to us that do not represent a bgsines
as defined, and are recorded as equity contribsifioour consolidated statements of stockholdestg and comprehensive income.
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QSC manages the majority of cash and a#lstments for us and our affiliates. Our propowitenownership of any investments, including
illiquid investments, can change because we regorgortion of the entire portfolio of cash andestments managed by QSC. These changes
are reflected on a net basis in cash flows fronedting activities on our consolidated statementsash flows.

As of December 31, 2008 and 2007, our itnmests included auction rate securities of $43iamlbnd $31 million, respectively, which :
classified as non-current, available-for-sale itwests and are included in other non-current asddteeir estimated fair value on our
consolidated balance sheets. Auction rate secutie generally long-term debt instruments thatigeoliquidity through a Dutch auction
process that resets the applicable interest rgieeadetermined calendar intervals, generally e28rgays. This mechanism generally allows
existing investors to rollover their holdings arahtinue to own their respective securities or lifte their holdings by selling their securities at
par value. Prior to August 2007, QSC invested @séhsecurities for short periods of time as paitisafash management program. However
uncertainties in the credit markets have preve@8& and other investors from liquidating holdin§shese securities in auctions since the
third quarter of 2007. These securities are "Triglestructured obligations of special purpose remsce entities associated with life insurance
companies and they currently pay interest evergl3& at one-month LIBOR plus 200 basis points. &lsesurities have ratings ranging from
AA to AA-. These securities are also insured agdoss of principal and interest by bond insureithvdA and CCC credit ratings at
December 31, 2008, and AAA credit ratings at Decen®i, 2007. These securities are collateralizetheyssuer and mature between 2033
and 2036. These securities were valued using aulided cash flow model that takes into considenatie following factors, among others:

. the interest rate of the securities;

. the probability that we will be able to sell theggties in an auction or that the securities Wwélredeemed early;
. the probability that a default will occur and ieverity; anc

. a discount rate.

We initially recorded an immaterial impa@nt of these auction rate securities in 2007. Werdked additional unrealized losses, net of
deferred income taxes, on these auction rate siesuoif $8 million for the year ended DecemberZ108. The cumulative unrealized losses
related to these securities as of December 31, @08 $8 million, net of deferred income taxes. Séhanrealized losses were recorded in
accumulated other comprehensive income, whichcisidted in accumulated deficit in our consolidatathhce sheets. We consider the decline
in fair value to be a temporary impairment becahsesecurities are rated investment grade ands#ueis continue to make required interest
payments and because we have the ability and itddmidld the securities until they recover or matdstowever, if the credit ratings of the
securities or the bond insurers deteriorate ovéhee of the collateral deteriorates, we may furdjust the carrying value of these
investments. We may also determine that the detlif&r value is other than temporary if, amonpestfactors, the issuers cease making
required interest payments or our intent or abttityold these securities until they recover change would then recognize the other-than-
temporary decline in fair value in other expensedme)—net in our consolidated statements of ojpeatBecause we are uncertain as
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to when the liquidity issues relating to these Btwgents will improve, we continue to classify theseurities as noodrrent as of December :
2008.

During 2007, an investment fund we histallictreated as a cash equivalent began liquidatinigoldings and restricting distributions. As
a result, we reclassified our holdings in the fimin cash and cash equivalents to investments,hndrie included in other current assets on
consolidated balance sheets. We valued this inedtoonsidering the asset values of the secutitiderlying the fund. As of December 31,
2007, $21 million of our remaining investment i thund was included in other current assets anui$®n was included in other non-current
assets on our consolidated balance sheet becautid wet expect to be able to liquidate this portad our investment in 2008. As of
December 31, 2008, $5 million of our remaining stveent in the fund was included in other curresetsand $4 million was included in ot
non-current assets on our consolidated balance bheause we continued to expect that we wouldeable to liquidate this portion of our
investment in the subsequent twelve months. Dufiegyear ended December 31, 2008, we recorded ienialatealized and unrealized losses
for the change in the fair value of the fund, whigére recorded in other expense (income)—net irconsolidated statements of operations.

Note 6: Accounts Receivable
The following table presents details of aocounts receivable balances as of December 88, &td 2007:

December 31,
2008 2007
(Dollars in millions)

Total accounts receival—net:

Trade receivable $ 581 $ 65¢
Earned and unbilled receivabl 14C 14¢
Purchased and other receivak 23€ 258
Total accounts receivab 95¢ 1,061
Less: allowance for doubtful accoul (52 (55)
Accounts receivable n-affiliates—net 907 1,00¢
Accounts receivab—affiliates 127 59
Total accounts receival—net $1,03¢ $1,06-

We are exposed to concentrations of cregkitfrom customers within our local service ared #om other telecommunications service
providers. We generally do not require collatesade¢cure our receivable balances. We have agresmvéhtother telecommunications service
providers whereby we agree to bill and collectlogirtbehalf for services rendered by those progidieiour customers within our local service
area. We purchase accounts receivable from otlemot@munications service providers primarily oreeaurse basis and include these amc
in our accounts receivable balance. We have natréeqced any significant loss associated with tipesehased receivables.
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The following table presents details of allowance for doubtful accounts for the years endecember 31, 2008, 2007 and 2006:

Balance a
Balance a
beginning  Charged tc
end of
of period expense Deductions period
(Dollars in millions)
Allowance for doubtful account
2008 $ 55 % 83 $ 86 $ 52
2007 53 82 80 55
2006 66 65 78 53
Note 7: Property, Plant and Equipment
The components of our property, plant asiggment as of December 31, 2008 and 2007 ardlagvéo
Depreciable December 31
Lives 2008 2007
(Dollars in millions)
Property, plant and equipm—net:
Land N/A  $ 97 $ 98
Buildings 15- 30 year 2,84¢ 2,82
Communications equipme 7-10year  18,59¢ 18,65t
Other network equipmel 8-45year  20,30¢ 20,321
General purpose computersand o 5- 11 year 2,01¢ 2,114
Construction in progres N/A 82 11C
Total property, plant and equipme 43,94( 44,13:
Less: accumulated depreciati (32,499 (31,976
Property, plant and equipm—net $11,447 $12,15¢

During 2007, we changed the estimatesefémaining economic lives of our communicationd ather network equipment. This resu
in a net increase in depreciation expense in onsaalated statements of operations of $18 millfonthe year ended December 31, 2007.

Asset Retirement Obligatior

As of December 31, 2008, our asset retirgrobligations balance was primarily related taneated future costs of removing circuit
equipment from leased properties and estimateddutosts of properly disposing of asbestos and ¢theardous materials upon remodeling or
demolishing buildings. Asset retirement obligatiane included in other long-term liabilities on mensolidated
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balance sheets. The following table provides atigément obligation activity for the years endsetember 31, 2008, 2007 and 2006:

December 31
2006 2007  200€
(Dollars in millions)
Asset retirement obligation

Balance as of January $30 $28 %27
Accretion expens 2 2 2
Liabilities incurred 1 —
Liabilities settled and othe — @ @

Balance as of December $32 $30 %28

Note 8: Capitalized Software

Internally used software, whether purchasedeveloped by us, is capitalized and amortizédgithe straight-line group method over its
estimated useful life. As of December 31, 2008 20@7, our capitalized software had carrying cos®&2a292 billion and $2.131 billion,
respectively, and accumulated amortization was4gLblllion and $1.311 billion, respectively.

Effective January 1, 2007, we changed stimates of the average economic lives of capidlizoftware from between four and five yi
to between four and seven years. For the year ebdedmber 31, 2007, amortization expense would baea higher by $120 million had we
not changed our estimates of the average econares: We recorded amortization expense of $218anithnd $204 million for the years
ended December 31, 2008 and 2007, respectivelgafuitalized software based on a life range of fowseven years. We recorded amortize
expense of $360 million for the year ended DecerBtie2006 for capitalized software based on aréifege of four to five years.

The weighted average remaining life of capitalized software was 3.4 years as of Decembg2@08.
The estimated future amortization expensedpitalized software is as follows:

Estimated Amortization
(Dollars in millions)

Estimated future amortization expen

2009 $ 217
2010 17¢
2011 144
2012 112
2013 89
2014 and thereaftt 10¢
Total estimated future amortization expe $ 844
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Current Portion of Long-Term Borrowings
As of December 31, 2008 and 2007, the atipertion of our long-term borrowings consisted of

December 31,
200¢ 2007
(Dollars in millions)

Current portion of lon-term borrowings

Long-term notes $— $322
Long-term capital lease and other obligatis 19 21
Total current portion of lor-term borrowings $19 $34:<

Long-Term Borrowings

As of December 31, 2008 and 2007, our lmgy borrowings consisted of the following (for atites with unamortized discount or

premium, the face amount of the notes and the urtamed discount or premium are presented sepajately

Long-term borrowings
Notes and term loan with various rates ranging fE0246% to 8.875% including LIBOR + 3.25% and midites from
2010 to 204
Unamortized discour
Fair value hedge adjustme
Capital lease and other obligatic
Less: current portio

Total lon¢-term borrowings
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2007

(Dollars in millions)

$7,651

$7,97¢
(117)

49
(349)
$7,56¢
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Our long-term borrowings had the followingerest rates and contractual maturities as oebder 31, 2008:

Contractual Maturities

2014 and
200¢ 2010 2011 2012 2013  Thereafter Total
(Dollars in millions)
Interest rates
Above 5% to 6% $— $— $— $ — $75C $ — $ 75C
Above 6% to 7% —  50C — — — 1,50C 2,00(
Above 7% to 8% — — 82t — — 2,582 3,407
Above 8% to 9% — — —  1,50C — — 1,50C
Total notes $— $50C $82t $1,50C $75C $ 4,082 $7.657
Capital lease and other obligatic 34
Less: unamortized discou (113
Add: fair value hedge adjustme 10
Less: current portion of loi-term borrowings (19)
Total lon¢-term borrowings $7,56¢
Our long-term borrowings contractual mates as of December 31, 2008:
Maturities
2014 and
200¢ 2010 2011 2012 2013 Thereafter _Total
(Dollars in millions)
Notes and bond:
6.95% Term Loal $—$H0CEF—% —$—3% — 3% 50C
7.875% Note:! — — 82t —_ — — 82t
8.875% Note: — — — 1500 — — 1,50¢
Floating Rate Note —_ = — — 75C — 75C
6.5% Notes _ - — — — 50C 50C
6.875% Debenture —_ - — — — 1,00C 1,00c
7.125% Debenture —_ = — —_ — 25C 25C
7.2% Debenture _ = — —_ — 25C 25C
7.25% Debenture —_ - — — — 50C 50C
7.375% Debenture _ = — —_ — 55 55
7.5% Notes _ - — — — 60C 60C
7.5% Debenture —_ - — —_ - 484 484
7.625% Note! —_ - — — — 40C  40C
7.75% Debenture _ = — —_ — 43 43
Total notes and bonc $— $50C $82t $1,50( $75C $ 4,082 $7,657
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Covenants

The indentures governing our notes contaittain covenants including, but not limited t9:giprohibition on certain liens on our assets;
and (ii) a limitation on mergers or sales of atlsabstantially all, of our assets, which limitaticequires that a successor assume the obligation
with regard to these notes. These indentures doardtin any cross-default provisions. We weredmpliance with all of the provisions and
covenants of our borrowing agreements as of Decehe2008.

QCIl and its other subsidiaries were in pdance with all of the provisions and covenantshefir borrowing agreements as of
December 31, 2008.

New Issues
On May 16, 2007, we issued $500 millionraggte principal amount of our 6.5% Notes due 2017.

The aggregate net proceeds from the abffegrg have been or will be used for general coap® purposes, including repayment of
indebtedness and funding or refinancing our investisin telecommunication assets. The notes aexcursd obligations and rank equally in
right of payment with all other unsecured and uesdinated indebtedness. The covenant and defaristare substantially the same as those
associated with our other long-term borrowings.

Repayments
On November 15, 2008, we repaid at mat@3%0 million aggregate principal amount of ourZa% Notes due 2008.
On June 7, 2007, we redeemed $70 milligregate principal amount of our 6.0% Notes due 2007

On June 4, 2007, we redeemed $250 millggregate principal amount of our 88 % Debentures due June 1, 2031. The redemption
resulted in a loss on early retirement of debtid illion.

Registered Exchange Offers

On November 26, 2007, we commenced a ergidtexchange offer for our 6.5% Notes due 2013yaunt to the registration rights
agreement that we entered into in connection wighissuance of these notes. We completed the eegilséxchange offer on December 28,
2007.

Interest on Deb
Interest Rate Hedges

During 2008, we entered into the interast hedges described below as part of our shart-aed long-term debt strategies. One objective
of our short-term debt strategy is to take advanta#dgfavorable interest rates by swapping floatatg debt to fixed rate debt using cash flow
hedges. One objective of our long-term debt stsaiedp achieve a more balanced ratio of fixed tatfoating rate debt by swapping a portion
of our fixed interest rate debt to floating ratédttrough fair value hedges. This decreases quusexe to changes in the fair value of our fi
interest rate debt due to
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changes in interest rates. See Note 2—Summarygoifgiant Accounting Policies for additional infoation.

We evaluate counterparty credit risk befamtering into any hedge transaction. During 2@d& of our counterparties merged into a large
bank. We evaluated the new counterparty creditargk found it to be acceptable. We will continueltzsely monitor the financial market and
the risk that our counterparties will default orittobligations to us. We are prepared to unwirgdéhhedge transactions if our counterparties’
credit risk becomes unacceptable to us.

In March 2008, we entered into interest tedges on $500 million of the outstanding $750aniaggregate principal amount of our
Floating Rate Notes due 2013. The notes bear bitate rate per year equal to the LIBOR plus 3.ZB8&se hedges had the economic effe
converting our floating interest rate to fixed irst rates of approximately 6.0% for a term of agpnately two years. We designated these
interest rate swaps as cash flow hedges. We diceoognize any gain or loss in earnings for hedgééctiveness for the year ended
December 31, 2008.

In March 2008, we also entered into interate hedges on the outstanding $500 million agageeprincipal amount of our 6.5% Notes due
2017. These hedges had the economic effect of ciimy®ur fixed interest rate to a floating intereste until these notes mature in 2017. We
designated these interest rate swaps as fair ialdges. Due to the recent turmoil in the creditkeims; we terminated these hedges in the fc
quarter of 2008. Upon termination, we received 82lion in cash for the fair value of the swap assmed accrued interest from our
counterparty. The accumulated increase of $10anilim the carrying value of the 6.5% Notes due 20it@ugh the hedge termination date is
being amortized to interest income using the eiffedhterest method over the remaining term ofrthees.

The cash flow and fair value hedges weteegiusing projected future cash flows, discoumtenhid-market implied forward LIBOR. The
debt underlying the fair value hedges was valu@uysrojected future cash flows, discounted at makket implied forward LIBOR, plus a
constant spread above LIBOR determined at the trarepf the hedging relationship. These valuatimese determined excluding accrued
interest.

For additional information on our accougtpolicies for derivative financial instrumentseggote 2—Summary of Significant Accountir
Policies.

The fair value of derivative instrumentsigaated as hedging instruments as of Decemb&0RB is described below:

Asset Derivatives Liability Derivatives
Balance sheet locatiol Fair value Balance sheet locatiol Fair value
(Dollars in millions)
Cash Flow Hedging Contrar  Other no-currentasse $ — Other nor-current liabilitie:  $ 8
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The following table presents the effectlefivative instruments on our consolidated statéraaoperations for the year ended
December 31, 2008 and our consolidated balance ahe¥ December 31, 2008:

Derivatives in SFAS No. 133 Fair Value

Hedging Relationships Statement of Operations Locatiol Gain Recognized in Income During 20C
(Dollars in millions)
Interest rate contrac Other expense (incom  $ (2)
Derivatives in SFAS No. 133 Cash Flow Hedging Relahships (Dollars in millions)

Interest rate contract
Amount of loss recognized in other comprehensigenme on derivative in 2008 (effective portion), oétleferrec

taxes of $: $ €
Location of amount reclassified from accumulatdeeotomprehensive income into income (effectiveipoy Interest expense —
ne
Amount of gain reclassified from accumulated ott@mprehensive income into interest expense (efiegtortion) $1
Location of amount recognized in income on derixatineffective portion and amount excluded froreetivenes: Not Applicable
testing)
Amount recognized in income on derivative (ineffeetportion and amount excluded from effectivertessing) $—

Interest Expense

Interest expense includes interest on kemgr borrowings and capital lease obligations. Oitterest expense, such as interest on income
taxes, is included in other—net in our consolidagtdements of operations. The following table @n¢s the amount of gross interest expense,
capitalized interest and cash paid for interesinduthe years ended December 31, 2008, 2007 art 200

Years Ended December 3
2008 2007 2006
(Dollars in millions)

Interest expense on lo-term borrowings and capital lea—net:
Gross interest expen $605 $62C $62¢
Capitalized interes a9 @2 @2

Total interest expense on Ic-term borrowings and capital lea—ne! $58¢ $60&€ $61€

Cash paid for interes

Cash interest paid on lo-term borrowings and capital leas $62& $62F $59¢
Cash received from interest rate contract countgées: (46) — —
Net interest paid on lo-term borrowings and capital leas $58z $62F $59¢
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For the years ended December 31, 2008, 2068722006, we accrued severance costs of $14dmith27 million and $61 million,
respectively, reversed severance costs of $16omjl$13 million and $4 million, respectively, anaighseverance costs of $96 million,
$48 million and $47 million, respectively. A pomi@f our severance charges is included in eaclstfaf sales, selling expenses and general,
administrative and other operating expenses irconsolidated statements of operations. As of Deeer@b, 2008 and 2007, our severance
liability was $54 million and $23 million, respeatly. The remaining balance included charges pilgnegcorded in 2008, and we expect to
pay substantially all of the 2008 severance chairg2609.

Note 11: Employee Benefits
Pension and Po-Retirement Benefits

In accordance with SFAS No. 132, "EmployBiisclosures about Pensions and Other Post-ReatiteBenefits,” we are required to
disclose the amount of our contributions to QClatige to the QCII pension and post-retirement liepé&ans. No pension or post-retirement
occupational health care trust contributions weaglenduring 2008 or 2007 and we do not expect teereaktributions in 2009. As of
December 31, 2008, the unfunded status of QClhsipa plan for accounting purposes was $745 millcmmpared to a funded status of
$1.672 billion as of December 31, 2007. The unfulstatus of its post-retirement benefit plans faroainting purposes was $2.509 billion and
$2.226 billion as of December 31, 2008 and 2005heetively.

In 2008 we recognized an allocated $28iamilin income for pension expense. Our allocatatsima expense for 2007 and 2006 was
$33 million and $77 million, respectively. Our alded post-retirement benefit expense for 20087 280d 2006 was $15 million, $6 million,
and $121 million, respectively. These allocated amt® represent our share of the pension and ptistment benefit expenses based on the
actuarially determined amounts. Our allocated paortif QCII's total pension and post-retirement fieegpenses were 92%, 98% and 97% for
the years ended December 31, 2008, 2007 and 288tgatively. QCII allocates the expenses of thésesgo us and its other affiliates. The
allocation of expense to us is based upon demogsphour employees compared to all remainingigigents. The combined net pension and
post-retirement benefits (income) expenses is dedun general, administrative and other operagixmgenses.

The benefit obligation for QCII's occupatéb health care and life insurance post-retirerptants is estimated based on the terms of QCII's
written benefit plans. In making this determinatiQCII considers numerous assumptions, estima§ualgments, including but not limited
to, discount rates, health care cost trend ratdsraortality trend rates. In 2008, we negotiated@urent four-year collective bargaining
agreements. These collective bargaining agreencentyed approximately 17,000 of our unionized erygés as of December 31, 2008 and
reflect changes for the eligible post-1990 retires are former occupational employees, includ(ijca Letter of Agreement that states such
post-1990 retirees will begin contributing to tlestof health care benefits in excess of specliieils on the company-funded portion of
retiree health care costs (also referred to ass"¢dqeginning January 1, 2009 and (ii) a providiwet such post-1990 retirees will pay increased
out of pocket costs through plan design changesrgalanuary 1, 2009. These changes have beeideoad in the determination of the ben
obligation for QCII's occupational employee bergefinder the health care plan.
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The terms of the post-retirement healtte @ad life insurance plans between QCII and itsil#é management employees and its eligible
post-1990 management retirees are established bya@@ are subject to change at its discretion.I®@s a past practice of sharing some of
the cost of providing health care benefits withianagement employees and post-1990 managemeeésefl he benefit obligation for the
management post-retirement health care benefitased on the terms of the current written plan dwnits and is adjusted for anticipated
continued cost sharing with management employegpast-1990 management retirees. However, QClifritation under its post-1990
management retirees' health care plan is cappedcific dollar amount. QCII allocates its pensiwon-qualified pension and pastiremen
benefit obligations to us using the amount ofutsded or unfunded status and its related accuntutatesr comprehensive income balance.
Therefore, significant year over year changes inl@@inded status affecting accumulated other aamgnsive income may not have a
significant initial impact on the assets or obligas that is allocated to us.

A putative class action purportedly filed lmehalf of certain of QCII retirees was brouglaiagt QCIl and certain other defendants in
Federal District Court in Colorado in connectionttwQClII's decision to reduce life insurance besdbt these retirees during 2006 and 2007.
See Note 17—Commitments and Contingencies—Otheteli&ator additional information.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

QCII sponsors post-retirement health cémapwith several benefit options that provide priggion drug benefits which QCIl deems
actuarially equivalent to or exceeding Medicaret BatQCII recognizes the impact of the federal siypseceived under the Medicare
Prescription Drug, Improvement and Modernizatiort &c2003 in the calculation of its post-retirembenefit obligation and net periodic post-
retirement benefit expense. The effect of the slybstduced our net periodic post-retirement bemefitense by $36 million, $51 million and
$80 million for the years ended December 31, 22087 and 2006, respectively.

Other Benefit Plans
401(k) Plan

QCIl sponsors a qualified defined contribntbenefit plan covering substantially all managatrand occupational employees. Under this
plan, employees may contribute a percentage aof #mgiual compensation to the plan up to certainimams, as defined by the plan and by
Internal Revenue Service ("IRS"). Currently, Q@I our behalf, matches a percentage of our empddgeatributions in cash. We made cash
contributions in connection with our employeestipgration in QCllI's 401(k) plan of $59 million arg63 million for the years ended
December 31, 2008 and 2007, respectively.

Deferred Compensation Plans

QCIlI sponsors several non-qualified unfuhdeferred compensation plans for various grougsititlude certain of our current and
former management and highly compensated emplo@stain of these plans are open to new particgpddrticipants in these plans may, at
their discretion, invest their deferred compensaiiovarious investment choices, including QCltsnenon stock.
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Our portion of QCII's deferred compensatissets for these plans is included on our coreelibalance sheets in prepaid pension—
affiliates. Our portion of QCII's deferred competisa obligations is included on our consolidatethhae sheets in current and non-current
post-retirement and other post-employment benafitsother—affiliates. Investment earnings, admiatate expenses, changes in investment
values and increases or decreases in the defarnegensation liability resulting from changes in ingestment values are recorded in our
consolidated statements of operations. The valtiassets and liabilities related to these plansiatesignificant.

Note 12: Income Taxes
Adoption of FIN 48

Effective January 1, 2007, we adopted F8Nwhich prescribes a comprehensive model for h@amapany should recognize, measure,
present and disclose in its financial statementgrain tax positions that the company has takesxpects to take on a tax return. Though the
validity of any tax position is a matter of tax latlie body of statutory, regulatory and interpretiuidance on the application of the law is
complex and often ambiguous. Because of this, venethax position will ultimately be sustained nteyuncertain. Prior to January 1, 2007,
the impact of an uncertain tax position that ditlereate a difference between the financial statefasis and the tax basis of an asset or
liability was included in our income tax provisidrt were probable the position would be sustainpdn audit. The benefit of any uncertain
position that was temporary was reflected in ourpavision if it were more likely than not thaktiposition would be sustained upon audit.
Prior to the adoption of FIN 48, we recognized iiegt expense based on our estimates of the ultimdtemes of the uncertain tax positions.

Under FIN 48, the impact of an uncertaiasition that is more likely than not of beingtined upon audit by the relevant taxing
authority must be recognized at the largest amthattis more likely than not to be sustained. Ndipo of an uncertain tax position will be
recognized if the position has less than a 50%itiked of being sustained. Also, under FIN 48, iagt expense is recognized on the full
amount of deferred benefits for uncertain tax poss.

On January 1, 2007, we recorded the folhgwkIN 48 transition adjustments:

. $67 million increase in our tax liabilities for wertain tax positions for items previously presentedeferred tax liabilities;

. $19 million increase in interest accrued for undartax positions and a corresponding $8 milliorrézse in deferred tax asse
and

. $11 million increase in accumulated deficit.

We are included in the consolidated fedie@dme tax returns and the combined state incamesturns of QCII. QCII treats our
consolidated results as if we were a separate yaxpahis policy requires us to pay our tax ligi@k in cash based upon separate return taxabl
income. However, because we are included in thealwlated federal income tax returns and the coetbsiate income tax returns of QCII,
any tax audits involving QCII will also involve ushe IRS examines all of QCII's federal incomerngturns because QCII is included in the
coordinated industry case program. As of DecemligPB08, the QCII federal income tax returns fod22005 have been examined and ar
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review with the IRS Appeals Office and the QClldeal income tax returns filed for tax years aft@d@2 are still subject to adjustment upon
audit. QCII also files combined income tax retumsnany states, and these combined returns renpgin for adjustments to its federal income
tax returns. In addition, certain combined stat®ine tax returns we have filed since 1995 areagi#in for state specific adjustments.

On April 15, 2008, QCII received from thHeS the Revenue Agent's Report for tax years 20842805. The report contains proposed
adjustments on several issues, including issuesrthg affect us. Based on QCII's and our evaluaticthe IRS's positions reflected in the
proposed adjustments, we have not recorded a isignifadjustment to our unrecognized tax benefitsup uncertain tax position liability.
However, there can be no assurance that QCII antR8 will reach settlements on any of these issuéisat, if QCII does reach settlements,
the terms will be favorable to us.

During 2008, QCII executed a settlemenhilite IRS relating to its audit of the 1998-2004 yaars. We paid an immaterial amount in the
fourth quarter of 2008 as our share of the setttenWe also recorded an equity transaction with @Sf@cognize the difference between the
settlement recorded on our books and the actublgagment. We recognized an immaterial interesefieas a result of the settlement. Our
unrecognized tax benefits have decreased by $4®mgince December 31, 2007 primarily due to tB88:2001 settlement.

QCII has also agreed on tentative settlesneith the IRS related to several of the issuesedhin its audit of tax years 2002 and 2003.
These settlements have been approved by the IR8rambw subject to review by the United StatesgBess Joint Committee on Taxation. If
these settlements are effected in accordance vt expectations, QCII's total unrecognized teréfits could decrease by approximately
$222 million in the next 12 months.

A reconciliation of the unrecognized taxbfits for the years ended December 31, 2008 afd &f)lows:

Unrecognized Tax Benefit

2008 2007

(Dollars in millions)
Balance as of January $ 13¢ $ 132
Additions for current year tax positio 31 28
Additions for prior year tax positior — —
Reductions for prior year tax positio (38 (22
Settlement: (36) —
Reductions related to expirations of statute ofthtions — —
Balance as of December $ 95 $ 13€

As of December 31, 2008, none of the urgaed tax benefits could affect our income taxvgion and effective income tax rate.

In accordance with our accounting policgthbbefore and after adoption of FIN 48, interegtemnse and penalties related to income taxes
are included in the other—net line of our consdbéda
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statements of operations. For each of the yeamsdcebdcember 31, 2008 and 2007, we recognized $#Omfor interest expense related to
uncertain tax positions. As of December 31, 20082007, we had recorded liabilities for interesated to uncertain tax positions in the
amounts of $44 million and $63 million, respectivelVe made no accrual for penalties related torimetax positions.

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

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

Income tax expens:
Current tax provision

Federa $537 $ 967 $81¢
State and loce 77 144 11¢
Total current tax provisio 614 1,111 937
Deferred tax benefi
Federal 18C (A71) (207)
State and loce 35 (27) (57)
Total deferred tax bene! 21k (19¢) (25€)
Income tax expens $82¢ $ 91z $67¢

The effective income tax rate for our coning operations differs from the statutory taeras follows:

Years Ended December 31
2008 2007 2006

(in percent)
Effective income tax rate
Federal statutory income tax r: 35.(% 35.(% 35.(%
State income tax—net of federal effec 3.2% 3.C% 2.1%
Other (1.60% (0.6% (1.0)%
Effective income tax rat 36.6% 37.400 36.1%
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Deferred Tax Assets and Liabilitie
The components of the deferred tax assetdiabilities are as follows:

December 31,
2008 2007
(Dollars in millions)

Deferred tax assets and liabiliti¢
Deferred tax liabilities

Property, plant and equipme $(1,999 $(2,075)
Receivable from an affiliate due to pension plartip@ation (399) (38¢)
Other (54) (142)
Total deferred tax liabilitie (2,450 (2,605
Payable to affiliate due to pr-retirement benefit plan participati 1,10 1,107
Receivable from parent due to prior operating I — 25€
Other 292 317
Total deferred tax asse 1,392 1,68(
Net deferred tax liabilitie $(1,059 $ (925

We have performed an evaluation of the verability of our deferred tax assets. It is ouinggn that it is more likely than not that the
deferred tax assets will be realized and shouldacotduced by a valuation allowance.

Other Income Tax Information

We paid $627 million, $1.127 billion and.$15 billion to QSC related to income taxes in 20087, and 2006, respectively. As of
December 31, 2008 and 2007 we had approximatelyn@itidn and $22 million, respectively, in amoumédating to taxes payable to QSC
reflected in accounts payable-affiliates on oursaidated balance sheets.

We had unamortized investment tax credits/@ million and $82 million as of December 3108tnd 2007, respectively, which are
included in other long-term liabilities on our colidated balance sheets. These investment credimmaortized over the lives of the related
assets. Amortization of investment tax credits ©hdillion, $4 million, and $5 million are included the provision for income taxes for the
years ended December 31, 2008, 2007, 2006, regelyc

Note 13: Stockholder's Equity
We have one share of common stock (no alarey issued and outstanding, which is owned by QSC
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Equity Infusions

In 2008 QCII moved to us most of the adstiaitive and other functions of QSC and mergedustowo of QSC's other wholly owned
subsidiaries that previously charged the majoritheir costs to us. We received cash equity imfasifrom QSC of $190 million in connection
with the transfer. We also received other cashtgguiusions of $41 million in 2008.

In 2007 and 2006, QSC made equity infusintestwo of its other wholly owned subsidiariesitinave now been merged into us totaling
$25 million and $81 million, respectively.

Other Net Asset Transfers

The reorganization activities noted abownbined businesses that were already controlle@®l, therefore we accounted for these
activities in a manner similar to a pooling of irtsts. The difference between the assets anditiebilransferred to us from QSC was recorded
as an adjustment to accumulated deficit in 200720@6. QSC cash was not transferred to us as ptre eransfer for any prior period.
Accordingly, for purposes of the presentation af prior period combined financial statements, theaash generated or used by the transfi
set of QSC activities for each year presented imconsolidated financial statements is recordeapi@rating and investing cash flows with a
corresponding distribution or contribution of castinancing activities. For the years ended Decendi, 2007 and 2006, cash generated by
operating activities and the corresponding finaga@ash outflows amounted to $113 million and $48iani, respectively.

During 2008, QCII executed a settlemenhilite IRS relating to its audit of the 1998-2004 yaars. We paid an immaterial amount in the
fourth quarter of 2008 as our share of the settignWe recorded a $62 million asset transfer wi83Jo recognize the difference between the
settlement recorded on our books and the actublgagment. In 2007, QSC forgave an $82 millionltalxlity we owed to QSC. We recorded
the forgiveness as an asset transfer.

In addition, in the normal course of busikeve transfer assets and liabilities to and frddC@nd its affiliates. It is our policy to record
these asset transfers based on carrying values.

Dividends

During the years ended December 31, 20087 2nd 2006 we declared cash dividends to QSQ.808 billion, $2.470 billion and
$2.000 billion, respectively, and we paid cashakvids of $2.000 billion, $2.470 billion and $1.9ion, respectively.

The timing of cash payments for declareddainds to QSC is at our discretion in consultatigthh QSC. We may declare and pay
dividends to QSC in excess of our earnings to ¥tent¢ permitted by applicable law. Our debt covesao not limit the amount of dividends
we can pay to QSC.

Note 14: Stock-Based Compensation

Our employees participate in QClI's Equitgentive Plan ("EIP") and Employee Stock PurctRise ("ESPP"). For more information
about these plans, see QCII's Annual Report on A@+K for the year ended December 31, 2008.
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Following are the weighted-average assumptused with the Black-Scholes option-pricing niddeetermine the fair value estimates of
options granted in the years ended December 38,2007 and 2006:

Years Ended December 31

2008 2007 2006
Black-Scholes assumption
Risk-free interest rat 2.7% 4.2% 4.5%
Expected dividend yiel 6.4% —% —%
Expected option life (year: 4.¢ 4.7 5.C
Expected stock price volatilit 38% 45% 80%

We believe the two most significant assuoms used in our estimates of fair value are tipeeted option life and the expected stock
volatility, both of which we estimate based on tiigtal information.

Stock-Based Compensation Expense

Stockbased compensation expense is included in costles,sselling expenses and general, administratideother operating expense:
our consolidated statements of operations. We rézegompensation expense relating to awards gtdateur employees under the EIP using
the straight-line method over the applicable vesfiariods. We recognize compensation expense detiateur employee purchases of QCII's
stock under the ESPP for the difference betweeethgoyees' purchase prices and the fair markeegadf QCII's stock.

For the years ended December 31, 2008,8@DZ006, our total stock-based compensation egpeas approximately $43 million,
$21 million and $28 million, respectively.

As of December 31, 2008, QCII had $62 wrillbf total unrecognized compensation expenseattat unvested stock options and
restricted stock under the EIP. QCII expects togaze this amount over the remaining weighted ayewesting terms of 1.9 years. There is
no unrecognized compensation expense related B83R. QCII will continue to record stock-based pensation and it will continue to
allocate a portion of these costs to us. Howewaset on the many factors that affect the allocatlmamount that is ultimately allocated to us
as a result of stock-based compensation record@CHtmay fluctuate.

Note 15: Contribution to QCIl Segments

Our operations are integrated into andoaré of the segments of QCII. Our business contebto all three of QCII's segments: business
markets, mass markets, and wholesale markets.<Chlef Operating Decision Maker ("CODM"), who Is@aour CODM, reviews our
financial information only in connection with ouuarterly and annual reports that we file with th&CS Consequently, we do not provide our
discrete financial information to the CODM on aukyg basis.

During the first quarter of 2008, QClI's DM began to manage QCII's business using diffeérdotmation than he was using previously.
QCII changed its segments accordingly.
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We generate our revenue from data, Intekiééo and voice services we provide to our cusismWe also generate revenue from ser
we provide to our affiliates. The services areHartdescribed below.

. Data, Internet and video service Data, Internet and video services representaste$t growing source of revenue. TF
services include: broadband and satellite vided¢chvive offer to mass markets customers; privat, ivhich we offer to
wholesale and business customers; and other daiaesesuch as integrated services digital networkSDN, ATM and frame
relay, which we offer primarily to business custosie

. Voice services.Voice services include local voice services artkas services. Local voice services include Basad
exchange, switching and enhanced voice servicezllvmice services also include network transguoliing services and
providing access to our local network through otiolegsale channel. Access services include feeshanrge to other
telecommunications providers to connect their augts and their networks to our network.

. Affiliate and other service: We provide to our affiliates billing and collemti, marketing and advertising and other sup
services, such as legal, regulatory, general fieamd accounting, tax, human resources and exeaupport. In addition, we
provide to our affiliates voice, data access and darvices that we also provide to external custenOther services include the
leasing and subleasing of space in our office inglsl warehouses and other properties.

Revenue from our products and serviceghieyears ended December 31, 2008, 2007 and 2@@6niarized in the following table:

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

Operating revenug

Data, Internet and video servic $3,19¢ $ 2,91¢ $ 2,57¢
Voice service: 5,19¢ 5,681 6,10
Affiliate and other service 1,99¢ 2,08¢ 2,041
Total operating revent $10,38¢ $10,69: $10,72:

Revenue from affiliates was 17%, 18% an%h bf total revenue for the years ended Decembe2@18, 2007 and 2006, respectively. We
do not have any single customer that provides rtie 10% of our total operating revenue. Substiytd of our revenue comes from
customers located in the United States.

Note 16: Related Party Transactions

We provide to our affiliates data, voiceldnilling and collections services that we alsovile to external customers. In addition, we
provide to our affiliates, marketing, sales andeatising, computer system and development suppovices, network support and technical
services and other support services.
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Below are details of the services we preditb our affiliates:

. Data and voice service Data and voice services include access senhieggsonnect our affiliates' network and custome:
our network and private line services that providegcured, dedicated connection of two or moes $itr high-speed
transmission of data.

. Billing and collections service Billing and collections services include wirelgksg distance and video billing and collect
service for our affiliates and external customers.

. Marketing, sales and advertisingMarketing, sales and advertising support jointketing of our services, including the
development of marketing and advertising plangssahit forecasts, market research, product manageseales training and
compensation plans.

. Computer system and development support servit@®rmation technology services primarily incluthe labor cost of
developing, testing and implementing the systenmgla necessary to support order entry, provisiomiitiing, network and
financial systems, as well as the cost of improyingintaining and operating our operations supggstems and shared internal
communications networks.

. Network support and technical servic Network support and technical services relat®tecasting demand volumes &
developing plans around network utilization androptation, developing and implementing plans foell product
development, provisioning and customer care.

. Other support service Other support services include legal, regulatgeneral finance and accounting, tax, human ress
and executive support. In addition, we subleaseespaour office buildings, warehouses and otheperties.

We charge our affiliates for services basednarket price or fully distributed cost ("FDCW.e charge our affiliates market price for
services that we also provide to external custoywangie other services that we provide only to affiliates are priced by applying an FDC
methodology. FDC rates include salaries and wazmgpll taxes, employee benefits, miscellaneougeses, and charges for the use of our
buildings, computing and software assets. Whengossible, costs are directly assigned to our aféB for the services they use. If costs ce
be directly assigned, they are allocated amongffililates, based upon cost usage measures; orgbet usage measure is available, these cost
are allocated based on a general allocator. Weveethese cost allocation methodologies are reagarfarom time to time, QCII adjusts the
basis for allocating the costs of a shared seriteng affiliates. Such changes in allocation mettagles are generally billed prospectively.

We also purchase services from our aféi§ahcluding long-distance, wholesale Internet ss@nd insurance. Our affiliates charge us for
these services based on market price or FDC.

In 2008 and 2007, we paid approximately B8®fion and $29 million in administrative feestime ordinary course of business to United
Healthcare Services, Inc., which provides healitefieplans to some of our employees and is a didryi of UnitedHealth Group. QCII's
director, Anthony Welters, serves as Executive \Reesident of UnitedHealth Group and as Presideité ®ublic and Senior Markets Group.
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Commitments
Future Contractual Obligations
The following table summarizes our estirddtgure contractual obligations as of December2BD8:

Payments Due by Period

2014 and
2009 2010 2011 2012 2013 Thereafter Total
(Dollars in millions)
Future contractual obligations(:
Debt and lease paymen
Long-term debt $ — $ 50C$ 82F $150($% 75C $ 4,082 % 7,651
Capital lease and other obligatic 19 6 4 1 1 3 34
Interest on lon-term borrowings and capital leases 574 558 53t 40z 31t 3,43¢ 5,817
Operating lease 10€ 94 84 54 35 11€ 48¢
Total debt and lease payme 69¢ 1,15¢ 1,44¢ 1957 1,101 7,63¢ 13,997
Other lon¢-term liabilities 2 2 2 3 2 21 32
Purchase commitment
Telecommunications commitmer 67 31 — — — — 98
Advertising, promotion and other services 73 49 36 30 29 93 31C
Total purchase commitmer 14C 80 36 30 29 93 40¢
Non-qualified pension obligation(« 1 1 1 1 1 18 23
Total future contractual obligatiol $84z $ 1,236 $1,487 $1,991 $1,13: $ 7,771 $ 14,46(
(1)  The table does not include:
. our open purchase orders as of December 31, 20@&eTpurchase orders are generally at fair vateggenerally cancelab
without penalty and are part of normal operations;
. other long-term liabilities, such as reserves égral matters and income taxes, that are not cdnaiagbligations by nature. We

cannot determine with any degree of reliability ylears in which these liabilities might ultimatakgttle;

. affiliate pension benefits payable to certain dligicurrent and future retirees allocated to uQkl, some of which are du
under contractual agreements. Benefits paid by @@énsion plan are paid through a trust; and tberere not included in this
table as QCII is not able to reliably estimate fattequired contributions to the trust, if any. @&December 31, 2008, the
unfunded status of QCII's pension plan was $746amilQCII is not required to make any cash conititns before 2010.
However, given the significant decline in the vatiglan assets in 2008, based on current actuamilyses and forecasts, QCII
may be required to make
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(@)

3)

contributions in the range of $0 to $300 million2id10 and can give no assurances that it will eatslguired to make additional
contributions after 2010. Our employees participatiie QCIl pension plan. The amounts contribdigdis through QCII are
not segregated or restricted to pay amounts doartemployees and may be used to provide benefiathier employees of
QCllI's affiliates. Historically, QCII has only reiged us to pay our portion of its required pensiontribution;

affiliate pos-retirement benefits payable to certain eligiblereat and future retirees. Although we had an atf#iliability
recorded on our balance sheet as of December B8, r2presenting our allocated net benefit obligafa postretirement healt
care and life insurance benefits, not all of thimant is a contractual obligation. Certain of thpksms are unfunded and net
payments made by us totaled $119 million in 2008uiding payments for benefits that are not comti@mbligations. Assumir
our proportionate share of QCII's total post-retiemt benefits payments is consistent with 2008] tatdiscounted future
payments estimated to be made by us for beneéitsatle both contractual obligations and non-cohied®bligations are
approximately $4.8 billion over approximately 8Gaye However, this estimate is impacted by varaxisarial and market
assumptions, and ultimate payments will differ frthis estimate. We are not able to identify how matthis total represents
contractual obligations. A trust has been estabtidty QCII to help cover the health care cost tifges who are former
occupational employees. The fair value of QClistiassets was $915 million as of December 31,.2868.1ming that the trus
current asset allocation remains the same andstdetsaearn an expected long-term rate of retub8b, QCII believes that the
trust assets will be adequate to provide contino@iigbursements for our portion of post-retiremesdlth care costs for
approximately five years. Thereafter, covered bigné&r our portion of postetirement health care costs for eligible retireb®
are former occupational employees will be paidaiyeby us. This five year period could be substdiytshorter depending on
returns on plan assets, projected benefit paynartduture changes in benefit obligations; foranse, if QCIlI assumes that the
rate of return on trust assets is zero and berafitbursements increase by 20%, the trust asseld be exhausted in three
years;

contract termination fees. These fees are-recurring payments, the timing and payment of whiicany, is uncertain. In th
ordinary course of business and to optimize out sivgcture, we enter into contracts with termsaggethan one year to
purchase goods and services. Assuming we exiteg ttentracts on December 31, 2008, terminationfledbese contracts
would have been $130 million. In the normal cowtbusiness, we believe the payment of these fermiote; and

potential indemnification obligations to counterpes in certain agreements entered into in the aboourse of business. The
nature and terms of these arrangements vary. litiatly; we have not incurred significant costs tethto performance under
these types of arrangements.

Interest paid in all years may differ due to futeeénancing of debt. Interest on our floating rdébt was calculated for all years using
the rates effective as of December 31, 2008.

We have various lor-term, nor-cancelable purchase commitments with various venftwrdata processing, technical and softv
support services. Future payments under certauicger
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contracts will vary depending on our actual us&g¢he table above we estimated payments for thesdce contracts based on the |
of services we expect to receive.

4) Non-qualified pension payment estimates assume welhgagame proportion of QCIll payments as in 2!
Capital Leases

We lease certain office facilities and guopént under various capital lease arrangementgta\asquired through capital leases during
2008, 2007 and 2006 were $10 million, $10 milliovd &17 million, respectively. Assets recorded urdgiitalized lease agreements included
in property, plant and equipment consisted of $billion, $112 million and $108 million of cost leascumulated depreciation of $64 million,
$58 million and $42 million as of December 31, 20P807 and 2006, respectively. In 2008, 2007 arlib2@e recognized depreciation of
capital leases of $21 million, $21 million and $t8lion, respectively, which is included in depration expense.

The future minimum payments under capéakks as of December 31, 2008 are included inomsotidated balance sheet as follows:

Future Minimum

Payments
(Dollars in millions)

Capital lease obligation

Total minimum payment $ 51
Less: amount representing interest and executaty a7
Present value of minimum payme 34
Less: current portio (29
Long-term portion $ 15

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 authoritied ive@ accounted for as operating leases. For e ynded December 31, 2008, 2007 and :
rent expense under these operating leases waswiioh, $185 million and $215 million, respectiyenet of sublease rental income of
$19 million, $22 million and $25 million, respeatly. Operating leases as reported in the tabl&iture Contractual Obligations" above have
not been reduced by minimum sublease rental inafr@5 million, which we expect to realize undenrzancelable subleases.

Letters of Credit and Guarantees

On our behalf, QCIl maintains letter ofditearrangements with various financial institusos of December 31, 2008, the amount of
letters of credit outstanding was $56 million, avelhad no outstanding guarantees.
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Contingencies

QCll is involved in several legal proceegtirio which we are not a party that, if resolvediagt QCII, could have a material adverse e
on our business and financial condition. We haetuited below a discussion of these matters, togethlk a discussion of those matters to
which we are a party. Only those matters to whiehane a party (primarily the third matter describeder the heading "Other Matters" rela
to litigation brought by several owners of payprgmepresent contingencies for which we have resghrdr could reasonably anticipate
recording, an accrual if appropriate to do so.

Throughout this note, when we refer toasslaction as "putative” it is because a clasbbeas alleged, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent. Settlement classes havedsréfied in connection with the settlements oftair of the putative class actions described
below where the courts held that the named pléént#fpresented the settlement class they purptotezbresent.

The terms and conditions of applicable Wglacertificates or articles of incorporation, agrents or applicable law may obligate QCII to
indemnify its former directors, officers and empeg with respect to certain of the matters desgtiledow, and QCII halseen advancing leg
fees and costs to many former directors, offices @mployees in connection with certain mattersiilesd below.

Settlement of Consolidated Securities Action

Twelve putative class actions purportediyught on behalf of purchasers of QCII's publichded securities between May 24, 1999 and
February 14, 2002 were consolidated into a conatditisecurities action pending in federal distranirt in Colorado against QCII and various
other defendants. The first of these actions wad fin July 27, 2001. Plaintiffs alleged, amongeotings, that defendants issued false and
misleading financial results and made false statesngbout QCII's business and investments, inctudiaterially false statements in certain of
QCllI's registration statements. The most recentptaimt in this matter sought unspecified compenyatamages and other relief. However,
counsel for plaintiffs indicated that the putatolass would seek damages in the tens of billiordotérs.

In November 2005, QCII, certain other defmts, and the putative class representativeseghiteto, and filed with the federal district
court in Colorado, a Stipulation of Partial Setterhthat, if implemented, will settle the consotathsecurities action against QCII and certain
other defendants (the "QCII settlement"). No pardmit any wrongdoing as part of the QCII settlemBursuant to the QCII settlement, Q
deposited approximately $400 million in cash inteettlement fund. In connection with the QCII sattent, QCII received $10 million from
Arthur Andersen LLP. As part of the QCII settlemehe class representatives and the settlemerst itlag represent are also releasing Arthur
Andersen. If the QCII settlement is not implemen®@gIl will be repaid the $400 million plus intetekess certain expenses, and QCII will
repay the $10 million to Arthur Andersen.

If implemented, the QCII settlement wilsodve and release the individual claims of thexlapresentatives and the claims of the
settlement class they represent against QCII drak@ndants except Joseph Nacchio, our formeff eltiecutive officer, and Robert Woodruff,
our former chief
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financial officer. In September 2006, the fedeiatritt court in Colorado issued an order approwimg proposed QCII settlement on behalf of
purchasers of QCII's publicly traded securitiesMeetn May 24, 1999 and July 28, 2002, over the dibjes of Messrs. Nacchio and Woodruff.
Messrs. Nacchio and Woodruff then appealed thardradthe United States Court of Appeals for thateCircuit. In addressing that appeal,
the Tenth Circuit held that the federal districtdaorder overruling Nacchio and Woodruff's objens to the QCII settlement was not
sufficiently specific, and it remanded the casthtdistrict court with instructions to considerteé issues and to provide a more detailed
explanation for its earlier decision overruling $bmbjections. Subsequent to the remand, a proppesteiment was reached involving the
claims of the putative class against Messrs. Nacahd Woodruff as described below that, if impletednwill also result in the
implementation of the QCII settlement.

On August 4, 2008, QCII, Messrs. Nacchid #oodruff, and the putative class representatvesred into a Stipulation of Settlement
(the "Nacchio/Woodruff settlement"). The court Ipasliminarily approved the Nacchio/Woodruff settlemt, has certified a class for settlem
purposes of purchasers of our publicly traded segesibetween May 24, 1999 and July 28, 2002, axdstcheduled a hearing to consider final
approval of the Nacchio/Woodruff settlement. If ieypented, the settlement will, among other thifgsettle the individual claims of the cl
representatives and the class they represent a§ddéissrs. Nacchio and Woodruff, and (ii) resulthie withdrawal by Messrs. Nacchio and
Woodruff of their objections to the QCII settlemaid the resolution of their indemnification disputith QCII arising from the QCII
settlement. Under the proposed Nacchio/Woodruffesaent, QCII will have contributed $40 million, &nf implemented, Messrs. Nacchio
and Woodruff will contribute a total of $5 milliasf insurance proceeds. The Nacchio/Woodruff settleits subject to a number of conditions
and future contingencies, including that it (i) uegs final court approval, and (ii) provides Q@iith the right to terminate the settlement if
class members representing more than a specifiedrminof alleged securities losses elect to opobthe settlement. No parties admit any
wrongdoing as a part of the Nacchio/Woodruff sattet.

KPNQwest Litigation/Investigation

On January 27, 2009, the trustees in thetDibankruptcy proceeding for KPNQwest, N.V. (ofiethQCIl was a major shareholder) file
lawsuit in the federal district court for the Distrof Colorado alleging violations of the Racket&dluenced and Corrupt Organizations Act
and breach of duty and mismanagement under DuwehQ&1l is a defendant in this lawsuit along wittss@ph Nacchio, Robert S. Woodruff
and John McMaster, the former president and chie€ative officer of KPNQwest. Plaintiffs allege, any other things, that defendants'
actions were a cause of the bankruptcy of KPNQveest they seek damages for the bankruptcy defittPiNQwest of approximately
$2.4 billion. Plaintiffs also seek treble and piwvetdamages as well as an award of plaintiffsratgs' fees and costs. A lawsuit asserting the
same claims that was previously filed in the febldistrict court for the District of New Jersey wdismissed without prejudice, and that
dismissal was affirmed on appeal.

On September 13, 2006, Cargill Financiatits, Plc and Citibank, N.A. filed a lawsuit iretBistrict Court of Amsterdam, located in
Netherlands, against QCII, KPN Telecom B.V., Kotjkke KPN N.V.("KPN"), Joseph Nacchio, John McMastand other former employe
or supervisory board members of QCII, KPNQwest BNK The lawsuit alleges that defendants misreptedetPNQwest's

89




Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B00

Note 17: Commitments and Contingencies (Continued)

financial and business condition in connection wlith origination of a credit facility and wrongfylhllowed KPNQwest to borrow funds under
that facility. Plaintiffs allege damages of approgtely €219 million (or approximately $305 millitmased on the exchange rate on
December 31, 2008).

On October 31, 2002, Richard and Marcian@r&o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court. As amended asitbfving the appeal of a partial summary judgmegdiast plaintiffs which was affirmed
part and reversed in part, plaintiffs allege, amotigr things, that defendants violated state #gEsitaws in connection with plaintiffs’
investments in KPNQwest securities. QCII is a dééant in this lawsuit along with Qwest B.V. (oneQCII's subsidiaries), Joseph Nacchio
John McMaster. The Arizona Superior Court dismigsedt of plaintiffs’ claims, and plaintiffs volumiig dismissed the remainder of their
claims. Plaintiffs have appealed the court's denisb the Arizona Court of Appeals. Plaintiffs afaio have lost approximately $9 million in
their investments in KPNQwest, and are also seekitggest and attorneys' fees.

On August 23, 2005, the Dutch Shareholdasociation (Vereniging van Effectenbezitters, &BJ filed a petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN&WVEB sought an inquiry into the
policies and course of business at KPNQwest tieableged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwest's outside auditors and accountant®&aember 28, 2006, the Enterprise Chamber orderédquiry into the management and
conduct of affairs of KPNQwest for the period Jayuhthrough May 23, 2002. QCII and others haveeapgd that order to the Netherlands
Supreme Court. On December 5, 2008, the EnterPfisenber appointed investigators to conduct theiigqu

QCII will continue to defend against thending KPNQwest litigation matters vigorously.
Other Matters

Several putative class actions relatinth&oinstallation of fiber optic cable in certaights-of-way were filed against QCIl on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiad&ansas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andd.&5or the most part, the complaints challengd'®@ght to install its fiber optic cable
railroad rights-of-way. Complaints in Coloradojribis and Texas, also challenge QCII's right taathdiber optic cable in utility and pipeline
rights-of-way. The complaints allege that the walis, utilities and pipeline companies own thetriflway as an easement that did not include
the right to permit QCII to install its fiber optaable in the right-of-way without the plaintift¥\nsent. Most actions (California, Colorado,
Georgia, Kansas, Mississippi, Missouri, Oregon,tB@arolina, Tennessee and Texas) purport to hegbtamn behalf of state-wide classes in
the named plaintiffs' respective states. The Mdrssetts action purports to be on behalf of stattewiasses in all states in which QCII has
fiber optic cable in railroad rights-of-way (othtban Louisiana and Tennessee), and also on behatbalasses of landowners whose
properties adjoin railroad rights-of-way originatlgrived from federal land grants. Several actimnport to be brought on behalf of mudtiate
classes. The lllinois state court action purpartbe on behalf of landowners in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio
and Wisconsin. The lllinois federal

90




Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
For the Years Ended December 31, 2008, 2007 and B0OO
Note 17: Commitments and Contingencies (Continued)

court action purports to be on behalf of landowrierarkansas, California, Florida, lllinois, IndianMissouri, Nevada, New Mexico, Montana
and Oregon. The Indiana action purports to be dtralbef a national class of landowners adjacematiooad rights-of-way over which QCIl's
network passes. The complaints seek damages oretheb trespass and unjust enrichment, as wglLiagive damages. On July 18, 2008, a
federal district court in Massachusetts enteredrder preliminarily approving a settlement of dltloe actions described above, except the
action pending in Tennessee. On November 18, 2868;ourt held a hearing to consider final appr@fahe proposed settlement and the
parties are awaiting the court's decision.

Qwest Communications Company, LLC ("QC®@He of QCII's other subsidiaries, is a defendatitigation filed by several billing ager
for the owners of payphones seeking compensatiocdialess calls made from payphones. The matgeemsling in the United States District
Court for the District of Columbia. Generally, thayphone owners claim that QCC underpaid the amufuisdmpensation due to them under
Federal Communications Commission ("FCC") regufeifor coinless calls placed from their phones @@@&C's network. The claim seeks
compensation for calls, as well as interest arat@ys’ fees. QCC will vigorously defend againg #ction.

We have been a defendant in litigation gtdiby several owners of payphones relating taates we charged them for the lines to their
payphones between 1997 and 2003. Generally, thehpag owners have claimed that we charged moneafigrhone access lines than we v
permitted to charge under the applicable FCC rdlbs.largest of these lawsuits, filed in the Unigtdtes District Court for the Western
District of Washington, was amicably settled foriemmaterial amount and dismissed. A second lawpaitding in the United States District
Court for the District of Utah with related procéggk before the FCC, has also been amicably sdtiteah immaterial amount. Another
proceeding against us remains pending before thgadrPublic Utility Commission. Several relatedgaedings are underway at the FCC
involving us, other telecommunications companies, payphone owners. In all of these proceedingsp#typhone owners seek damages for
amounts paid allegedly exceeding the amounts thes wermitted under the applicable FCC rules. Wiewgorously defend against the
remaining actions.

A putative class action filed on behaltteftain of QCII's retirees was brought against Qi Qwest Life Insurance Plan and other
related entities in federal district court in Ca@ldo in connection with QCIlI's decision to reduce ltfe insurance benefit for these retirees to a
$10,000 benefit. The action was filed on MarchZm)7. The plaintiffs allege, among other thingst QCII and other defendants were
obligated to continue their life insurance benefithe levels in place before QCII decided to redibem. Plaintiffs seek restoration of the life
insurance benefit to previous levels and certairitable relief. The district court ruled in QClfavor on the central issue of whether QCII
properly reserved its right to reduce the life iragice benefit under applicable law and plan docusndihe retirees have amended their
complaint to assert additional claims. QCII belgWee remaining claims are without merit, and Q&Il continue to vigorously defend against
this matter.

Flood Damage

During June 2008, floods in the Midwestitigalarly lowa, caused damage to our network atheioassets. Based on our current
assessment, we estimate that cumulative expensliteqaiired for the restoration of our network ahggical plant will be less than $20 million
including repairs and
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equipment replacement. For the year ended Dece®ih@008, we incurred repair expenditures of appnaiely $13 million, which are
included in the estimate. Although we carry insggathat covers certain property damage and busingssuption, because of applicable
deductibles, we expect any recoveries to be imnahiarrelation to our expenditures.

Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data
First Second Third Fourth
Quarter Quarter Quarter  Quarter Total
(Dollars in millions)

2008

Operating revenu $2,62¢ $2,607 $2,55¢ $2,601 $10,38¢
Income tax expens 214 252 182 18C 82¢
Net income 34¢ 411 29¢ 37¢ 1,43¢
2007

Operating revenu $2,66€ $2,71t $2,66¢ $2,64: $10,69:
Income tax expens 23¢ 24C 22¢ 20¢€ 913
Net income 39¢ 37¢ 37¢ 372 1,52

Note 19: Other Financial Information
Prepaid Expenses and Other Current Ass
Prepaid expenses and other current assefszecember 31, 2008 and 2007 consisted of tlening:

December 31,
2008 2007
(Dollars in millions)

Prepaid expenses and other current as

Deferred activation and installation chart $ 107 $ 12C
Prepaid expenses and ot 134 124
Total prepaid expenses and other current a $ 241 $ 244
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Accrued Expenses and Other Current Liabilitie
Accrued expenses and other current ligdslias of December 31, 2008 and 2007 consistdtedbtlowing:

December 31,
2008 2007
(Dollars in millions)

Accrued expenses and other current liabilit

Accrued interes $ 124 $ 11¢
Employee compensatic 30€ 38¢€
Accrued property and other tax 228 257
Other 23¢ 19C

Total accrued expenses and other current liats $ 891 $ 95z

Note 20: Labor Union Contracts

We are a party to collective bargaininge@gnents with our labor unions, the Communicatiomskéts of America and the International
Brotherhood of Electrical Workers. Our current fg@ar collective bargaining agreements expire otokr 6, 2012. As of December 31,
2008, employees covered under these collectiveadng agreements totaled 17,145, or 56% of allesaployees.

Note 21: Subsequent Events
Between January 1, 2009 and February 1@),20e paid to QSC dividends totaling $300 million.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

Conclusion Regarding the Effectiveness of DiscloserControls and Procedures

The effectiveness of our or any systemisgldsure controls and procedures is subject t@icelimitations, including the exercise of
judgment in designing, implementing and evaluatirgycontrols and procedures, the assumptions nsddritifying the likelihood of futur
events, and the inability to eliminate miscondwnhgpletely. As a result, there can be no assurdrateour disclosure controls and procedures
will detect all errors or fraud. By their natureyrpor any system of disclosure controls and procesican provide only reasonable assurance
regarding management's control objectives.

Under the supervision and with the parttign of our management, including our Chief Exa®uOfficer and Chief Financial Officer, v
evaluated the design and operation of our discéosantrols and procedures (as defined in RuleslB58a) and 15d-15(e) of the Securities
Exchange Act of 1934, or the "Exchange Act") aBetember 31, 2008. On the basis of this review noamagement, including our Chief
Executive Officer and Chief Financial Officer, céumbed that our disclosure controls and procedureslesigned, and are effective, to give
reasonable assurance that the information reqtiree disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§ige in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted unéherExchange Act is accumulated and communicateditonanagement, including our Chief
Executive Officer and Chief Financial Officer, imenner that allows timely decisions regarding nexgldisclosure.

There were no changes in our internal abver financial reporting that occurred in theifin quarter of 2008 that materially affected, or
are reasonably likely to materially affect, oureimtal control over financial reporting.

Management's Report on Internal Control Over Finangal Reporting

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

Our management is responsible for estahlishnd maintaining adequate internal control diremcial reporting, as such term is defined
in Exchange Act Rule 13a-15(f). Under the supeovisind with the participation of our managemerdiuding our principal executive officer
and principal financial officer, we conducted amlexation of the effectiveness of our internal cohtrver financial reporting based on the
framework ininternal Control—Integrated Frameworksued by the Committee of Sponsoring Organizatidriie Treadway Commission.
Based on our evaluation under the frameworktarnal Control—Integrated Framewor&ur management concluded that our internal control
over financial reporting was effective as of Decembl, 2008.

This Annual Report on Form 10-K does natude an attestation report of our independensteggd public accounting firm regarding
internal control over financial reporting. Manager®report was not subject to attestation by ndependent registered public accounting
pursuant to temporary rules of the SEC that peusiib provide only management's report in this AsifiReport on Form 10-K.

ITEM 9B. OTHER INFORMATION
None.
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PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE
We have omitted this information pursuanGeneral Instruction 1(2).
ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuanGeneral Instruction 1(2).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

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

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE
We have omitted this information pursuanGieneral Instruction 1(2).

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Pre-Approval Policies and Procedures

The Audit Committee of the Board of Direstef QCII is responsible for the appointment, cemgation and oversight of the work of our
independent registered public accountant. UndeAtitét Committee's charter, which was most receathended on December 10, 2008, the
Audit Committee pre-approves all audit and perrbissihon-audit services provided by our independegistered public accountant. The
approval may be given as part of the Audit Comrait@pproval of the scope of the engagement ohdependent registered public accour
or on an individual basis. The pre-approval of amlit services may be delegated to one or moreeoAtidit Committee's members, but the
decision must be reported to the full Audit ComesdttOur independent registered public accountagtmobe retained to perform the non-
audit services specified in Section 10A(g) of thelange Act.

Fees Paid to the Independent Registered Public Aagetant

QCIl first engaged KPMG LLP ("KPMG") to lmeir independent registered public accountant in RZG2. The aggregate fees billed or
allocated to us for professional accounting sesjigecluding KPMG's audit of our annual consolidafi@ancial statements, are set forth in the
table below.

2008 2007
(Dollars in thousands

Audit fees $3,18¢ $2,55¢
Audit-related fee: 30¢€ 447
Total fees $3,49¢ $3,001

There were no fees billed to us in 2002@07 for professional services rendered by KPMQdrrcompliance, tax advice or tax planni
For purposes of the preceding table, tloéegsional fees are classified as follows:

Audit fees—These are fees for professisealices billed for the audit of the consolidatedficial statements included in our Form 10-K
filings, the review of condensed consolidated firiahstatements included in our Form 10-Q filingsifort letters, consents and assistance
with and review
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of documents filed with the SEC. Audit fees fortegear shown include amounts billed or allocateds¢hrough the date of this Form KCer
that particular year.

Audit-related fees—These are fees for @sme and related services that traditionally areopmed by our independent registered public
accountant. More specifically, these services ibelunternational statutory audits, regulatorynfils and employee benefit plan audits.

All of the services performed by KPMG délsed above were approved in advance by QCII's AQdinmittee.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDU LES

(@) Documents filed as part of this répor

Page

(1) Report of Independent Registered Public AccourfEinm 49
Financial Statements covered by the Report of laddpnt Registered Public Accounting Fil
Consolidated Statements of Operations for the yeraded December 31, 2008, 2007 and 2 5C
Consolidated Balance Sheets as of December 31,&00D200% 51
Consolidated Statements of Cash Flows for the yeraled December 31, 2008, 2007 and 2 52
Consolidated Statements of Stockholder's Equity@mahprehensive Income for the years ended Dece®ihe2008, 2007 and 20 53
Notes to the Consolidated Financial Statementthiyears ended December 31, 2008, 2007 and 54

(a)(3) and (b) Exhibits required by IteniGif Regulation 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
Number Description
(3.1) Restated Articles of Incorporation of Qwest Cagtion (incorporated by reference to Qwest
Corporation's Annual Report on Form 10-K for tharyended December 31, 1997, File No. 001-
03040).

(3.2) Articles of Amendment to the Articles of Incorpacat of Qwest Corporation (incorporated by
reference to Qwest Corporation's Quarterly Repoffarm 10-Q for the quarter ended June 30, 2000,
File No. 00:-03040).

(3.3) Amended and Restated Bylaws of Qwest Corporatimo(porated by reference to Qwest
Corporation's Annual Report on Form 10-K for tharyended December 31, 2002, File No. 001-
03040).

(4.1) Indenture, dated as of April 15, 1990, by and betwiglountain States Telephone and Telegraph
Company and The First National Bank of Chicagodiporated by reference to Qwest Corporation's
Annual Report on Form -K for the year ended December 31, 2002, File N4-03040).

(4.2) First Supplemental Indenture, dated as of April1l9891, by and between U S WEST
Communications, Inc. and The First National BankChfcago (incorporated by reference to Qwest
Corporation's Annual Report on Form 10-K for tharyended December 31, 2002, File No. 001-
03040).

(4.3) Indenture, dated as of October 15, 1999, by anddsat U S West Communications, Inc. and Bank
One Trust Company, N.A. (incorporated by refereloc®west Corporation's Annual Report on
Form 1(-K for the year ended December 31, 1999, File NG4-03040).

(4.4)  Officer's Certificate of Qwest Corporation, datedoi March 12, 2002 (including forms of 88 %
notes due March 15, 2012) (incorporated by referéa®west Corporation's Form S-4, File No. 333-
115119).
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Exhibit
Number

Description

(4.5)

(4.6)

@.7)

(4.8)

(4.9)

(10.1

(10.2

12
23
24
31.1
31.z

32

First Supplemental Indenture, dated as of Au@@s2004, by and between Qwest Corporation and
U.S. Bank National Association (incorporated byerehce to Qwest Communications

International Inc.'s Quarterly Report on Form 10e@the quarter ended September 30, 2004, File
No. 002-15577).

Second Supplemental Indenture, dated as of Nove2%He&r004, by and between Qwest Corporation
and U.S. Bank National Association (incorporateddfgrence to Qwest Corporation's Current Report
on Form K filed November 23, 2004, File No. C-03040).

Third Supplemental Indenture, dated as of Jun@Q0d5, by and between Qwest Corporation and
U.S. Bank National Association (incorporated byerefice to Qwest Corporation's Current Report on
Form &K filed June 23, 2005, File No. 0-03040).

Fourth Supplemental Indenture, dated August 8, 26@@&nd between Qwest Corporation and
U.S. Bank National Association (incorporated byerefice to Qwest Corporation's Current Report on
Form &K filed August 8, 2006, File No. 0-03040).

Fifth Supplemental Indenture, dated May 16, 20§7afd between Qwest Corporation and U.S. Bank
National Association (incorporated by referenc@®teest Corporation's Current Report on Fol-K
filed May 18, 2007, File No. 0(-03040).

Registration Rights Agreement, dated May 16, 2@07ong Qwest Corporation and the initial
purchasers listed therein (incorporated by referéndwest Corporation's Current Report on Form 8-
K filed May 18, 2007, File No. 0(-03040).

Aircraft Time Sharing Agreement, dated Decemb&QD8, by and between Qwest Corporation and
Edward A. Mueller (incorporated by reference to @w@ommunications International Inc.'s Annual
Report on Form 1-K for the year ended December 31, 2008, File NG-15577).

Calculation of Ratio of Earnings to Fixed Charg

Consent of Independent Registered Public Accouriing.

Power of Attorney

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

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

() Previously filed.

In accordance with Item 601(b) (4) (i) (&f Regulation S-K, copies of certain instrumeat$ining the rights of holders of certain of our
long-term debt are not filed herewith. Pursuarthts regulation, we hereby agree to furnish a amfpgny such 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, ribgistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduolp authorized, in the City of Denver, State of&ado, on February 18, 2009.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /sl R. WILLIAM JOHNSTON

R. William Johnston
Senior Vice President, Controller
and Chief Accounting Officer
(Principal Accounting Officer and

Duly Authorized Officer)

Pursuant to the requirements of the Seéeariixchange Act of 1934, this report has beeresidrelow by the following persons on behalf
of the registrant and in the capacities indicatedhe 18" day of February 2009.

Signature Title

/s EDWARD A. MUELLER Director and Chief Executive Offic

(Principal Executive Officer)

Edward A. Muellel

/s/ JOSEPH J. EUTENEUER Executive Vice President and Chief Financial Ofi

Joseph J. Euteneu (Principal Financial Officer

*

Director

Thomas E. Richarc

*By: /s/ JOSEPH J. EUTENEUE

Joseph J. Euteneuer
As Attorne- In- Fact
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Exhibit 12

QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

(UNAUDITED)

Years Ended December 31
2008 2007 2006 2005 2004
(Dollars in millions)

Income from continuing operations before incometaand cumulative effect of changes in

accounting principle $2,267 $2,44( $1,88: $1,62¢ $1,871
Add: estimated fixed charg: 671 682 70C 70C 68€
Add: estimated amortization of capitalized intel 12 10 10 12 12
Less: interest capitalize ()] 12 (12 (20 12
Total earnings available for fixed char¢ $2,93¢ $3,12( $2,58( $2,33C $2,557
Estimate of interest factor on rent $ 68 $ 62 $ 72 $ 82 $ 75
Interest expense, including amortization of premsudiscounts and debt issuance cost 58¢ 60¢ 61€ 60¢ 59¢
Interest capitalize 14 12 12 10 12
Total fixed charge $ 671 $ 682 $ 70C $ 70C $ 68¢€
Ratio of earnings to fixed charg 4.4 4.€ 3.7 3.3 3.7

) Interest expense includes only interest relatddrig-term borrowings and capital lease obligations.
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Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Qwest Corporation:

We consent to the incorporation by refeecincthe registration statement on Form S-3 (333t03) of Qwest Corporation (the Company)
of our report dated February 18, 2009, with respethe consolidated balance sheets of Qwest Catiparas of December 31, 2008 and 2007,
and the related consolidated statements of opestiockholder's equity and comprehensive incame cash flows for each of the years ir
three-year period ended December 31, 2008, whipbrt@ppears in the December 31, 2008 annual repdform 10-K of Qwest Corporation.

Our report with respect to the consoliddiedncial statements refers to the Company's aoloptf Financial Accounting Standards Board
(FASB) Interpretation No. 4&ccounting for Uncertainty in Income Taxes, antiptetation of FASB Statement No. 1€f€ctive January 1,
2007.

KPMG LLP

Denver, Colorad
February 18, 200
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Exhibit 24

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, thatkeperson whose signature appears below herebyitcbes and appoints Edwa
A. Mueller, Joseph J. Euteneuer and Stephen Ez,Rrilany one of them, as his or her attorney-ot-fad agent, with full power of
substitution, for him or her in any and all capiasit hereby giving and granting to said attornefaitt and agent full power and authority to do
and perform all and every act and thing whatsoexguisite and necessary to be done in and aboprémeises as fully, to all intents and
purposes, as he or she might or could do if petsopeesent at the doing thereof, hereby ratifyamgl confirming all that said attorney-in-fact
and agent may or shall lawfully do, or cause taltee, in connection with the proposed filing by @w&orporation, a Colorado corporation,
with the Securities and Exchange Commission, utifgeprovisions of the Securities Exchange Act &4,%s amended, of an annual report on
Form 10-K for the fiscal year ended December 3082thcluding but not limited to, such full powerdaauthority to do the following:
(i) execute and file such annual report; (ii) execand file any amendment or amendments therdjog@eive and respond to comments from
the Securities and Exchange Commission relatedyneay to such annual report or any amendment @naments thereto; and (iv) execute
and deliver any and all certificates, instrumemtstber documents related to the matters enumeeditede, as the attorney-in-fact in his sole
discretion deems appropriate.

This power of attorney has been duly exetiselow by the following persons as of the 5th dfalyebruary, 2009.

/sl EDWARD A. MUELLER /s/ THOMAS E. RICHARD:!

Edward A. Muellel Thomas E. Richarc
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Edward A. Mueller, certify that:
1. | have reviewed this annual report on Form 10-KQwfest Corporation;
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fa

necessary to make the statements made, in lighedafircumstances under which such statements wade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statement,atimer financial information included in this repdairly present in al
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented
in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls ar
procedures (as defined in Exchange Act Rules 18a)Hhd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tf@ registrant and have:

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduies ¢tesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestipularly during the period in which this rep@tbeing prepared;

b) Designed such internal control over financial réjpg;, or caused such internal control over finaheporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of finanecegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) Evaluated the effectiveness of the registrantelasire controls and procedures and presentedsimeport oul
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting tlaturred during th
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting; ar

5. The registrant's other certifying officer(s) anave disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

b) Any fraud, whether or not material, that involvearmagement or other employees who have a signifrodain the
registrant's internal control over financial rejagt

Date: February 18, 2009

/sl EDWARD A. MUELLEF

Edward A. Mueller
Chief Executive Office
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Joseph J. Euteneuer, certify that:
1. I have reviewed this annual report on Form 10-KQwfest Corporation;
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fa

necessary to make the statements made, in lighedafircumstances under which such statements wade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statement,atimer financial information included in this repdairly present in al
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented
in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls ar
procedures (as defined in Exchange Act Rules 18a)Hhd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))fog tegistrant and have:

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduies ¢tesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestipularly during the period in which this rep@tbeing prepared;

b) Designed such internal control over financial réjpg;, or caused such internal control over finaheporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of finanecegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) Evaluated the effectiveness of the registrantelasire controls and procedures and presentedsimeport oul
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting tlaturred during th
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting; ar

5. The registrant's other certifying officer(s) anave disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

b) Any fraud, whether or not material, that involvearmagement or other employees who have a signifrodain the
registrant's internal control over financial rejagt

Date: February 18, 2009

/s/ JOSEPH J. EUTENEUER

Joseph J. Euteneuer
Executive Vice President and Chief Financial Ofl
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Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiesttie purposes of section 1350 of chapter 63lef1B of the United States Code, as adopted
pursuant to Section 906 of the Sarba@edey Act of 2002, in his capacity as an officer@ivest Corporation ("Qwest"), that, to his knowle¢
the Annual Report of Qwest on Form 10-K for theryereded December 31, 2008, fully complies withréguirements of Section 13(a) of the
Securities Exchange Act of 1934 and that the in&diom contained in such report fairly presentslinmaterial respects, the financial condition
and results of operations of Qwest. This writterieshent is being furnished to the Securities arch&mge Commission as an exhibit to such
Form 10-K. A signed original of this statement bagn provided to Qwest and will be retained by Qwed furnished to the Securities and
Exchange Commission or its staff upon request.

Dated: February 18, 2009 By: /sl EDWARD A. MUELLER

Edward A. Mueller
Chief Executive Office

Dated: February 18, 2009 By: /s/ JOSEPH J. EUTENEUER

Joseph J. Euteneuer
Executive Vice President and
Chief Financial Office
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