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GLOSSARY OF TERMS

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

Access Line. Telephone lines reaching from the custc’s premises to a connection with the public switctedepphone networl
When we refer to our access lines we mean all @gssmrmarkets, wholesale and business access lickgling those used by us ¢
our affiliates.

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

Broadband ServiceServices used to connect to the Internet througgtieg telephone lines that operate at higher spésah dic-
up access

Competitive Local Exchange Carriers (CLE( Telecommunications providers that compete witinysroviding local voice an
other services in our local service at

Data Integration. Telecommunications equipment located on custdrpeesnises and related professional services. Thesaces
include network management, installation and masntee of data equipment and building of proprieféngr-optic broadband
networks for our governmental and business custer

Dedicated Internet Access (DI. Internet access ranging from 128 kilobits peosédo 10 gigabits per secor
Frame Relay. A high speed data switching technology used milgngo interconnect multiple local network

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

Integrated Services Digital Network (ISD. A telecommunications standard that uses digi#aismission technology to support
voice, video and data communications applicatiores cegular telephone line

Internet Dial Access<Provides ISPs and business customers with a comipsete, reliable and cost-effective dial-up network
infrastructure

Internet Protocol (IP) Those protocols that facilitate transferring infation in packets of data and that enable each pack
transmission to “tell” the data switches it encaustwhere it is headed and enables the computeraadnend to confirm that
message has been accurately transmitted and rdc

Internet Service Providers (ISPBusinesses that provide Internet access to retaibmers

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

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

Public Switched Telephone Network (PST1The worldwide voice telephone network that is asii#e to every person with
telephone equipped with dial tor
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* Unbundled Network Elements (UNEDiscrete elements of our network that are solceaséd to competitive telecommunicatis
providers and that may be combined to provide the&il telecommunications servict

» Virtual Private Network (VPN)A private network that operates securely withirualjz network (such as the Internet) by means of
encrypting transmission

» Voice over Internet Protocol (VolPAn application that provides real-time, two-way a®icommunication similar to our traditional
voice services that originates in the Internetgeot over a broadband connection and often termgan the PSTM

* Web HostingThe providing of space, power, bandwidth and madagevices in data cente

* Wide Area Network (WANA communications network that covers a wide gedgiaprea, such as a state or country. A WAN
typically extends a local area network outsidelthitding, over telephone common carrier lines ik fio other local area networks
in remote locations, such as branch offices -home workers and telecommute
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Unless the context requires otherwise, referenaékis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, and referenoe€XCII” refer to our ultimate parent
company, Qwest Communications International Ined &s consolidated subsidiaries .

PART I

ITEM 1. BUSINESS

We are wholly owned by Qwest Services CorporatisrQSC, which is wholly owned by QCII. We provideice, data, Internet and
satellite video services within the 14-state regbArizona, Colorado, Idaho, lowa, Minnesota, Mamd, Nebraska, New Mexico, North
Dakota, Oregon, South Dakota, Utah, Washingtonvilgdming. We refer to this region as our local seevérea. Through joint marketing
relationships with our affiliates, we are able tmble our services with additional services offdogdur affiliates. You can find more
information about our products and services andiabor bundled offerings below under the headingtacts and Services.”

Our operations are included in the consolidatedatfmns of our ultimate parent, QCII, and generaltgount for the majority of QCII’s
consolidated revenue. In addition to our operafi@®GIl maintains a wireless business and a natim@tommunications network. Through its
fiber optic network, QCII provides the following reline products and services that we do not provide

» Long-distance services that allow calls that cross ¢eteounications geographical are
» Dedicated Internet acce:

» Virtual private network

*  Web hosting

» Data integration

» Voice over Internet protocol, or Voll

*  Multi-protocol label switching; an

» Cable-based videc

For certain products and services we provide and fa@riety of internal communications functiong use parts of QCII's network to
transport voice and data traffic. Through its telmmunications network, QCII also provides natiopalhd globally some data and Internet
access services that are similar to services wageavithin our local service area. These servinehide private line, asynchronous transfer
mode and frame relay.

We were incorporated under the laws of the Stateadérado in 1911. Our principal executive offieae located at 1801 California
Street, Denver, Colorado 80202, telephone numli8)(392-1400.

For a discussion of certain risks applicable tolmusiness, financial condition and results of opi@na, including risks associated with
outstanding legal matters, see “Risk Factors”eémitLA of this report.

1
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Financial Highlights

The below table provides a summary of some of mamtial metrics. This information should be readdnjunction with, and is
qualified by reference to, our consolidated finahstatements and notes thereto in Item 8 and “lgeament’'s Discussion and Analysis of
Financial Condition and Results of Operations"tem 7 of this report.

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

Operating results

Operating revenu $9,877 $9,87. $10,04¢

Operating expense 6,87¢ 7,472 7,892

Income before income taxes and cumulative effechahges in accounting principl 2,377 1,851 1,53(

Net income 1,49z  1,20¢ 977
Cash flow data

Cash provided by operating activiti 3,26(C  3,13¢ 3,41¢

Capital expenditure 1,037 1,18¢ 1,23

December 31
2007 2006
(Dollars in millions)

Balance sheet dat

Total debt $7,86¢ $7,68:
Working capital deficit* (858 (647
Accumulated defici (9,535 (8,616
Total stockholde's equity 977 1,73(C

* Working capital deficit is the amount by which aunrent liabilities exceed our current ass

Operations

Our operations are integrated into and are pati@&egments of the QCII consolidated group. Osinass contributes to QCslwireline
services and other services segments. QCII's deiefsion maker, or CODM, reviews our financial im@tion only in connection with our
guarterly and annual reports that we file with 8ezurities and Exchange Commission, or SEC. Coeselguwe do not provide our discrete
financial information to the CODM on a regular sag\dditional information on our contribution to Q& segments is provided in Note 14—
Contribution to QCIlI Segments to our consolidatedricial statements in Item 8 of this report. Fareninformation about QCII’s reporting
segments, see QCII's Annual Report on Form 10-KHeryear ended December 31, 2007.

Customers

We sell our products and services to mass markesiness and wholesale customers. In general, ass markets customers include
consumers and small businesses. Our business arstamlude local, national and global businesgegernmental entities and educational
institutions. Our wholesale customers are othect@hmunications providers that purchase our predard services to sell to their customers
or that purchase our access services that allow theconnect their customers and their networksutonetwork. We also sell our products and
services to our affiliates through our businesswahdlesale channels.

We sell our products and services to mass markstemers using a variety of channels, includingsales and call centers, our website,
telemarketing and retail stores and kiosks. Weaellproducts and services to business and whelesatomers through direct sales,
partnership relationships and arrangements with4barty agents.
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Substantially all of our revenue comes from custen@cated in the United States, and substant#lligf our longlived assets are locat
in the United States.

Products and Services

Our products and services include voice, datarhieteand satellite video services. We offer manguwfcustomers the ability to bundle
together several products and services. In additioough joint marketing relationships with oufiladtes, we are also able to bundle our
services with additional services offered by oditiafes. For example, we offer our mass markettamers “digital voice” services, which
consist of integrated and unlimited local and |aligfance services. These customers can also btvnaller more services such as broadband
access, video, digital voice and wireless. In addjtwe offer combinations of features and servietating to a single access line (such as 3-
way calling and call forwarding). We believe thesstomers value the convenience of, and price digsassociated with, receiving multiple
services from a single provider.

Our wireline products and services are offeredubhoour telecommunications network. Our telecommations network consists of
copper cables, fiber optic broadband cables, vaickedata switches and other equipment we needtader our wireline products and services.
Our network serves approximately 13 million acdéasss and forms a portion of the public switcheléphone network.

Detailed below is additional information about &ey products and services.

Voice Services
Local Voice Services

We originate, transport and terminate local voeerises. We provide various local voice servicesupmass markets and business
customers, including basic local exchange senacelsswitching services for customers’ communicaittmough facilities that we own. We
also provide enhanced features with our local veiaghange services, such as caller ID, call waitiad return, 3-way calling, call forwarding
and voice mail.

Additionally, we provide local voice services to olbsale customers. Our wholesale local voice sesviisclude network transport, billii
services and access to our telecommunications nletsyoother telecommunication providers and wirglearriers. These services allow other
telecommunications companies to provide telecomoatitins services that originate or terminate onnatwork. We also sell unbundled
network elements, or UNEs, which allow our wholesalstomers to use our network or a combinatiauoihetwork and their own networks
to provide local voice and data services to thegtamers.

Long-Distance Voice Services

We provide domestic long-distance voice servicesutomass markets, business and wholesale custoBwrsiomestic long-distance
voice services revenue does not contribute sigaritiy to our total revenue.

Access Services

We also provide services to other telecommunicatfmoviders to connect their customers and theéwarks to our network so that they
can provide long-distance, transport, data, wiselgsl Internet services.

Data, Internet and Video Service

We provide data, Internet and satellite video sei Our customers use these products and seiwiaesriety of ways. Our mass
markets customers generally use our services &sadbe Internet and Internet-based services. Thustemers also use our resold satellite
digital television services. Our business customsesour
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services to access the Internet and Internet-bsmmetes, as well as to connect to private netwarkbsto conduct internal and external data
transmissions, such as transferring files fromlooation to another. Our wholesale customers usdaailities for collocation and use our
private line services to connect their custometsthrir networks to our network.

Revenue from our data, Internet and video sendgoe®ntly represents 30% of our total revenue,taade services are our fastest
growing source of revenue. These offerings arerdeest below.

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

» Private line.Private line is a direct circuit or channel spexifiy dedicated to a customer for the purpose i&fodly connecting twi
or more sites. Private line offers a -speed, secure solution for frequent transmissidargé amounts of data between si

» Video service. We offer resold satellite digital television pragnming services

In addition, we continue to provide several tramtitil data and Internet services including asyndausrransfer mode, frame relay and
integrated services digital network.

Other Services

Our other services include the subleasing of sohoeiounused real estate, such as space in ogedffiildings, warehouses and other
properties.

Affiliate Services

We provide to our affiliates billing and collectiometwork services, marketing and advertising ahérosupport services. In addition, we
provide to our affiliates local voice, access aathdservices that we also provide to external costs.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our affiliates, we ownlave licenses to various patents, trademarkde thames, copyrights and other
intellectual property necessary to conduct ourress. 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 highly comtpeti market, and we expect competition will congrto intensify. Regulatory
developments and technological advances over thtespaeral years have increased opportunitiedtimnative communications service
providers, which in turn have increased competifikessures on our business. These alternate prevatten 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.

Voice Services
Local Voice Services

Although our status as an incumbent local exchaageer, or ILEC, helps make us the leader in piimg voice services in our local
service area, competition in this market is corgllyincreasing. Many consumers are substitutingesavireless and VolP for traditional
telecommunications services, which has increasedtimber and type of competitors within our indusind has decreased our market share.
As a result of this
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product substitution, we face greater competitioprioviding wireline services from wireless provisi€¢including one of our affiliates) and
from broadband service providers, including calolepanies and VoIP providers. We also continue topeie with traditional
telecommunications providers, such as nationalararrsmaller regional providers, CLECs and indelean telephone companies.

Competition is based primarily on pricing, packagof services and features, quality of service @amdneeting customer care needs. We
believe consumers value the simplicity and conveseeof receiving multiple services from a singlevpder. Within the telecommunications
industry, these services may include telephonesless, video and Internet access. Accordingly, meeaur competitors continue to develop
and deploy more innovative product bundling and loied billing options in an effort to retain andrgaustomers.

Many of our competitors are subject to fewer rejoies than we are, which affords them competitisteamtages against us. Under fed
regulations, traditional telecommunication proviglare able to interconnect their networks with prgsell our local services or lease separate
parts of our network (UNES) in order to provide gustitive local voice services. Generally, we hagerbrequired to provide these functions
and services at wholesale rates, which allows ompetitors to sell their services at lower priddswever, these rules have been and continue
to be reviewed by state and federal regulatorsaBditional discussion of regulations affecting business, see “Regulation” below. In
addition, wireless and broadband service providereerally are subject to less or no regulationctvhillows them to operate with lower costs
than we are able to operate.

Access Services

We provide access services to other telecommuaitafiroviders to connect their customers and tregivorks to our network so that
they can provide long-distance, transport, dategleés and Internet services. We face significantpetition for access services from
competitive local exchange carriers. Our accesscgecustomers face competitive pressures in thesinesses that are similar to those we face
in our business. To the extent these competitiesgures have resulted in decreased demand fos#reices, demand for our access services
has also declined.

Data, Internet and Video Service

In providing data, Internet and video servicesuomass markets customers, we compete primarily iribadband service providers,
including cable providers and national telecommatidns providers. In providing data and Internetises to our business customers, we
compete primarily with national telecommunicatigmeviders and smaller regional providers. We alsmpgete with large integrators that are
increasingly providing customers with data servi@sdoing so, these competitors take traffic dfbor network.

Competition is based on network reach and bandwadthvell as quality, reliability, customer servared price. Many of our competitors
in this market are not subject to the same regolatgjuirements as we are, and therefore theyldesta avoid significant regulatory costs and
obligations, such as the obligations to make UNEslable to competitors and to provide competitheeess services.

Regulation

We are subject to significant state and federalleggpn. Interstate communications (including intgfonal communications that origini
or terminate in the U.S.) are regulated by the Fdd@ommunications Commission, or FCC, pursuatiéoCommunications 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 nulsiain 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 cood# for regulated services, where requi

5
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Each state has its own unique set of constitutipralisions, statutes, regulations, stipulationd gractices that impose restrictions or
limitations on the regulated entities’ activiti€ar example, jurisdictions may restrict the marinexhich a regulated entity can interact with
affiliates, transfer assets, issue debt and enigaggher business activities.

In several proceedings, includimbpty v. Qwest Corporationthe Montana Public Service Commission is congidewhether to order a
reduction in the prices that we are allowed to ghaur retail residential and small business custsrfor intrastate telecommunications
services in Montana. The proceedings are at ay stafje, and we have asserted legal defensessa thatters, but the complainants have
asked the commission to order us to reduce ouegfimr telecommunications services in Montana.

Interconnection

The FCC and state commissions continue to intetheepbligations of ILECs under the Telecommunaradi Act of 1996 to interconnect
their networks with other telecommunications prev&land allow competing local exchange carriert KEs, to resell ILECsServices and us
ILECs’ facilities as unbundled network elementse HCC's rules establish our obligations in our I@gavice area. The FCC has provided us
limited unbundling relief in our Omaha, Nebraskevas area.

Intercarrier Compensation and Access Pricir

The FCC has initiated a number of proceedingsdbald affect the rates and charges for servicdsathasell to or purchase from other
carriers and for traffic that we exchange with ottariers. The FCC has been considering comprérereform of these charges, known as
“intercarrier compensation,” in a proceeding thas been open for several years. This proceedind cesult in fundamental changes in the
charges we collect from other carriers and our esets. This proceeding is not yet complete, anchumse of its complexity and economic
significance, may not be completed for some tintés Eomplexity 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 “pharttaffic”). 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 r&i@iswe or other local carriers charge to termiaaig originate intrastate calls.

In January 2005, the FCC initiated a proceedingxmmine whether ILEC special access rates shoutddaeed and pricing flexibility fc
those services should be curtailed. This proceedingains pending before the FCC.

In October 2007, the FCC initiated a rulemakingcpexling to consider the rules, tariffs and ratasegung switched access rates chat
by rural LECs experiencing substantial growth imded for terminating services, often resulting frammangements with companies providing
free calling services. This proceeding respondembioplaints filed by one of QCH’other subsidiaries, Qwest Communications Corfmorabr
QCC, and other long-distance telecommunicationsigess asserting that rural LECs are engagingrangements with providers of free
calling services, such as conference calling, Ehas and international calling. Under these areangnts, the calls are placed to a local number
within the LEC’s exchange, resulting in dramaticramases in access charges paid by long-distaremtemunications providers to terminate
those calls. The resulting revenues are sharedébiECs and the providers of free calling servidéss proceeding remains pending before
FCC.

Voice Over Internet Protocol and Broadband InternAtcess Services

The FCC has issued an order preempting state talacaication service regulation over voice servigeided over the Internet, known
as “VolP.” In March 2007, the Eighth Circuit CowftAppeals affirmed the FCC’s order, and this oriddinal.

In March 2004, the FCC instituted a rulemaking pexting addressing many issues related to VolP #red tnternet services. In this
proceeding, the FCC is considering a number okissiat could affect intercarrier

6
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compensation rules and other federal or state reapeints, such as programs that support the extensielecommunications and Internet
facilities to rural areas and to public schools tawilities in inner cities. The FCC is also corgsidg whether VolP services should be class

as unregulated “information services” or reguldtetecommunications services” under the CommunicetiAct of 1934. The FCC may also
address in this proceeding whether VolP provideustrpay carrier access charges or intercarrier eosgtion and other issues involving 1P-
enabled services, including access by disabledpsrand applicability of law enforcement statufigss proceeding remains pending. In
another proceeding in 2006, the FCC required pergidf VoIP services to make contributions to suphmiversal service,” based on a
percentage of their revenues from those servicedume 2007, the D.C. Circuit Court of Appeals ughiee FCC’s decision to require universal
service contributions from VolP providers, and ttatision is final. VoIP offerings are likely toayr as the technology matures and the
regulatory situation is clarified. While we stamdatenefit from growth in VVolP, it could also cobtite to further declines in our local exchange
services.

In September 2005, the FCC issued an order refylagscertain ILEC wireline broadband Internet axsefferings as information
services no longer subject to tariffing or othemeoon carrier obligations. We have eliminated theféerings from our federal tariffs, which
allows us to tailor our wireline broadband Interaetess offerings to specific customer needs. boligéc 2007, the Third Circuit Court of
Appeals upheld the FCC'’s order. In June 2006, led fa petition asking the FCC to apply similar dagry relief to our other broadband
services. In September 2007, we withdrew thatipaténd then filed a similar petition. A decisiaonrh the FCC is expected by the end of 2

Universal Service

The FCC maintains a number of “universal servia®gpams that are intended to ensure affordablehelee service for all Americans,
including low-income consumers and those livingurel areas that are costly to serve, and ensgesado advanced telecommunications
services for schools, libraries and rural healtte gaoviders. These programs, which totaled oveiién annually in recent years, are funded
through contributions by interstate telecommunaaicarriers, which are generally passed throughetio end-users. Currently, universal
service contributions are assessed at a rate obxipmpately 11% of interstate and international eisér telecommunications revenues. The |
is actively considering a new contribution methady based on telephone numbers, which could saamifly increase our universal service
contributions. While we would have the right to pésese charges on to our customers, the additihi@ayes could affect the demand for
certain telecommunications services. If a telephmmaber contribution methodology is adopted, it \ikely apply to all wireline, wireless and
VolIP service providers.

We are also currently the recipient of approxima#5 million annually in federal universal servebsidies (excluding amounts
received through the schools, libraries and ruealth care programs). The FCC is actively consimdechanges in the structure and distribution
methodology of its universal service programs. fidsolution of these proceedings ultimately couféafthe amount of universal service
support we receive.

Employees
As of December 31, 2007, we employed approxim&té|p00 people.

Approximately 20,000 of our employees are coveneddilective bargaining agreements with the Comroatibons Workers of America,
or CWA, and the International Brotherhood of El@ett Workers, or IBEW. Our current three-year agneats with the CWA and IBEW will
expire on August 16, 2008. See the discussiors&§ nielating to the renegotiation of these agre¢sriarfRisk Factors—Other Risks Relating
to Qwest” in Item 1A of this report.
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Website Access

Our website address is www.qwest.com. The inforomationtained on, or that may be accessed throughwebsite is not part of this
annual report. You may obtain free electronic cemitour annual reports on Form 10-K, quarterlyorepon Form 10-Q, current reports on
Form 8-K, and all amendments to those reports minvestor relations website, www.gwest.com/abow#gstor/, under the heading “SEC
Filings.” These reports are available on our ineestlations website as soon as reasonably prattiedter we electronically file them with the
Securities and Exchange Commission, or SEC.

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

These codes of conduct, as well as copies of Q@uidelines on significant governance issues aacharters of QCII's audit
committee, compensation and human resources cogengittd nominating and governance committee, afablaon QCII's and our website
at www.gwest.com/about/investor/governance or intgo any stockholder who requests them by sendingitten request to QCH’Corporat
Secretary at Qwest Communications International 801 California Street, Denver, Colorado 80202.

Special Note Regarding Forward-Looking Statements

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

» statements concerning the benefits that we expdlatesult from our business activities and certiiansactions we have complet
such as increased revenue, decreased expensegietieexpenses and expenditures;

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

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

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

These risk factors should be considered in conmeetith any written or oral forward-looking statemi®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’ expeatats or estimates or to release publicly any remsito any forward-looking statements to
reflect events or circumstances after the dathiefdocument or to reflect the occurrence of urgrdied 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, whichld adversely affect our operatin
results and financial performance.

We compete in a rapidly evolving and highly comipeti market, and we expect competition to contitaimtensify. We are facing
greater competition in providing wireline servidemm cable companies, wireless providers (including of our affiliates), facilities-based
providers using their own networks as well as tHeasing parts of our network, and resellers. lditazh, regulatory developments over the
past several years have generally increased caimpegiressures on our business. Due to some of tred other factors, we continue to lose
access lines.

We are continually evaluating our responses toetlcesnpetitive pressures. Our most recent responslesie product bundling and
packaging and QCII's and our continuing focus ostemer service. However, we may not be succegssfidse 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, such tlisa video services. Even if we are successhdse initiatives may not be sufficient to offset
our continuing loss of access lines. If theseatiites are unsuccessful or insufficient and ouenee declines significantly without
corresponding cost reductions, this will causegaificant deterioration to our results of operati@md financial condition and adversely affect
our ability to service debt and pay other obligasio

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

The telecommunications industry has experiencedestnsolidation, and several of our competitorset@nsolidated with other
telecommunications providers. This consolidatiosubes in competitors that are larger and bettearfoed and affords our competitors increased
resources and greater geographical reach, therelhlieg those competitors to compete more effelstimgainst us. We have begun to
experience and expect further increased pressarasesult of this consolidation and in turn hagerband may continue to be forced to
respond with lower profit margin product offeringsd pricing plans in an effort to retain and attracstomers. These pressures could adve
affect our operating results and financial perfanoe

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

The telecommunications industry is experiencinguigicant technological changes, and our abilitgxecute our business plans and
compete depends upon our ability to develop antbglepew products and services, such as broadbaadada video services. The
development and deployment of new products andcgseould also require substantial expenditugnahcial and other resources in excess
of contemplated levels. If we are not able to depelew products and services to keep pace witmt#abical advances, or if those products
and services are not widely accepted by custoroarsability to compete could be adversely affe@ad our market share could decline. Any
inability to keep up with changes in technology amarkets could also adversely affect the tradingepof our debt securities.
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Risks Relating to Legal and Regulatory Matters

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

As described in “Legal Proceedings” in Iltem 3 aétteport, the securities-related matters, inclgdime 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
outcome of the pending appeal of the decision appgahe settlement of the consolidated securdiEfon is uncertain and could result in the
payment of additional monies by QCII in connectigth indemnification claims by Messrs. Nacchio alfdodruff.

We can give no assurance as to the impacts on &1l our financial results or financial condittbat may ultimately result from these
matters. The ultimate outcomes of these matterstdireincertain, 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 rakits debt obligations, potentially impactingdtedit 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 QClI; business operations and financial
condition could be similarly affected.

Further, there are other material proceedings pgnaijainst QCIl and us as described in “Legal Redicgs” in Item 3 of this report that,
depending on their outcome, may have a materiasaweffect on QCII's and our financial positiomus, we can give no assurances as to the
impacts on QCII's and our financial results or fiogl condition as a result of these matters.

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

We are subject to significant state and federallegpn. Interstate communications (including intgfonal communications that origini
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, purstaustate utility laws. Generally, we must
obtain and maintain certificates of authority fréime 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 basactustomer complaints or on their own initiati8ee additional information about
regulations affecting our business in “Business—Ragpn” in Item 1 of this report.

Regulation of the telecommunications industry iarding rapidly, and the regulatory environmentesgubstantially from state to state.
A number of state legislatures and state utilitpnotssions have adopted reduced or modified formegilation for retail services. These
changes also generally allow more flexibility fate changes and for new product introduction, aegl Enhance our ability to respond to
competition. At the same time, some of the chamgd®th the state and federal level may have titengial effect of reducing some regulatory
protections, including having FCC-approved tariffat include rates, terms and conditions. Deshied regulatory changes, a substantial
portion of our local voice services revenue remaingect to FCC and state utility commission pigciegulation, which could expose us to
unanticipated price declines. There can be
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no assurance that future regulatory, judicial gidiative activities will not have a material adsereffect on our operations, or that regulators or
third parties will not raise material issues widgard to our compliance or noncompliance with aaplie regulations.

All of our operations are also subject to a vargtgnvironmental, safety, health and other govesmtad regulations. We monitor our
compliance with federal, state and local regulaigaverning the discharge and disposal of hazardod®nvironmentally sensitive materials,
including the emission of electromagnetic radiatidbhough we believe that we are in compliancehvgitich regulations, any such discharge,
disposal or emission might expose us to claimstioms that could have a material adverse effeawrbusiness, financial condition and
operating results.

Risks Affecting Our Liquidity

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

Our ultimate parent, QCII, continues to carry sfigant debt. As of December 31, 2007, our constdidaebt was approximately
$7.9 billion, which was included in QCII's consddigd debt of $14.3 billion as of that date. Appnaiely $3.6 billion of QCII's debt, which
includes approximately $800 million of our debtightions, comes due over the next three years $Bte&billion amount also includes $1.265
billion of QCII's 3.50% Convertible Senior Notesald025 (the “3.50% Convertible Senior Notes”), whi@CIll may elect to redeem, and the
holders may elect to convert, in November 201@&ddition, holders of these 3.50% Convertible SeNiotes may elect to convert the principal
of their notes into cash during periods when speifmarket-based conversion requirements arehtostever, QCII does not anticipate
holders will make such an election because thesssrave historically traded at market prices alibgeestimated conversion values. While
we currently believe QCII and we will have the ficéal resources to meet our obligations when tlteyedue, we cannot anticipate what
QClII's and our future condition will be. We may kanmexpected costs and liabilities and we may limited access to financing. In addition,
on October 4, 2006 QCII's Board of Directors apmawa stock repurchase program for up to $2 bilib@CII’s common stock over two ye:
and on December 13, 2007 QCII's Board of Directieslared a quarterly dividend totaling approxima@&140 million, which will be paid in
the first quarter of 2008. It is also the expeotaidf QCII's Board of Directors to pay a quartediyidend going forward. Cash used by QCII to
purchase its common stock or to pay dividendswatlbe available for other purposes, includingrépayment of debt.

We may periodically need to obtain financing in@rtb meet our debt obligations as they come due.tb recent turmoil in the credit
markets, we may not be able to refinance matureig dt terms that are as favorable as those froithwie previously benefited or at terms
that are acceptable to us. We may also need tincddaditional financing or investigate other methao generate cash (such as further cost
reductions or the sale of assets) if revenue asld peovided by operations decline, if economic d¢imias weaken, if competitive pressures
increase or if QCII or we become subject to sigaifit judgments, settlements and/or tax paymerfisrther discussed in “Legal Proceedings”
in Item 3 of this report. We can give no assuraheg¢ this additional financing will be available tarms that are acceptable. Also, we may be
impacted by factors relating to or affecting oquidity and capital resources due to perceptiaiménmarket, impacts on our credit ratings or
provisions in our financing agreements that magricour flexibility under certain conditions.

QCII's $850 million revolving credit facility (refeed to as the Credit Facility), which is currentlydrawn, has a cross payment default
provision, and the Credit Facility and certain otlebt issues of QCII and its other subsidiariasgehaoss acceleration provisions. When
present, these provisions could have a wider impadiquidity than might otherwise arise from aaldf or acceleration of a single debt
instrument. As a subsidiary of QCII, any such eventld adversely affect our ability to conduct Imesis or access the capital markets and
adversely impact our credit ratings. In additidre Credit Facility contains various limitations¢lmding a restriction on using any proceeds
from the facility to pay settlements or judgmergiating to the securities-related actions discugsédegal Proceedings” in Item 3 of this
report.
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The degree to which we, together with QCII, areeteaged may have other important limiting consegegniacluding the following:
» placing us at a competitive disadvantage as cordpaitd our less leveraged competitc
* making us more vulnerable to downturns in genezahemic conditions or in any of our busines:
» limiting our flexibility in planning for, or reaatig to, changes in our business and the industshioh we operate; ar

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

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

The industry in which we operate is capital inteasand, as such, we anticipate that our capitalireents will continue to be
significant in the coming years. Although we hagduced our operating expenses over the past fess,yea may be unable to further
significantly reduce these costs, even if revemugoime areas of our business is decreasing. Whilealeve that our planned level of capital
expenditures will meet both our maintenance andcote growth requirements going forward, this maybe the case if circumstances
underlying our expectations change.

Adverse changes in the value of assets or obligaiassociated with QC's employee benefit plans could negatively impa&IQs
stockholder’ equity balance, which may in turn affect our buséss and liquidity.

Our employees patrticipate in employee benefit ptgomisored by QCII.

QCII maintains a qualified pension plan, a nondigalipension plan and post-retirement benefit pl@®GlII's consolidated balance she
indirectly reflect the value of all plan assets @edefit obligations under these plans. The acéogrior employee benefit plans is complex, as
is the process of calculating the benefit obligagiander the plans. Adverse changes in interest atmarket conditions, among other
assumptions and factors, could cause a significantase in QCII's benefit obligations or a sigediint decrease of the asset values without
necessarily impacting QCII's net income. In additiQClI's benefit obligations could increase sigrahtly if it needs to unfavorably revise the
assumptions it used to calculate the obligatiorsaBse the combined value of plan assets and thiilmed benefit obligations are each
approximately 20 times larger than QCII's net staaklers’ equity as of December 31, 2007, theseradwehanges could have a significant
negative impact on its stockholders’ equity. Statllers’ equity is one of several measures usecebtgio customers and vendors, among
others, to evaluate a company’s financial condit®s such, a significant negative impact on QCstsckholders’ equity could adversely
impact QCII's and our competitiveness in obtainiagorable purchase arrangements and make it matkenbging for QCII and us to compete
for certain sales contracts, among other things.

In addition, with respect to QCII's qualified pemsiplan, adverse changes could require QCII toribarie a material amount of cash to
the plan or could accelerate the timing of any meglpayments. However, based on current actuamnialyses and forecasts, QCII does not
expect to be required to make any such contribstinrthe near term.

As a wholly owned subsidiary of QCII, these everasld adversely affect our ability to conduct besis 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 dividends to our dipacent, QSC. We may declare and pay dividen@ésdess of our earnings to the
extent permitted by applicable law, which may canela significant amount of the cash we generate d@bt covenants do not limit the
amount of dividends we can pay to our parent.
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Our debt agreements and the debt agreements of Q@dw us and QCII to incur significantly more deptvhich could exacerbate the other
risks described in this report.

The terms of QCII's and our debt instruments peboth QCII and us to incur additional indebtednégklitional debt may be necessary
for many reasons, including to adequately resporambinpetition, to comply with regulatory requirerterelated to our service obligations or
for financial reasons alone. Incremental borrowiogborrowings at maturity on terms that imposeitgaital financial risks to our various
efforts to improve our financial condition and riésswf operations could exacerbate the other rigsribed in this report.

Other Risks Relating to Qwest

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

The preparation of financial statements and reldiedosures in conformity with accounting prineiplgenerally accepted in the United
States requires management to make judgments, psnmand estimates that affect the amounts regantour consolidated financial
statements and accompanying notes. Our criticaluattog policies, which are described in “Managetiseiscussion and Analysis of
Financial Condition and Results of Operations—€zitiAccounting Policies and Estimates” in Item #ha$ report, describe those significant
accounting policies and methods used in the préparaf our consolidated financial statements Hratconsidered “critical” because they
require judgments, assumptions and estimates thtgrially impact our consolidated financial statetseand related disclosures. As a result, if
future events or assumptions differ significantlyrf the judgments, assumptions and estimates inrgigal accounting policies, these events
or assumptions could have a material impact orconsolidated financial statements and related aisces.

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

We are included in the consolidated federal inctemaeturn of QCII. As such, we could be severhdlple for tax examinations and
adjustments attributed to other members of the @@illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits by
the Internal Revenue Service, or IRS, as well @t® $tnd local tax authorities. These audits coulifest us to tax liabilities if adverse positions
are taken by these tax authorities. In June 20@3| @ceived notices of proposed adjustments oersgsignificant issues for the 2002-2003
audit cycle, including a proposed adjustment diselhg a loss recognized by QCII relating to theesalits DEX directory publishing business.
QCII has reached tentative settlements with thedRSeveral of these issues, including the DEX isalge, as described in Note 4—Income
Taxes to our consolidated financial statementseimI8 of this report. These settlements are sulpeformal review and approval by the IRS,
and there is no assurance that these settlemdhtdtimately be effected in accordance with QCk’spectations.

Because prior to 1999 we were a member of afftigeups filing consolidated U.S. federal incomeriturns, we could be severally
liable for tax examinations and adjustments naatly applicable to us or to current members of@@| affiliated group. Tax sharing
agreements have been executed between QCII anidyseaffiliates, and QCII believes the liabilitigsany, arising from adjustments to
previously filed returns would be borne by thel&ffed group member determined to have a deficiemuder the terms and conditions of such
agreements and applicable tax law. We have notrginerovided 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 provided foctaxingencies. However, tax audits and examinatioay result in tax liabilities that
differ materially from those that we have recoritedur consolidated financial statements. Becalisaittimate outcomes of all of these mat
are uncertain, we can give no assurance as to ethathadverse result from one or more of themheille a material effect on our financial
results.
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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 bargaining agreemeiitts our labor unions, which represent a significammber of our employees. Our
current three-year agreements with the CWA andBE&V will expire on August 16, 2008. Although weliege that our relations with our
employees are satisfactory, no assurance can be tiat we will be able to successfully extendenregotiate our collective bargaining
agreements as they expire from time to time. Theairh of future negotiations, including changes ages and benefit levels, could have a
material impact on our financial results. Alsowi fail to extend or renegotiate our collectivedazaning agreements, if disputes with our un
arise, or if our unionized workers engage in &stdr other work stoppage, we could incur higheyaing labor costs or experience a
significant disruption of operations, which coulavie a material adverse effect on our business.

As a result of recent regulatory developments dneatbusiness needs, QCII is reorganizing the legatucture of its subsidiaries, whic
could adversely affect the trading price of our dedecurities and our credit ratings.

In February 2007, the FCC issued an order thatifusefrom some regulatory obligations under thee@@nmunications Act. Among
other things, the order gives us more flexibiliyintegrate our local operations with the long-aliste operations of QCIl and gives QCII more
flexibility to integrate the operations of its sidiaries that provide shared services to us and'@@Giher subsidiaries. In light of this order and
consistent with QCII's continuing strategy to sifyplts corporate structure and gain operationfitiecies, QCII is reorganizing the legal
structure of its subsidiaries. In connection withde activities, we do not expect that QCII wilhsommate any business combinations or other
transactions that will adversely affect our cordatied financial condition or results of operatiddewever, if we continue to be involved in ¢
of these activities and are unable to successiiuiggrate the affected operations, the tradingepoicour debt securities and credit ratings could
be adversely affected. Additionally, these reorgatibn activities will impact the entities that a@nsolidated into our financial statements and,
as a result, our future financial statements valldifferent from the financial statements we hastohically presented. Therefore, our historical
financial performance might not be indicative ofufie financial performance.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal properties do not lend themselvesitigple description by character and location. Tévmagonents of our gross investmer
property, plant and equipment consisted of thewilhg as of December 31, 2007 and 2006:

December 31

2007 2006

Components of gross investment in property, pladteguipment
Land and building: 7% 7%
Communications equipme 42% 43%
Other network equipmel 47% 46%
Genere-purpose computers and ott 4% 4%
Total 100% 100%

Land and buildings consists of land, land improvetaecentral office and certain administrative adfbuildings. Communications
equipment consists primarily of switches, routerd ransmission electronics. Other network equipnreziudes primarily conduit and cable.
General-purpose computers and other consists
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principally of computers, office equipment, veh&bnd other general support equipment. We own antislly all of our telecommunications
equipment required for our business. Total grogestment in property, plant and equipment was apmately $43.6 billion and $43.5 billion
at December 31, 2007 and 2006, respectively, befedeicting accumulated depreciation.

We own and lease administrative offices in majotroplitan locations within our local service ar&abstantially all of our
communications equipment and other network equipnsdocated in buildings that we own or on landhivi our local service area.

For additional information, see Note 7—PropertyrPland Equipment to our consolidated financigkst&nts in Item 8 of this report.

ITEM 3. LEGAL PROCEEDINGS

QCllis involved in several legal proceedings taaskhhwe are not a party that, if resolved againstiQuld have a material adverse
effect on our business and financial condition. Wdege included below a discussion of these mattegether with a discussion of those matters
to which we are a party. Only those matters to tvlie are a party (primarily the third matter ddsed under the heading “Other” relating to
litigation brought by several owners of payphorrepresent contingencies for which we have recordedpuld reasonably anticipate
recording, an accrual if appropriate to do so.

Throughout this section, when we refer to a clas®ma as “putative” it is because a class has ladleged, 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 havederéfied in connection with the settlements oftair of the putative class actions described
below where the courts held that the named pléént#presented the settlement class they purptotezbresent.

The terms and conditions of applicable bylaws,ifiestes or articles of incorporation, agreementagplicable 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, officas@mployees in connection with the securitieastiand certain other matters.

Settlement of Consolidated Securities Action

Twelve putative class actions purportedly broughbehalf of purchasers of QCII's publicly tradedwsgties 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 wed fin July 27, 2001. Plaintiffs alleged, amongeotinings, that defendants issued false and
misleading financial results and made false statesnebout QCII's business and investments, inclydiaterially false statements in certain of
QCII's registration statements. The most recentglamt in this matter sought unspecified compenyatiamages 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 defendantsl, the putative class representatives enterechimidiled with the federal district
court in Colorado a Stipulation of Partial Settlemnthat, if implemented, will settle the consoliggtsecurities action against QCIl and certain
other defendants. No parties admit any wrongdoggaat of the settlement. Pursuant to the settleng@ll has deposited approximately
$400 million in cash into a settlement fund. In gection with the settlement, QCII received $10 imillfrom Arthur Andersen LLP. As part of
the settlement, the class representatives ancettiersent class they represent are also releasithgidAndersen. If the settlement is not
implemented, QCII will be repaid the $400 milliolup interest, less certain expenses, and QClirejiay the $10 million to Arthur Andersen.
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If implemented, the settlement will resolve anctaske the individual claims of the class represeettand the claims of the settlement
class they represent against QCIlI and all defesdaxtept Joseph Nacchio, our former chief execwtfieer, and Robert Woodruff, our fornr
chief financial officer. In September 2006, thedead district court in Colorado issued an orderraping the proposed settlement on behalf of
purchasers of QCII's publicly traded securitieshmgtn May 24, 1999 and July 28, 2002. Messrs. Nacahil Woodruff appealed that order to
the United States Court of Appeals for the Tentlt@i. In addressing that appeal, a panel of T&itbuit judges held that the federal district
court order overruling Nacchio and Woodruff's oltiens to the settlement was not sufficiently speciind it instructed the district court to
provide a more detailed explanation for overrulingse objections. QCII has asked the full Tentle@irto review the panel’s decision. The
ultimate outcome of the pending appeal of the datiapproving the settlement of the consolidateisges action is uncertain and could
result in the payment of additional monies by Qi@ltonnection with indemnification claims by Mesdxscchio and Woodruff.

KPNQwest Litigation/Investigation

In 2006, QCII and the other defendants reachetésethts of a putative class action filed againstl@@d others in the federal district
court for the Southern District of New York on b#ldd certain purchasers of publicly traded sedesitof KPNQwest, N.V. (of which QCII wi
a major shareholder). The plaintiffs had alleget,tamong other things, defendants engaged iruddtant scheme and deceptive course of
business in order to inflate KPNQwestevenue and the value of KPNQwest securitie200V, the court approved the settlements, whicle
then implemented. Certain individuals and entitiese excluded from the settlement class at thguest. As a result, their claims were not
released by the court order approving the settlénSame of these individuals and entities havelféetions against QCII, as described below,
and QCII is vigorously defending against thesenefaiQCII expects that at least some of the othesops who were excluded from the
settlement class will also pursue actions agai@ @ QCIl is unable to resolve their claims amta In the aggregate, those who were
excluded from the settlement class currently cahtaat they have incurred losses of at least $Tiomresulting from their investments in
KPNQwest securities during the settlement clasmgewhich does not include any claims for punitdamages or interest. The amount of
these alleged losses may increase or decrease fatthie as QCII learns more about the potentahtd of those who opted out of the
settlement class. Due to the fact that some of thawe not filed lawsuits, it is difficult to evaligathe claims that they may assert. Regardless,
QCII will vigorously defend against any such claims

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendgltges, among other things, that the defendaolated state and federal securities laws
and breached their fiduciary duty in connectiorhvititvestments by plaintiffs in securities of KPN@ueQCll is a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie3pseph Nacchio and John McMaster, the former desand Chief Executive Officer of
KPNQwest. Plaintiffs claim to have lost approxintgt®10 million in their investments in KPNQwest.

On June 25, 2004, the trustees in the Dutch batdyypoceeding for KPNQwest filed a lawsuit in fiederal district court for the Distri
of New Jersey alleging violations of the Racketeiuenced and Corrupt Organizations Act, and binesfdiduciary duty and mismanagement
under Dutch law. QCII is a defendant in this lawsilibng with Joseph Nacchio, Robert S. Woodruff dolkdn McMaster. Plaintiffs allege,
among other things, that defendants’ actions wexauae of the bankruptcy of KPNQwest and they sleakages for the bankruptcy deficit of
KPNQwest of approximately $2.4 billion. Plaintifitso seek treble damages as well as an awardiofifita attorneys’ fees and costs. On
October 17, 2006, the court issued an order grgmtéfendants’ motion to dismiss the lawsuit, coditlg that the dispute should not be
adjudicated in the United States. Plaintiffs happealed this decision to the United States Couktpgfeals for the Third Circuit.

On June 17, 2005, Appaloosa Investment Limitedn@aship |, Palomino Fund Ltd., and Appaloosa Manag# L.P. filed a lawsuit in
the federal district court for the Southern Distd€ New York against QCII, Joseph Nacchio, Johrvdster and Koninklijke KPN N.V., or
KPN. The amended complaint alleges that defendaolated federal securities laws in connection wiite purchase by plaintiffs of certain
KPNQwest debt securities. Plaintiffs seek compengatamages, as well as an award of plaintiffgirays’ fees and costs.
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On September 13, 2006, Cargill Financial Markels,a@Rd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, The
Netherlands, against QCII, KPN Telecom B.V., KPdsepbh Nacchio, John McMaster, and other former eyegs or supervisory boa
members of QCII, KPNQwest, or KPN. The lawsuit gdle that defendants misrepresented KPNQwest'sdiakand business condition in
connection with the origination of a credit fagiland wrongfully allowed KPNQwest to borrow fundsder that facility. Plaintiffs allege
damages of approximately €219 million (or approxeha$320 million based on the exchange rate orebdser 31, 2007).

On August 23, 2005, the Dutch Shareholders AssoaidV/ereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in The Netherlands, with regard to KPN@WVEB sought an inquiry into the
policies and course of business at KPNQwest tleabbeged to have caused the bankruptcy of KPNQinddlay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwess outside auditors and accountants. On Decemb&(028, the Enterprise Chamber ordered an inqutoytimee management a
conduct of affairs of KPNQwest for the period Jayuhthrough May 23, 2002. QCII and others haveeapg that order to the Netherlands
Supreme Court.

Purporting to speak for an unspecified number afesholders, VEB also sought exclusion from thdesant class in the settlements of
the KPNQwest putative securities class action desgrabove. The information that VEB provided ippaort of its request for exclusion did
not indicate the losses claimed to have been siestdiy VEB or the unspecified shareholders that \pEBports to represent, and thus those
claims are not included in the approximately $78iom of losses claimed by those who requestedusiah from the settlement class, as
described above. In view of these and other def@ies in VEB's request for exclusion, VEB was natladed from the settlement class. QCII
can provide no assurance, however, that its settiemill be enforced against VEB or the sharehddigpurports to represent if VEB or such
shareholders were to bring claims against QCllhe Netherlands.

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

Other Matters

Several putative class actions relating to thealtegton of fiber optic cable in certain rights-efy 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 andsldor the most part, the complaints challengd'@@ght to install its fiber optic cable
in railroad rights-of-way. Complaints in Coloraditinois and Texas, also challenge QCII’s rightitigtall fiber optic cable in utility and
pipeline rights-of-way. The complaints allege ttia railroads, utilities and pipeline companies dharight-of-way as an easement that did
not include the right to permit QCII to install fiber optic cable in the right-of-way without tp&intiffs’ consent. Most actions (California,
Colorado, Georgia, Kansas, Mississippi, Missourggon, South Carolina, Tennessee and Texas) pumbet brought on behalf of state-wide
classes in the named plaintiffs’ respective statbe. Massachusetts action purports to be on behathte-wide classes in all states in which
QCII has fiber optic cable in railroad rightsaeky (other than Louisiana and Tennessee), andaldehalf of two classes of landowners wt
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 purpartbeé on behalf of landowners in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio
and Wisconsin. The lllinois federal court actionmgmrts to be on behalf of landowners in Arkansadif@nia, Florida, lllinois, Indiana,
Missouri, Nevada, New Mexico, Montana and Oregdre Thdiana action purports to be on behalf of @nat class of landowners adjacent to
railroad rights-of-way over which QCH'network passes. The complaints seek damage®onéb of trespass and unjust enrichment, as w
punitive damages.

QCC is a defendant in litigation filed by severdlifg agents for the owners of payphones seekimgpensation for coinless calls made
from payphones. The matter is pending in the Ur8tdes District Court
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for the District of Columbia. Generally, the payplemwners claim that QCC underpaid the amount wfpemsation due to them under FCC
regulations for coinless calls placed from theiopés onto QCC’s network. The claim seeks compeorsédr calls, as well as interest and
attorneys’ fees. QCC will vigorously defend agaithss action.

We are a defendant in litigation brought by sevevahers of payphones relating to the rates we euatigem for the lines to their
payphones between 1997 and 2003. Generally, thehpag owners claim that we charged more for paypla@cess lines than we were
permitted to charge under the applicable FCC rdlesm lawsuits are pending, one filed in the Unigdtes District Court for the Western
District of Washington, the other in the Unitedt8taDistrict Court for the District of Utah. The #fangton lawsuit resulted in reversal of the
district court’s dismissal order by the Ninth Ciitc@ourt of Appeals, and is currently stayed pegdiesolution of related proceedings before
the FCC. In the Utah case, the Tenth Circuit CotiAppeals reversed a dismissal by the districticand directed that the district court refer
several issues to the FCC for resolution. A protegdgainst us is also pending before the Oregdid®Utility Commission. Several related
proceedings are underway at the FCC involving tiggrdelecommunications companies, and payphonesvin all of these proceedings, the
payphone owners seek damages for amounts paictdljegxceeding that which was permitted under g@ieable FCC rules. We will
vigorously defend against these actions.

A putative class action purportedly filed on beladlEertain of QCII's retirees was brought agai@€tll and certain other defendants in
Federal District Court in Colorado in connectionttwQClI’s decision to reduce the life insurancedfarfor these retirees to a $10,000 benefit.
The action was filed on March 30, 2007. The pl#istillege, among other things, that QCIl and ottefendants were obligated to continue
their life insurance benefit at the levels in plaedore QCII decided to reduce them. Plaintiffsksgsstoration of the life insurance benefit to
previous levels and certain equitable relief. Qggdlieves that its reduction of the life insuraneadfit was permissible under applicable law
and plan documents and will vigorously defend agfatinis action.

QCII has tax related matters pending against itageof which are before the Appeals Office of tR&, the outcomes of which could
result in a liability to us. In addition, tax shagiagreements have been executed between QCllravidys affiliates, and QCII believes the
liabilities, if any, arising from adjustments taepiously filed returns would be borne by the adfiéid group member determined to have a
deficiency under the terms and conditions of sugrle@ments and applicable tax law. We have not géperovided for liabilities attributable
to current or former affiliated companies or faaiols they have asserted or may assert againsteibeWéve that we have adequately provided
for these tax-related matters. If the recordedrvesefor these tax-related matters are insufficiest could be required to record additional
amounts in future periods.

Matter Resolved in the Fourth Quarter of 2007

On September 1, 2006, Ronald A. Katz Technologghsing, L.P., or Katz, filed a lawsuit in Federastilct Court in Delaware against
QCII (including a number of its subsidiaries). Taw/suit alleged infringement by QCII of 24 pateffthe lawsuit was consolidated with
numerous other lawsuits against unrelated entigé$gre the United States District Court for the €arDistrict of California. The complaint
against QCII generally alleged infringement base®¢€lII's use of interactive voice response syst@raitomate processing of customer calls
to QCII. Katz sought unspecified damages, trebtingamages based on alleged willful infringemetigraey’s fees and injunctive relief. In
December 2007, QCII entered into a settlement ageaéwith Katz under which QCII agreed to purchiasm Katz a nonexclusive license for
interactive voice applications patented by Katz.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We have omitted this information pursuant to Gehlexgtruction 1(2).
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PART Il
ITEM5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES
Not Applicable.

ITEM 6. SELECTED FINANCIAL DATA

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

» the adoption of Financial Accounting Standards Bpar FASB, Interpretation No. 4“ Accounting for Uncertainty in Inconr
Taxes” or FIN 48, which was effective for us on JanuargdQ7;

» the adoption of SFAS No. 123(F*Shar-Based Paymer” which was effective for us on January 1, 2C

» the adoption of FASB Interpretation No. #Accounting for Conditional Asset Retirement Obligas” which was effective for u
on December 31, 2005; a

» the adoption of SFAS No. 14“Accounting for Asset Retirement Obligatic” which was effective for us on January 1, 2C

Years Ended December 31,

2007 2006 2005 2004 2003
(Dollars in millions)
Operating revenu $9,877  $9,87. $10,04¢ $10,33: $10,81:
Operating expenst 6,87¢ 7,472 7,892 8,01¢ 8,49¢
Income before income taxes and cumulative effechahges in accounting
principles 2,371 1,851 1,53( 1,742 1,75¢
Income before cumulative effect of changes in anting principles 1,49: 1,20:¢ 98¢ 1,04« 1,08:
Net income 1,49: 1,20¢ 977 991 1,05(
Other data
Cash provided by operating activiti $3,26(  $3,13¢  $3,41¢  $3,31¢ $4,82:
Cash used for investing activiti 1,01¢ 1,057 1,01z 1,38: 1,93:
Cash used for financing activiti 2,232 1,96z 2,58t 2,24¢ 2,45¢
Capital expenditure 1,03 1,18¢ 1,232 1,43 1,63t

December 31
2007 2006 2005 2004 2003
(Dollars in millions)

Balance sheet dat

Total asset $15,39° $16,47( $17,57: $19,59( $21,93°
Total debt® 7,86¢ 7,681 7,66¢ 7,66( 7,75k
Total debt to total capital rati® 89% 82% 77% 68% 72%

(1) Total debt is the sum of current portion ofdeterm borrowings and long-term borrowings—net an @onsolidated balance sheets. For
total obligations, see “Management’s Discussion Andlysis of Financial Condition and Results of @piens—Future Contractual
Obligation¢’ in Item 7 of this repori

(2) The total debt to total capital ratio is a measfrihe percentage of total debt in our capitalcitire. The ratio is calculated by dividi
total debt by total capital. Total debt includesrent portion of long-term borrowings and long-teoorrowings—net as reflected on our
consolidated balance sheets. Total capital isuhed total debt and total stockhol’s equity.
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

Certain statements set forth below under this oaptonstitute forward-looking statements. See “Beiss—Special Note Regarding
Forward-Looking Statements” in Iltem 1 of this reffor additional factors relating to such statersgand see “Risk Factorsf Iltem 1A of this
report for a discussion of certain risk factorslagable to our business, financial condition ansutes of operations.

Business Overview and Presentation

We provide voice, data, Internet and satellite @idervices. We generate revenue from servicesgedvn the 14state region of Arizon
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 consolidatedatfmns of our ultimate parent, QCII, and generaltgount for the majority of QCII’'s
consolidated revenue. In addition to our operati@Sll maintains a wireless business and a natiwd@tommunications network through
which it provides some londistance, data and Internet services that we dpnoeide. You can find additional information abdliese service
that we do not provide in “Business” in Item 1 bistreport.

For certain products and services we provide, and Fariety of internal communications functiong, use parts of QCII’s
telecommunications network to transport voice aai draffic. Through its network, QCII also provédeationally and globally some data and
Internet access services that are similar to seswiee provide within our local service area. Theswices include private line, ATM and frame
relay.

Our analysis presented below is organized to peothe information we believe will be useful for enstanding the relevant trends going
forward. However, this discussion should be reacbimunction with our consolidated financial stagens and the notes thereto in Iltem 8 of
report.

Our operations are integrated into and are pati@gegments of the QCII consolidated group andribarne to QCII's wireline services
and other services segments. QCII's chief operateaision maker, or CODM, reviews our financiabimhation only in connection with our
quarterly and annual reports that we file with $eeurities and Exchange Commission, or SEC. Comeselguwe do not provide our discrete
financial information to the CODM on a regular lsagidditional information on our contributions t&C@Q's segments is provided in Note 14—
Contribution to QCIl Segments to our consolidatedricial statements in Item 8 of this report.

We have the same CODM as the QCII consolidatedmrouAugust 2007, Edward A. Mueller became oure€hRixecutive Officer and
President, QCII's Chairman and Chief Executive €ffiand our new CODM, and during 2007 he contirtoadse these same segments to
evaluate performance and allocate resources. How@@ | will adjust its reporting segments at theglmning of 2008 to reflect changes in
how it has begun managing its business beginni9a8.

We are reviewing the definitions we use to claseipenses as cost of sales, selling expenses eragemd administrative expenses. We
expect to make changes to these definitions iritbiequarter of 2008 to better reflect the mannawrhich we intend to manage our business
going forward. These definitional changes will haeeimpact on our total operating expenses ormegtme for any period.

We have reclassified certain prior year revenupgage and access line amounts to conform to therduyrear presentation.
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Business Trends

Our financial results continue to be impacted byesal significant trends, which are described below

Data, Internet and video growtRevenue from data, Internet and video servicesesemted 30% of our total revenue for the year
ended December 31, 2007 and continues to grow.|8decantinue to see shifts in the makeup of thienee as customers move
from traditional data, Internet and video produotsnore advanced technologies. As a result, wernomto focus on these more
advanced, higlgrowth products, which include broadband servipesate line and satellite video. The revenue iases from thes
more advanced, highrowth products have outpaced revenue declines firaditional data, Internet and video services Qg ATM
and frame relay

We also continue to focus on improving penetratibbroadband services, and broadband subscribatsge to grow as custome
migrate to higher speed Internet connections. Wevsethe ability to continually increase conneotgpeeds is competitively
important. As such, we continue to invest in insieg our available connection speeds to meet cuestdemand. We reached

2.5 million broadband subscribers as of DecembgeP3@7 compared to 2.1 million and 1.5 million &she same date in 2006 and
2005, respectively. We expect broadband subscgitmevth to continue, even though we expect to fax#iouing competition for
these subscribers.

Access line losseOur revenue has been, and we expect it will coetiobe, adversely affected by access line losseased
competition, including product substitution, coni@s to be the primary reason for our access liseek For example, many
consumers are substituting cable, wireless and ¥ariBaditional voice telecommunications servicElis has increased the num
and type of competitors within our industry and Hasreased our market share. Product bundlingesided below, has been one
of our responses to access line los

Product bundlinc. We offer many of our customers the ability to tlenseveral products and services. For exampleugtr joint
marketing and advertising efforts with our affidat we and QCII offer our mass markets customegstativoice” services, which
consist of integrated and unlimited local and laligtance services. These customers can also btunaller more services such as
broadband access, video, digital voice and wirelesaddition to our bundle discounts, we also oéfdixed price on our broadband
service for qualifying customers who have our bbzad! product in their bundle. This “Price for Lifgllarantee allows qualifying
customers to locka their monthly broadband charges for as longhay gualify. We also offer combinations of featuaesl service
relating to a single access line (such aga¥-calling and call forwarding). We believe custsmvalue the convenience of, and p
discounts associated with, receiving multiple sssifrom a single provider. As a result of thederofgs, our sales of bundled
products have increased. While bundle price distoliave resulted in lower average revenue formdividual products, we belie
product bundles have positively impacted custoratamntion and revenue per customer has increaseel tia introduction of our
bundled offerings

Operational efficienciesWe continue to evaluate our operating structakfacus. In some cases, this involves adjusting ou
workforce and our relationships with our affiliaiesesponse to productivity improvements and clearig the telecommunications
industry and governmental regulations. Througheteg restructuring plans in prior years, focusegrowements in operational
efficiency, process improvements through automaaios normal employee attrition, we have reducedamrkforce and employee-
related costs while achieving operational gc

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

Overview

We generate the majority of our revenue from wirekervices. We also generate revenue from semiegsovide to our affiliates. Our
services are further described below.

Voice service. Voice services include local voice services armkas services. Local voice services include hasad exchange
switching and enhanced voice services. Local ve@gices also include network transport, billingveses and providing access to
our local network through our wholesale channekéss services include fees we charge to othemleainications providers to
connect their customers and their networks to etwark.

Data, Internet and video servic. Data, Internet and video services representaste$t growing source of revenue. These ser
include: broadband services and satellite videachvive offer to mass markets customers; private, kwhich we offer to wholesale
and business customers; and other data servichsasuntegrated services digital network, or ISBNIM and frame relay, which
we offer primarily to business custome

Affiliate and other serviceWe provide to our affiliates billing and collectiomarketing and advertising and other support sesu
In addition, we provide to our affiliates local eei access and data services that we also pravigd¢rnal customers. Other
services include the subleasing of space in ouceoffuildings, warehouses and other proper

Depending on the products or services purchasedstamer may pay a service activation fee, a myprvice fee, a usage charge or a
combination of these.

The following table summarizes our results of opers for the years ended December 31, 2007, 200&@805 and the number of
employees as of December 31, 2007, 2006 and 2005:

Years Ended December 31, Increase/(Decrease) % Change
2007 v 2006 v 2007v 2006 v
2007 2006 2005 2006 2005 2006 2005
(Dollars in millions, except employee headcount

Operating revenu $9,877 $9,87. $10,04¢ $6 $QA77 —% (2)%
Operating expenst 6,87¢ 7,47 7,892 (593 (420, (8)% B)%
Other expens—net 621 54¢ 62€ 73 (78) 13% (12)%
Income before income taxes and cumulative effechahges i

accounting principle 2,37 1,851 1,53(C 52€ 321 28% 21 %
Income tax expens 88t 64¢ 541 237 107 37 % 20 %
Income before cumulative effect of changes in anting

principles 1,492 1,20z 98¢ 28¢ 214 24 % 22 %
Cumulative effect of changes in accounting priresgt-net of

taxes — — (12) — 12 —% nm
Net income $1,49: $1,20! $9717 $28¢ $22¢ 24 % 23 %
Employees (as of December ! 24,355  26,21¢ 27,40¢ (1,861 (1,190 (M% (4)%

nm—

Percentages greater than 200% and comparisonsdiepusitive and negative values or to/from zeroeslare considered not meaning
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Operating Revenue
2007 COMPARED TO 2006
The following table compares our operating reveioug¢he years ended December 31, 2007 and 2006:

Increase/
Years Ended December 31, (Decrease) % Change
2007 2006 2007 v 2006 2007 v 2006
(Dollars in millions)
Operating revenue
Voice service: $5,821 $6,27¢ $(448 (7%
Data, Internet and video servic 2,92¢ 2,58¢ 34C 13 %
Affiliate and other service 1,122 1,00¢ 114 11 %
Total operating revent $9,871 $9,87: $6 — %

Voice Services

Local voice services revenue decreased primarigytdwaccess line losses as a result of the cornvegpitessures described in “Business
Trends"above. Mass markets and business local voice sarv@venue were impacted by these competitive ymesas customers disconne:
primary and additional lines. Additionally, butadesser extent, local voice services revenue dsecedue to lower Universal Service Fund, or
USF, revenue primarily due to the elimination of thSF assessment on certain products in late 2006 decrease also reduced our expense
by a similar amount. Wholesale local services reeetontinued to be affected by a declining demandUNEs.

Access service revenue decreased primarily duedesa line losses in our mass markets and busihassels, which decreased demand
from interexchange carriers that provide long distaservice to our local customers.

The following table summarizes our access linesustomer channel as of December 31, 2007 and 2006:

As of December 31, Decrease % Change
2007 2006 2007 v 2006 2007 v 2006
(in thousands)
Mass market 8,69/ 9,422 (728; (8)%
Business 2,807 2,87¢ (75) (3)%
Wholesale 1,297 1,498 (203 (14)%
Total access line 12,78¢ 13,79t (1,006 (N%

Data, Internet and Video Services

Data, Internet and video services revenue in owwsmaarkets channel increased primarily due to ere@se in broadband subscribers of
approximately 22% and, to a lesser extent, an aserén satellite video subscribers. The growthrgatiband services revenue resulted from
continued increased penetration as customers raiyfedm dialup Internet connections as well as customers upggad higher speed Interr
connections. The increase in data and Internetcgsrvevenue in our wholesale channel was primdrily to growth in private line volumes.

Affiliate and Other Services

The increase in affiliate and other services reeanas primarily due to increased volumes of privViaiee and other services we provide to
support our affiliates’ data, Internet and videsibesses and, to a lesser extent, price increasésefse services.
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2006 COMPARED TO 2005
The following table compares our operating reveioug¢he years ended December 31, 2006 and 2005:

Increase/
Years Ended December 31 (Decrease) % Change
2006 2005 2006 v 200 2006 v 2005
(Dollars in millions)
Operating revenue
Voice service: $6,27¢ $6,75¢ $(479 (1%
Data, Internet and video servic 2,58¢ 2,22¢ 364 16 %
Affiliate and other service 1,00¢ 1,07(C (62) (6)%
Total operating revent $9,87: $10,04¢ $(A77 Q)%

Voice Services

Local voice services revenue decreased primariéytduaccess line losses as a result of the corveeapitessures described in “Business
Trends” above and, to a lesser extent, discountuoproduct bundles offered to our mass markettoouers. Mass markets and business local
voice services revenue were impacted by these ditimpegressures as customers disconnected priaradyadditional lines. Wholesale local
services revenue was affected by accelerated weakdamand for UNEs. In addition, access serviegsnmue decreased due to a 10% decline
in volumes and lower access rates due to legiglatind regulatory changes in certain states. Adfitip, in 2005, we recognized a non-
recurring benefit due to favorable regulatory rgnand we recorded $23 million for a favorabléleetent related to a customer billing disp

The following table shows our access lines by austochannel as of December 31, 2006 and 2005:

As of December 31 Decrease % Change
2006 2005 2006 v 200 2006 v 2005
(in thousands)
Mass market 9,42: 10,05( (628 (6)%
Business 2,87¢ 2,97¢ (101 (3)%
Wholesale 1,49¢ 1,71( (215 (13)%
Total access line 13,79t 14,73¢ (944 (6)%

Data, Internet and Video Services

Data, Internet and video services revenue in owgsmaarkets channel increased primarily due tortivesfer of a new Internet service to
us from an affiliate in 2005, a 43% increase indolfmand subscribers and, to a lesser extent, agaiselin satellite video subscribers. The
growth in broadband services revenue resulted fremeased penetration and expanded service aJdifads customers migrated from dial-up
Internet connections to higher speed Internet cctior es.

Data and Internet services revenue in our busiclessnel increased primarily due to growth in piéviite and broadband services,
partially offset by decreases in frame relay.

Data and Internet services revenue in our wholedaeanel decreased primarily due to the sale ofutvmlesale modem services business
in 2005 and decreased demand for ISDN. These dmsaeere partially offset by an increase in revdraua private line services.
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Affiliate and Other Services

Affiliate services revenue decreased primarily thua price reduction for billing and collection giees. Additionally, in connection with
our affiliate’s transition to a third party wirekeprovider, we no longer provide certain servicethat affiliate. This transition was completed in
2005. These decreases were partially offset byassd private line and other services primarilgupport of our affiliates’ data, Internet and
video businesses.

Operating Expenses
This section should be read in conjunction with lousiness trends discussed above.

2007 COMPARED TO 2006
The following table provides further detail regagliour operating expenses:

Increase/
Years Ended December 31 (Decrease) % Change
2007 2006 2007 v 200 2007 v 2006
(Dollars in millions)

Cost of sales (exclusive of depreciation and amatitin):

Network expense $17¢ $19¢ $(19; (10)%

Employecrelated cost 1,25¢ 1,37¢ (122 (9)%

Other no-employee related cos 48¢ 524 (35) (%

Affiliate costs 21¢ 22¢ (10) (4)%
Total cost of sale 2,13 2,32% (186; (8)%
Selling, general and administrati\

Property and other tax 30E 30¢ 3) (1)%

Bad debt 82 65 17 26 %

Realignment, severance and related c 15 40 (25) (63)%

Employecrelated cost 503 577 (74) (13)%

Other no-employee related cos 73C 742 (12) (2)%

Affiliate costs 1,02( 1,057 (37) (4)%
Total selling, general and administrat 2,65¢ 2,78¢ 134 (5)%
Depreciation and amortizatic 2,087 2,36( 273 (12)%
Total operating expens $6,87¢ $7,47: $(593 (8)%

Cost of Sales (exclusive of depreciation and amorttion)

Cost of sales includes costs incurred in provigingducts and services to our customers. This ird@nployee-related costs (such as
salaries, wages and benefits directly attributédleroviding products or services), network expsread other non-employee related costs
(such as real estate, USF charges, call termin&igs) materials and supplies, contracted engimgservices and computer system support
services), which are incurred by us or on our Hdhabur affiliates.

Cost of sales as a percentage of total revenueassd to 22% from 24%.
Network expense decreased primarily due to lowefessional fees and rental expense.

Employee-related costs decreased primarily duewel employee benefit costs as a result of bepkdit changes effective in 2007 and
net reduced costs associated with the recognifiactoarial gains. See additional information irefiBion and Post-Retirement Benefit&@low.
In addition, employee reductions contributed todowosts. These decreases were partially offsatiitional maintenance work.
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Other non-employee related costs decreased printaré to lower call termination fees and lower USB&rges. The lower USF charges
were largely related to the elimination of the U&Sessment on certain products.

Selling, General and Administrative Expenses

Selling, general and administrative, or SG&A, exgeinclude employee-related costs (such as sslaréges and benefits not directly
attributable to providing products or services aalks commissions), realignment, severance andetasts, bad debt, property and other
taxes and other non-employee related costs (sudahestate, marketing and advertising, professiservice fees, computer systems support
services and litigation related charges), whichirveair or our affiliates incur on our behalf.

SG&A expenses as a percentage of total revenueakssl to 27% from 28%.

Bad debt expense increased in 2007 to a normahegrgdevel that reflects our write-off experiencermthe last three years. Our 2005 and
2006 bad debt expense was lower than 2007 duenteawrring reductions in our reserve level to mflenprovement in our collections
experience.

Realignment, severance and related costs decrpagseatily due to lower severance costs associaiddaur call centers and network
operations.

Employee-related costs decreased primarily duevted employee benefit costs, as a result of bepkdit changes effective in 2007 and
net reduced costs associated with the recognifiactoarial gains. See additional information irefBion and Post-Retirement Benefit&low.
In addition, employee reductions contributed todowosts.

SG&A affiliate costs include services for corporatiministration, information technology, sales, keting and advertising and technical
support. These affiliate costs decreased primdtily to reductions in employee-related cost, conhtiaarges and our purchases of marketing
and advertising services. These decreases weiallyaoffset by a change in allocation of salestsas the fourth quarter of 2007. This change
in allocation is expected to increase the amousttds costs allocated to us by approximately $ddln in 2008.

Pension and Post-Retirement Benefits

Our employees participate in the QCII pension, goalified pension and post-retirement health cacklée insurance plans, and other
post-employment benefit plans. The amounts conteibby us through QCII are not segregated or misttito pay amounts due to our
employees and may be used to provide benefitshter @mployees of QCII or its affiliates. QCII alites the cost of these plans and the
associated obligations and assets to us and desraur cash contribution. Historically, QCIl hadyorequired us to pay our portion of their
required pension contribution. The allocation oétdm us is based upon demographics of our empdoy@@pared to all the remaining
participants. The combined cost of the benefit pliarallocated to cost of sales and SG&A expenBe.cbst is a function of the amount of
benefits earned, interest on benefit obligatiorpeeted return on plan assets, amortization ofscarstl credits from prior benefit changes and
amortization of actuarial gains and losses.

QCI! allocated to us combined benefits costs of ®85on and $150 million for the years ended Debem31, 2007 and 2006,
respectively. The cost decreased primarily duesteekit plan changes and net reduced costs assbeiétethe recognition of actuarial gains.
Effective January 1, 2007, changes to our benkfitgocapped our levels of contributions for cerfaist-retirement health care benefits and
reduced the post-retirement benefit under thangerance plan, which decreased our liability samt$ally. Actuarial gains or losses reflect the
differences between our actuarial assumptions drat actually occurred. The recognized net actulnss for this period was reduced
primarily due to higher discount rates and highantexpected actual returns on pension assets.
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For additional information on QCII's pension andpeetirement plans, see Note 11—Employee Bentefitair consolidated financial

statements in Item 8 of this report.

2006 COMPARED TO 2005
The following table provides further detail regagliour operating expenses:

Years Ended December 31,
2006 2005
(Dollars in millions)
Cost of sales (exclusive of depreciation and aratitin):
Network expense $19¢ $21z
Employecrelated cost 1,37¢ 1,387
Other nor-employee related cos 524 53¢
Affiliate costs 22¢ 24¢€
Total cost of sale 2,32: 2,37¢
Selling, general and administrati\
Property and other tax 30¢ 32¢
Bad debt 65 74
Realignment, severance and related ¢ 40 11
Employecrelated cost 577 60¢€
Other nor-employee related cos 742 727
Affiliate costs 1,057 1,107
Total selling, general and administrat 2,78¢ 2,85¢
Depreciation and amortizatic 2,36( 2,65¢
Total operating expens: $7,47: $7,89:
nm— Percentages greater than 200% and comparisonsdrepesitive and negative values or to/from zeroeslare considered not meaning

Cost of Sales (exclusive of depreciation and amaztition)
Cost of sales as a percentage of total revenueimethflat at 24%.

Network expenses decreased primarily due to arfrexit the wholesale modem services market durir@b20

Other non-employee related costs decreased printué to lower USF fees partially offset by higheal estate expenses.

Increase/

(Decrease)
2006 v 200

$(17)
(11
9)
18
55

~

o

(20
9)
29

(31
15

~

~

(50)
(66)
(299,
$(420

% Change
2006 v 200

(8)%
(1)%
(2)%
(7)%
(2)%

(6)%
(12)%
nm
(5)%
2 %
(5)%
)%
(11)%
(5)%

The decrease in affiliate costs was primarily duerhployee reductions at our affiliates, reducetreat labor and purchases by our
affiliates, and reductions in affiliate billing feoftware development. These cost reductions wentgafly offset by increased charges for the

purchase of wholesale support for data, Internétvégteo services from an affiliate.

Selling, General and Administrative Expenses
SG&A expenses as a percentage of total revenuanmechiat at 28%.

Property and other taxes decreased primarily daentet taxable property tax base decrease andafaleoproperty tax settlements.
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In 2006, realignment, severance and related casts associated with the closing of two call cenéexd a planned reduction in
employees.

Employee-related expenses decreased primarilyalaeeduction in employees.

SG&A affiliate costs decreased primarily as a restiemployee reductions at our affiliates, reducedtract labor and purchases by our
affiliates and reduced allocation of sales cogsimfan affiliate. These decreases were partiallyedfy increases primarily due to marketing

costs for new services.
Pension and Post-Retirement Benefits

We recorded pension and post-retirement benefis @isp150 million and $179 million in 2006 and BQ@espectively. The costs
decreased as a result of decreased interest a@ste tbwer discount rates, an increase in the@ggebenefit from the Medicare Part D federal

subsidy on prescription drug benefits, and plangieshanges associated with a new union contraeteshinto in August 2005. Partially
offsetting these impacts were increases in costtaipwer expected return on investments.

For additional information on QCII's pension andspeetirement plans, see Note 11—Employee Bentefitair consolidated financial
statements in Item 8 of this report.

Depreciation and Amortizatiot

The following table provides detail regarding dejiméion and amortization expense:

Increase/
Years Ended December 31, (Decrease) % Change
2006 v 2007 v 2006 v
2007 v
2007 2006 2005 2006 2005 2006 2005
(Dollars in millions)

Depreciation and amortizatio

Depreciatior $1,95¢  $2,09¢ $2,33C  $(143; $ (231 ()% (10)%

Amortization 131 261 32¢ (130) (68) (50)% (21)%

Total depreciation and amortizati $2,087 $2,36C $2,65¢ $(273 $ (299, (12)% A1)%

Depreciation expense decreased in 2007 and 200®dower capital expenditures and the changing ofii@ur investment in property,
plant and equipment since 2002. If our capital giweent program remains approximately the same andoanot significantly decrease our
estimates of the useful lives of our assets, weetihat our depreciation expense will continuddorease.

Amortization expense decreased in 2007 due totlthage in our estimate of average economic livesapitalized software in January
2007 and lower capital spending on software relatsgts since 2001. Amortization expense would haea $90 million higher in 2007 had
we not changed our estimates of the average ecariivas to better reflect the expected period ¢dife use of the software.

Amortization expense decreased in 2006 compar28Q@6 primarily due to a number of intangible assetsoming fully amortized and
lower capital spending on software related assete 2001.
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Other Consolidated Results

The following table provides detail regarding otegpense (income)—net, income tax expense and etiveikffect of changes in
accounting principles—net of taxes:

Years Ended December 31, Increase / (Decrease) % Change
2006 \
2007 v 2006 v 2007 v
2007 2006 2005 2006 2005 2006 2005

(Dollars in millions)
Other expense (incon—net:
Interest expense on long-term borrowings and dapita

lease—net $61(C $61¢€ $607 $(6) $9 (1)% 1%

Loss on early retirement of d—net 18 9 37 9 (28) 100 % (76)%

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

Other—net Q) (12) (18) 11 6 (92)% (33)%

Total other expen—net $621 $54¢ $62¢€ $73 $(78 13 % 12)%

Income tax expens $88t $64¢ $541 $237 $107 37 % 20 %
Cumulative effect of changes in accounting priresphnet of

taxes $— $— $(12) $— $12 — % nm

nm— Percentages greater than 200% and comparisonsdrepesitive and negative values or to/from zeroeslare considered not meaning

Other Expense (Income)—Net

Other expense (income)—net includes: interest esgen long-term borrowings and capital leases;sgail losses on sales of fixed
assets; gains and losses on early retirement of idédrest income and interest expense not retatddrrowings, such as interest on income
taxes.

On June 4, 2007, we redeemed $250 million aggregateipal amount of our 8 7/8% Debentures due Jyrg931. The redemption
resulted in a loss on early retirement of debtk8 illion.

Concurrent with the issuance of our 7.5% Notes2iife! on August 8, 2006, we redeemed the remairb0@ #illion aggregate princip
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 2005 loss on early retirement of debt—net wasstd the payment of a premium associated witlmigdemption of $750 million face
amount of the $1.25 billion floating rate trancHeor senior term loan that was set to mature ur2907.

The gain on sale of assets in 2007 and 2006 wasaply due to a sale of real estate of $6 milliowl $61 million, respectively.

Income Tax Expense

The effective income tax rate is the provisionifarome taxes as a percentage of income before iet¢axes. The effective income tax
rate for 2007, 2006 and 2005 was 37%, 35%, and 8&8pectively. The difference from 2006 and 2008 amarily due to adjustments in
2006 to our non-taxable income associated wittf@éderal subsidy under the Medicare PrescriptiongDhmprovement and Modernization Act
of 2003 and a benefit due to an adjustment of tate dax rates.
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Cumulative Effect of Changes in Accounting Principts—Net of Taxes

In 2005, we recognized a charge of $12 million fritma cumulative effect of adopting FASB InterpritatNo. 47, “Accounting for
Conditional Asset Retirement Obligations.” See N6teProperty, Plant and Equipment to our consold éiteancial statements in Item 8 of
this report for further information.

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSC, which iolly owned by QCII. As such, factors relating ¢o affecting, QCII’s liquidity and
capital resources could have material impacts pmakiding changes in the market’s perception®&nd impacts on our credit ratings and on
our access to capital markets. QCIl and its codatdid subsidiaries had total borrowings of $14lI®hiand $14.9 billion at December 31,
2007 and 2006, respectively.

QCIl has cash management arrangements betweeimagries subsidiaries that include lines of crediter-company obligations, capital
contributions and dividends. As part of these caghagement arrangements, affiliates provide lifiesedlit to certain other affiliates.
Amounts outstanding under these lines of creditintet-company obligations vary from time to timedaare classified as short-term
borrowings.

Near-Term View

We had $283 million in cash and cash equivaleradlave at December 31, 2007. For the year endegiBber 31, 2007, our cash was
primarily provided by operating activities. Duri2g08, we expect to use our available excess casialy to pay dividends and income taxes
to QSC. For the year ended December 31, 2007, wlarée dividends of $2.4 billion to QSC.

Our working capital deficit, or the amount by whigtir current liabilities exceed our current assets $858 million and $647 million as
of December 31, 2007 and 2006, respectively. Oukiwg capital deficit increased $211 million pririgrdue to capital expenditures,
dividends declared to QSC and the repayment atassfication to current of long-term debt. Thetesris were partially offset by the issuance
of $500 million of 6.5% Notes due 2017 and earnipgfre depreciation, amortization and income taxes

Our working capital deficit is primarily caused bividends that we pay to QSC. The timing of casynpents for declared dividends to
QSC is at our discretion in consultation with QS continue to produce significant cash from opegaactivities, and we believe that our
cash on hand and our cash flows from operationslghme sufficient to meet our cash needs throughmtxt 12 months. We have
approximately $322 million of debt maturing in 20@8d we may elect to refinance some or all of tledtt. Due to recent turmoil in the credit
markets, we may not be able to refinance matureig dt terms that are as favorable as those froitchwie previously benefited or at terms
that are acceptable to us.

To the extent that QCII's earnings before interstes, depreciation and amortization, or EBITDA dafined in QCII's debt covenants),
is reduced by cash judgments, settlements and{gratgments, its debt to consolidated EBITDA ratiosler certain debt agreements will be
adversely affected. This could reduce QCII's lidwyicind flexibility due to potential restriction;@rawing on its line of credit and potential
restrictions on incurring additional debt undertair provisions of its debt agreements. As a wholyned subsidiary of QCII, our business
operations and financial condition could be sinjfl@ffected, potentially impacting our credit rgggiand access to capital markets.

QCIl has $850 million available to it under a rexing credit facility (referred to as the Credit Hig), which is currently undrawn and
which expires in October 2010. The Credit Facitibntains various limitations, including a restiaction using any proceeds from the facility
pay settlements or judgments relating to the stessielated actions discussed in “Legal Proceedimgltem 3 of this report. The Credit
Facility is guaranteed by QSC and is secured Bn@slien on our stock.
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We expect our 2008 capital expenditures to be hitjfen our 2007 level.

On December 13, 2007, QCII's Board of Directorslaksx a quarterly dividend of $0.08 per share pkeyab February 21, 2008 to
shareholders of record as of February 1, 2008.the expectation of QCII's Board of Directors tym quarterly dividend going forward.

On October 4, 2006, QCII's Board of Directors apa a stock repurchase program for up to $2 biib@CIl's common stock over
two years. For the years ended December 31, 20D2@06, QCII repurchased 137 million and 26 millgrares, respectively, of its common
stock under this program at a weighted average péc share of $8.54 and $8.03, respectively. A3emember 31, 2007, QCII had
repurchased a total of $1.378 billion of commortktonder this program; thus $622 million remainedilable for stock repurchases. It is
QCII's intention to fully achieve this plan in 2008hile reviewing, on a regular basis, opportusitie enhance shareholder returns.

Long-Term View

We have historically operated with a working calpiteficit due to our practice of declaring and peyregular cash dividends and it is
likely that we will operate with a working capitdéficit in the future. As discussed below, we comdé to generate substantial cash from
operations. We believe that cash provided by ojmrat combined with our current cash position amatioued access to capital markets to
refinance our debt as it matures, should allowousé¢et our cash requirements for the foreseeahlesfuDue to recent turmoil in the credit
markets, we may not be able to refinance matureig dt terms that are as favorable as those froithwie previously benefited or at terms
that are acceptable to us.

We may periodically need to obtain financing inertb meet our debt obligations as they come dweemaly also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotiee@ale of assets) if revenue and cash
provided by operations decline, if economic codisi weaken, if competitive pressures increasewe ibr QCIl become subject to significant
judgments, settlements and/or tax payments in omeooe matters discussed“Legal Proceedings” in Item 3 of this report. Iretavent of an
adverse outcome in one or more of these mattersy\@ClIl could be required to make significant payns that may cause us to draw down
significantly on our cash balances. The magnitudeng settlements or judgments resulting from thraagters could materially and adversely
affect QCII's financial condition and ability to rkits debt obligations, potentially impactingdtedit ratings, its ability to access capital
markets and its compliance with debt covenantsa dholly owned subsidiary of QCII, our businessragiens and financial condition could
similarly affected, potentially impacting our crethtings and access to capital markets.

The Credit Facility makes available to QCII $850liom of additional credit subject to certain réstions as described below and is
currently undrawn. This facility has a cross paytmafault provision, and this facility and certaither debt issues of QCII and its other
subsidiaries also have cross acceleration prodsidthen present, such provisions could have a vifdgact on liquidity than might otherwise
arise from a default or acceleration of a singletdestrument. These provisions generally provits & cross default under these debt
instruments could occur if:

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

» judicial proceedings are commenced to foreclosargnof QCI’s assets that secure indebtedness in an aggredatgal amount
greater than $100 millior
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Upon such a cross default, the creditors of a rnat@mount of QCII's debt may elect to declare thatefault has occurred under their
debt instruments and to accelerate the principalusans due such creditors. Cross acceleration pomdsare similar to cross default provisions,
but permit a default in a second debt instrumetietaleclared only if in addition to a default octuy under the first debt instrument, the
indebtedness due under the first debt instrumeenttisally accelerated. As a wholly owned subsid@&rQCll, in the event of such a cross-
default or cross-acceleration, our business omersitand financial condition could be affected, pogdly impacting our credit ratings and
access to the capital markets. In addition, theliCFecility contains various limitations, includjra restriction on using any proceeds from the
facility to pay settlements or judgments relatioghe securities-related actions discussed in “LBgaceedings” in Item 3 of this report.

Historical View
The following table summarizes cash flow activitiesthe years ended December 31, 2007, 2006 ad8: 20

Years Ended December 31 Increase / (Decrease % Change
2007 v 2006 v 2007 v 2006 v
2007 2006 2005 2006 2005 2006 2005
(Dollars in millions)
Cash flows:
Provided by operating activitie $3,26(  $3,13:  $3,41¢ $127 $(283 4% (8)%
Used for investing activitie 1,01¢ 1,057 1,01z (38) 44 ()% 4%
Used for financing activitie 2,23 1,96z 2,58t 27C (623) 14% (24)Y%

Operating Activities

Cash provided by operating activities increase2i0@7 primarily due to lower cost of sales and SG&#fpenses. The decrease in cash
provided by operating activities in 2006 from 200&s primarily attributable to a decrease in reveamea $73 million increase in income te
paid to QSC, partially offset by decreases in obgtoods sold and SG&A expenses.

Investing Activities

The decrease in cash used for investing activii@07 compared to 2006 was primarily due to loeagital expenditures primarily
resulting from reduced spending on telecommunioatiofrastructure for new real estate developmétisexpect our total capital
expenditures in 2008 will be higher and we belithie level of spending will sustain our businesexsting levels and support our anticipated
core growth requirements in areas such as datingerthet services.

The increase in cash used in investing activitiedd06 compared to 2005 was primarily due to netlmses of investments in securities
managed by QSC, partially offset by net proceedsived in 2006 of $152 million from the sales ddlrestate properties.

Financing Activities

The changes in cash used for financing activitiesevprimarily due to dividend payments to QSC. \iel gash dividends of
$2.400 billion, $1.926 billion, and $2.536 billiam 2007, 2006 and 2005, respectively. We may dedad pay dividends to QSC in excess of
our earnings to the extent permitted by applicéole Our debt covenants do not limit the amoundisfdends we can pay to QSC.

As of December 31, 2007, we were in compliance waitiprovisions and covenants of our borrowings. &aditional information on our
2007 and historical financing activities, see N@teBorrowings to our consolidated financial statetaen Item 8 of this report.
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Letters of Credit
As of December 31, 2007, we had outstanding letteesedit of approximately $57 million.

Credit Ratings
The table below summarizes our long-term debt gatet December 31, 2007:

December 31, 20C

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

On June 7, 2007, S&P raised its rating of our lterga debt from BB+ to BBB-, reflecting the only cfuge in our credit ratings since
December 31, 2006.

With respect to Moody’s, a rating of Ba is judgechtive speculative elements, meaning that thedutfithe issuer cannot be considered
to be well-assured. Often the protection of inteagsl principal payments may be very moderate tlaactby not well safeguarded during both
good and bad times. The “1,2,3" modifiers showtiredastanding within the major categories, 1 beimghighest, or best, modifier in terms of
credit quality.

With respect to S&P and Fitch, a rating of BBB oates that there are currently expectations ofddit risk. The capacity for payment
of financial commitments is considered adequateabuerse changes in circumstances and economidgtiomsdare more likely to impair this
capacity. This is the lowest investment grade aaied/Nith respect to S&P, a rating of BB indicatkat the issuer currently has the capacity to
meet its financial commitment on the obligationwewer, it faces major ongoing uncertainties or expe to adverse business, financial or
economic conditions, which could lead to the obfigmmadequate capacity to meet its financial cotrment on the obligation. The plus and
minus symbols show relative standing within majategories.

Debt ratings by the various rating agencies refiach agency’s opinion of the ability of the issuterrepay debt obligations as they come
due. In general, lower ratings result in higherbaing costs and impaired ability to borrow. A setyurating is not a recommendation to buy,
sell or hold securities and may be subject to femisr withdrawal at any time by the assigningnmgtorganization.

Risk Managemen

We are exposed to market risks arising from chaigegderest rates. The objective of our interes¢ risk management program is to
manage the level and volatility of our interestexge. We may employ derivative financial instruragatmanage our interest rate risk
exposure.

Approximately $750 million of our floating-rate delvas exposed to changes in interest rates asadrbeer 31, 2007 and 2006. This
exposure is linked to the London Interbank OffeiRade, or LIBOR. A hypothetical increase of 100 bagmiints in LIBOR would not have hau
material effect on pre-tax interest expense foryder ended December 31, 2007. As of December@®X, and 2006, we had approximately
$322 million and $70 million, respectively, of loterm fixed rate debt obligations maturing in thsequent 12 months. We are exposed to
changes in interest rates at any time that we ehtbeefinance this debt. A hypothetical increals&0® basis points in the interest rates on any
refinancing of the current portion of long-term tatould not have a material effect on our earnings.

As of December 31, 2007, our cash and investmeatsaaged by QSC included $207 million of highly lidimstruments, $30 million of
auction rate securities and $23 million in an inrent fund. As interest rates change, so will therest income derived from these
instruments. Assuming that these investment batawege to remain constant, a hypothetical decreb$60 basis points in interest rates wc
not have a material effect on our earnings.
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Future Contractual Obligations

The following table summarizes our future contrattbligations as of December 31, 2007:

Payments Due by Period

2013 and
2008 2009 2010 2011 2012 Thereafter Total
(Dollars in millions)
Future contractual obligatiofi:
Debt and lease paymen
Long-term debi $322 $— $50C $82¢ $1,50( $4,83: $7,97¢
Capital lease and other obligatic 1 — 1 — 1 4 7
Interest on long-term borrowings and capital
leased? 60€ 58¢ 571 55 421 3,761 6,501
Operating lease 78 61 52 47 33 103 374
Total debt and lease payme 1,007 64¢ 1,124 1,42¢ 1,95¢ 8,70( 14,86
Other lon¢-term liabilities 3 2 2 2 1 20 30
Purchase commitment
Telecommunications commitmer 89 77 41 — — — 207
Advertising, promotion and other servidés 47 12 7 — — — 66
Total purchase commitmer 13€ 89 48 — — — 27¢
Total future contractual obligatiol $1,14¢  $74C $1,17¢  $1,42¢ $1,95¢ $8,72( $15,16:¢

(1) The table does not includ

» our open purchase orders as of December 31, 20@8&eTpurchase orders are generally at fair vateeggenerally cancelable witha

penalty and are part of normal operatic

» other lon¢term liabilities, such as reserves for legal matterd income taxes, that are not contractual dimiggby nature. We cann
determine with any degree of reliability the yeiarsvhich these liabilities might ultimately sett

* non-qualified pension, post-retirement and paaployment benefits allocated by QCII and payabl®Cll. As of December 31, 20(
we had a liability recorded on our balance she@tesenting our allocation of QCII's net benefitightion for non-qualified pension,
post-retirement healthcare and life insurance dhdrgost-employment benefits. Future paymentsGd @re impacted by various
actuarial and market assumptions and will diffenirthe current estimates of these payments; threrefe@ cannot reliably estimate
future payments to QCII. See further discussioawfbenefit plans in Note 11—Employee Benefitsuo aonsolidated financial

statements in Item 8 of this repc

» contract termination fees. These fees are-recurring payments, the timing and payment of whiichny, is uncertain. Terminatic
fees for contracts to purchase other goods andcesrwere insignificant as of December 31, 2004,

» potential indemnification obligations to countetes in certain agreements entered into in the aboourse of business. The nature
and terms of these arrangements vary. Historicakyhave not incurred significant costs relategedformance under these types of

arrangements

(2) Interest paid in all years may differ due to futteénancing of debt. Intereon our floating rate debt was calculated for alingeusing th

rates effective as of December 31, 2C

(3) We have various long-term, non-cancelable pagefcommitments with various vendors for data gsiog, technical and software
support services. Future payments under certauicgecontracts wil
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vary depending on our actual usage. In the tabldeeakve estimated payments for these service cdastbased on the level of services
expect to receive

Off-Balance Sheet Arrangements

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

Critical Accounting Policies and Estimates

We have identified certain policies and estimatesrdical to our business operations and the wideding of our past or present results
of operations. For additional discussion on theiagfion of these and other significant accoungifjcies, see Note 2—Summary of
Significant Accounting Policies to our consolidafetncial statements in Item 8 of this report. 3&@olicies and estimates are considered
critical because they had a material impact, oy tieve the potential to have a material impactanfionancial statements and because they
require significant judgments, assumptions or esti®. The preparation of our financial statemessires us to make estimates, intercomg
allocations and assumptions that affect the redateount of assets and liabilities, disclosureasftingent assets and liabilities at the date of
our financial statements, and the reported amamfrsvenue and expenses during the reporting pevitabelieve that the estimates, judgm
and assumptions made when accounting for the iterssribed below are reasonable, based on informatiailable at the time they are made.
However, there can be no assurance that actudigedl not differ from those estimates.

Intercompany Revenue and Charg

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

Our affiliates charge us for services renderedhieyr temployees primarily by applying the fully distited 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 determirfiiigage revenue and charges are based on ruléghtbdCC adopted pursuant to the
Communications Act, as amended by the TelecommtioiAct. We believe the accounting estimategsedl#o affiliate revenue and charges
are “critical accounting estimates” because deteingi market rates and determining the allocatiothodology and the supporting allocation
factors: (i) requires judgment and is subject fonesment as facts and circumstances change onvasos drivers are identified, (ii) are based
on regulatory rules which are subject to changd, (@) QCII occasionally changes which affiliatpsovide them services which can impact
overall costs and related affiliate charges, alivbfch require significant judgment and assumptions

Loss Contingencies and Litigation Reserv

QCIl and we are involved in several material lggalceedings, as described in more detail in “L&yakteedings” 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 amounbeaeasonably estimated, we recognize an
expense for the estimated loss. To the extent thetsmates are more or less than the actual lialbésulting from the resolution of these
matters, our earnings will be increased or decrkaseordingly. If the differences are material, our
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consolidated financial statements could be mategriapacted. If a loss is considered reasonablsides, we disclose the item and any
determinable estimate of the loss if material betde not recognize any expense for the potental lo

For income tax related matters, prior to Janua300,7, we recorded a liability computed at theudtay income tax rate if (i) we did not
believe that we were more likely than not to pregaian uncertainty related to the timing of redtign 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 Financial Accounting Standardsdaa FASB, Interpretation No 48, “Accounting fdncertainty in Income Taxes,” or
FIN 48, and changed our methodology for estimapiotgntial liability for income tax related matters.

Though the validity of any tax position is a matétax law, the body of statutory, regulatory amigrpretive guidance on the application
of the law is complex and often ambiguous. Becadigbis, whether a tax position will ultimately bastained may be uncertain. FIN 48
prescribes a comprehensive model for how a comphoyld recognize, measure, present and disclosgtairctax positions that a company
has taken or expects to take on a tax return. URlde#8, the impact of an uncertain tax positioattis more likely than not to be sustained
upon audit must be recognized at the largest antbahts more likely than not to be sustained. Mdipn of an uncertain tax position will be
recognized if the position has less than a 50%iltiked of being sustained.

To the extent we have recorded tax liabilities Hr@t more or less than the actual liability théimately results from the resolution of an
uncertain tax position, our earnings will be ina®@ or decreased accordingly. Also, as we becoraeeani new interpretations of relevant tax
laws and as we discuss our interpretations witingaauthorities, we may in the future change ogeasments 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, lmasgdormation currently available. However, as agsessments change and as uncertain tax
positions are resolved, the impact to our finansiatements could be material.

Deferred Taxes

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

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

The measurement of deferred taxes often involvesxarcise of judgment related to the computatiahraalization of tax basis. Our
deferred tax assets and liabilities reflect oueassient that tax positions taken, and the resultingasis, are more likely than not to be
sustained if they are audited by taxing authorithdso, assessing tax rates that we expect to sgplydetermining the years when the
temporary differences are expected to affect taxaddome requires judgment about the future apmument 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 anditieicould materially impact our financial coridit or results of operations.
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Pension and Po-Retirement Benefits

Our employees participate in the QCII pension, gaalified pension, post-retirement health careldadnsurance, and other post-
employment benefit plans. The amounts contributedsthrough QCII are not segregated or restrittigghy amounts due to our employees
and may be used to provide benefits to other engglowf QCII or its affiliates. QCII allocates thest of pension, non-qualified pension, and
post-retirement health care and life insurance fitsrend the associated obligations and assets &md determines our cash contribution.
Historically, QCII has only required us to pay @artion of their required pension contribution. Tdication of cost to us is based upon
demographics of our employees compared to alléh®iming participants.

In computing the pension and post-retirement hezdtle and life insurance benefit costs, the mastifitant assumptions QCIl makes
include employee mortality and turnover, expectddry and wage increases, discount rate, expeatewf return on plan assets, expected
future cost increases, health care claims experiand QCII's evaluation of the legal basis for pdamendments. The plan benefits covered by
collective bargaining agreements as negotiated otitremployees’ unions can also significantly intghe amount of cost we record.

Changes in any of the assumptions QCIl made in ctimgpthe pension and post-retirement health caddige insurance benefit costs
could have a material impact on various cost adit@mponents that are allocated to us as destebeve. For further discussion of the QCII
pension, non-qualified pension, post-retirementatheér post-employment benefit plans and the afiiccounting estimates, see QCII's
Annual Report on Form 10-K for the year ended Ddwmem31, 2007.

Revenue Recognition and Related Reser

We recognize revenue for services when the rekgedces are provided. Recognition of certain paymsesceived in advance of servi
being provided is deferred until the service isviled. These advance payments include wirelineaiitin fees and installation charges, which
we recognize as revenue over the expected custafa¢ionship period ranging from one to five years.

Revenue on customer arrangements that includedoptipment and services are evaluated to deterntiether the elements are
separable based on objective evidence. If the eltsvege deemed separable and separate earningsggse@xist, the revenue associated with
each element is recognized as earned. We recoggiipment revenue immediately as long as the &obahnce payment is less than or equ
the amount of the relative fair value of the eletndrseparate earnings processes do not existpthbadvance payment is deferred and
recognized ratably over the longer of the contralgberiod or the expected customer relationshippger

We believe that the accounting estimates relatedtionated lives and to the assessment of whethetided elements are separable are
“critical accounting estimates” because: (i) theguire management to make assumptions about hawerwill retain customers; (ii) the
assessment of whether bundled elements are sep@ahibjective; (iii) the impact of changes inuattretention periods versus these estimates
on the revenue amounts reported in our consolidgtegdments of operations could be material; andi{e assessment of whether bundled
elements are separable may result in revenue bejragted in different periods than significant s of the related costs.

As the telecommunications market experiences greatapetition and customers shift from traditiotzadd based telecommunications
services to wireless and Interrised services, our estimated customer relatioqshipd could decrease and we will accelerategbegnitior
of deferred revenue and related costs over a stestinated customer relationship period.
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Restructuring Charge:

Periodically, QCII commits to exit certain busin@ssivities, eliminate administrative and netwaskdtions or reduce our number of
employees. Our portion of the amount QCII recoslsestructuring charges for these changes depgrsuarious assumptions, including
severance costs, sublease income and costs, dispeta length of time on market for abandonedeefacilities and contractual termination
costs. These estimates are inherently judgmenthaiay change materially based upon actual expegiéifee estimate of future losses of
sublease income and disposal activity generallgliras the most significant judgment. Due to théwstes and judgments involved in the
application of each of these accounting policias @manges in our plans, these estimates and n@okditions could materially impact our
financial condition or results of operations.

Economic Lives of Assets to be Depreciated or Anzed

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

Due to rapid changes in technology and the conipetnvironment, selecting the estimated econoif@®f telecommunications plant,
equipment and software requires a significant arhotijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouredegiion rates. The effect of a one year increaskeorease in the estimated useful lives of
our property, plant and equipment would have des@aepreciation by approximately $270 millionrmreased depreciation by approxima
$370 million, respectively. The effect of a oneflyalar increase or decrease in the estimated usefslof our intangible assets with finite liv
would have decreased amortization by approxima&20/million or increased amortization by approxiehats30 million, respectively.

Recoverability of Lon-Lived Assets

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

Recently Adopted Accounting Pronouncements

Effective January 1, 2007, we adopted FIN 48. Sete M—Income Taxes to our consolidated financieteshents in Item 8 of this report
for additional information.

Our ultimate parent, QCII, adopted Statement o&Raial Accounting Standards, or SFAS, No. 158, “Exygxs’ Accounting for Defined
Benefit Pension and Other Postretirement PlansyAarament of FASB Statements No. 87, 88, 106, a4 RB” or SFAS No. 158, which
was effective for its year ended December 31, 20@@n adoption of SFAS No. 158, QCII recognizedtsrronsolidated balance sheet the
over-funded or under-funded amounts of its defibedefit pension, post-retirement and other posteynpent benefit plans. SFAS No. 158
does not impact us because the defined benefis plethe responsibility of QCII. However, we ret=at in our consolidated statements of
operations the expense associated with our em@qyeticipating in the QCII defined benefit plans.
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Recently Issued Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 159ir*#alue Option for Financial Assets and Finandtimbilities,” or SFAS No. 159.
Under SFAS No. 159, entities may choose to measufiagr value many financial instruments and certather items that are not currently
required to be measured at fair value. SFAS No.al88 establishes recognition, presentation, aselatiure requirements designed to facili
comparisons between entities that choose differssatsurement attributes for similar types of assedsliabilities. SFAS No. 159 does not
affect any existing accounting literature that iieggicertain assets and liabilities to be carriefdiavalue. SFAS No. 159 is effective for us
beginning January 1, 2008. At this time, we doexqiect the adoption of this standard to have ampaghon our financial position or results of
operations.

In September 2006, the FASB issued SFAS No. 15y WValue Measurements,” which is effective forhgginning January 1, 2008 and
provides a definition of fair value, establishesaamework for measuring fair value, and expandsld&ires about fair value measurements for
future transactions. We do not expect the adopifahis pronouncement to have a material impaaurfinancial position or results of
operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The information in “Management’s Discussion and ke of Financial Condition and Results of Opemas—Risk Management” in
Item 7 of this report is incorporated herein byerehce.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying consolidated balgineets of Qwest Corporation and subsidiariestdmpany) as of December 31,
2007 and 2006, and the related consolidated statsméoperations, stockholder’s equity, and cémsivd for each of the years in the three-year
period ended December 31, 2007. These consolidiagatcial statements are the responsibility of@menpany’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

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

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of
Qwest Corporation and subsidiaries as of Decembe2@7 and 2006, and the results of their oparatémd their cash flows for each of the
years in the thre-year period ended December 31, 2007, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompanying coretelitifinancial statements, effective January 1720 Company adopted Financial
Accounting Standards Board (FASB) Interpretation 8 Accounting for Uncertainty in Income Taxesffective January 1, 2006, the
Company adopted Statement of Financial Accountiagdards No. 123(Rghare-Based Paymenand effective December 31, 2005, the
Company adopted FASB Interpretation No. AZ¢ounting for Conditional Asset Retirement Obligias .

KPMG LLP

Denver, Colorado
February 12, 2008
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Operating revenug
Operating revenu
Operating reveni—affiliates

Total operating revent

Operating expense
Cost of sales (exclusive of depreciation and ammatitin)
Cost of sale—affiliates
Selling, general and administrati
Selling, general and administrat—affiliates
Depreciation and amortizatic

Total operating expens

Other expense (incomr—net:
Interest expense on lo-term borrowings and capital lea—net
Othe—net

Total other expense (incon—net

Income before income taxes and cumulative effechahges in accounting princip!
Income tax expens

Income before cumulative effect of changes in antiog principles
Cumulative effect of changes in accounting prires—net of taxes of $0, $0 and $8, respecti\
Net income

Years Ended December 31,

2007 2006 2005

(Dollars in millions)

$8,77: $8,88( $8,99:
1,10¢ 991 1,05¢

9,87 9,871 10,04¢

191¢ 2,09t 2,13:

21¢ 22¢ 24€
1,63¢ 1,732 1,74¢
1,02( 1,05i 1,107
2,087  2,36(  2,65¢

6,87¢ 1,472 7,892

61C 61€ 607
11 (68) 19

621 54¢ 62€

2,37 1,851 1,53(
88t 64¢ 541

1,49:  1,20¢ 98¢
— — _ (12

$1,49: $1,20! $9717

The accompanying notes are an integral part okthessolidated financial statements.
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QWEST CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS

Current assett

Cash and cash equivalel

Shor-term investment

Accounts receivab—net of allowance of $55 and $53, respecti\

Accounts receivab—affiliates

Deferred income taxe

Prepaid expenses and ot
Total current asse

Property, plant and equipm~—net
Capitalized softwar—net

Prepaid pensic—affiliates

Other

Total asset

LIABILITIES AND STOCKHOLDER 'S EQUITY
Current liabilities:
Current portion of lon-term borrowings
Accounts payabl
Accounts payab—affiliates
Dividends payab—QSC*
Accrued expenses and otl
Current portion of po-retirement and other pcemployment benefits and ot—affiliates
Deferred revenue and advance billit
Total current liabilities
Long-term borrowing—net of unamortized debt discount of $117 and $i&ectively
Pos-retirement and other p-employment benefits and ot—affiliates
Deferred income taxe
Deferred revenu
Other
Total liabilities

Commitments and contingencies (Note

Stockholde’s equity:
Common stoc—one share without par value, owned by G
Accumulated defici

Total stockholde's equity
Total liabilities and stockhold’s equity

The accompanying notes are an integral part oktheasolidated financial statements.

* Qwest Services Corporatit
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December 31,

2007

2006

(Dollars in millions)

$28¢ $27¢
20 42

997 1,03t

78 147

202 18C
161 177
1,731 1,85¢
12,03¢ 12,99¢
367 41¢
924 962
33t 23¢
$15,39° $16,47!
$322 $71
40¢ 374
301 41¢
20( 20(
752 80(
17t 17€
437 467
2,59t 2,50:
7,547 7,61(
2,46¢ 2,56:
1,26¢ 1,67¢
167 177
37¢ 22(
14,42( 14,74(
10,51: 10,34¢
(9,535 (8,616
977 1,73(
$15,39° $16,47!
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income
Adjustments to reconcile net income to net cashideal by operating activitie:
Depreciation and amortizatic
Deferred income taxe
Provision for bad de—net
Cumulative effect of changes in accounting priret—net of taxe:
Other nor-cash charge—net
Changes in operating assets and liabilit
Accounts receivabl
Accounts receivab—affiliates
Prepaid expenses and other current a:
Accounts payable and accrued expenses and othrentliabilities
Accounts payable and other current liabil—affiliates
Deferred revenue and advance billit
Other nor-current assets and liabilities including affilia
Cash provided by operating activiti

Investing activities
Expenditures for property, plant and equipment eaqultalized softwar
Interest in net (purchases of) proceeds from imeests managed by Q¢
Reclassification of cash equivalent to investmélaté 5)
Proceeds from sale of property and equipn
Other
Cash used for investing activiti
Financing activities
Proceeds from lor-term borrowings
Repayments of lor-term borrowings, including current maturiti
Dividends paid to QS
Other
Cash used for financing activiti
Cash and cash equivaler
Increase (decrease) in cash and cash equivi
Beginning balanc
Ending balanc

Years Ended December 31,

2007

2006

2005

(Dollars in millions)

$1,49: $1,200  $977
2,087 2,36  2,65¢
(227 (288 (302
82 65 74

— — 12

24  (38) 61

(37) (81  (27)
68  (20) 29

21 27 38
(29) 20 (13)
(138 (148  (84)
(34) (49) (55)
(49) 82 47
3,26( 3,137  3,41¢
(1,037 (1,188 (1,232
16 (34) 21C
(26) — — |

16 152 —

12 13 9
(1,019 (1,057 (1,013
50C 60C 1,15
(321 (591 (1,156
(2,400 (1,926 (2,536
(11) (45) (43)
(2,232 (1,962 (2,585
9 114 (182

27/ 16C 342
$28:  $27¢/  $16(

The accompanying notes are an integral part oktbeasolidated financial statements.
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Balance as of December 31, 20(
Net income
Dividends declared on common stc
Other comprehensive lo
Other net asset transfe
Balance as of December 31, 20(
Net income
Dividends declared on common stc¢
Other comprehensive incor
Other net asset transfe
Balance as of December 31, 20(
Net income
Dividends declared on common stc
Adoption of FIN 48
Other net asset transfe
Balance as of December 31, 20(

The accompanying notes are an integral part oktbeasolidated financial statements.

QWEST CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDER'’S EQUITY

44

Common Accumulated
Stock Deficit Total
(Dollars in millions)

$10,15( $(6,546 $3,60-
— 977 977
= (2,250 (2,250
— (2) (2)
7 — 7
10,15" (7,821  2,33¢
— 1,20¢ 1,20¢
— (2,000 (2,000
— 2 2
18¢ — 18¢
10,34¢ (8,616 1,73
— 1,49: 1,49
— (2,400 (2,400
— (11) (11)
16€ — 16€
$10,51: $(9,535 $977
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2007, 2006 and 300

Unless the context requires otherwise, referencekis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, and referenoe€XCII” refer to our ultimate parent
company, Qwest Communications International Ined &s consolidated subsidiaries.

Note 1: Business and Background

We are wholly owned by Qwest Services Corporatf@BC"), which is wholly owned by QCII. We provideice, data, Internet and
satellite video services within the 14-state regbArizona, Colorado, Idaho, lowa, Minnesota, Mamd, Nebraska, New Mexico, North
Dakota, Oregon, South Dakota, Utah, WashingtonVeligdming. We often refer to this region as our lagaivice area. Through joint market
relationships with our affiliates, we are able tmble our services with additional services offdogdur affiliate. These relationships allow us
to bundle our services with our affiliates’ wiredemnd long-distance services.

Our operations are included in the consolidatedaifns of our ultimate parent, QCII, and generaltgount for the majority of QCII's
consolidated revenue. In addition to our operatiQ@Il maintains a wireless business and a natine&Vork. Through its fiber optic network,
QCII provides the following wireline products anehgices that we do not provide:

» Long-distance services that allow calls that cross ¢eteounications geographical are
» Dedicated Internet acce:
»  Virtual private network
*  Web hosting
» Data integration
* Voice over Internet protocol, or Voll
»  Multiple protocol label switching; ar
» Cable-based videc
For certain products and services we provide and fa@riety of internal communications functiong use parts of QCII's network to

transport voice and data traffic. Through its nety®ClIl also provides nationally and globally datad Internet access services, including
private line, asynchronous transfer mode, or ATM] &#ame relay that are similar to services we gt®within our local service area.

We are reviewing the definitions we use to claseipenses as cost of sales, selling expenses eragemd administrative expenses. We
expect to make changes to these definitions irfitbiequarter of 2008 to better reflect the mannawrhich we intend to manage our business
going forward. These definitional changes will fegureclassifications between cost of sales ailihg), general and administrative expenses,
but will have no impact on our total operating exges or net income for any period.

Note 2: Summary of Significant Accounting Policies
Basis of Presentatiol

The accompanying consolidated financial statemiastade our accounts and the accounts of our sigr&d over which we exercise
control. All intercompany amounts and transactiaith our consolidated subsidiaries have been eliteit.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2007, 2006 and 300

We periodically evaluate the appropriateness afsifzations on our consolidated balance sheets sult of our recent evaluation, we
have reclassified certain prior year amounts oncousolidated balance sheets to conform to thentigrear presentation.

Use of Estimates

Our consolidated financial statements are preparadcordance with accounting principles generatlgepted in the United States of
America. These accounting principles require umnade certain estimates, judgments and assumpiidaselieve that the estimates,
judgments and assumptions made when accountiritefos and matters such as, but not limited to,-term contracts, customer retention
patterns, allowance for doubtful accounts, deptieziaamortization, asset valuations, internal tadapitalization rates, recoverability of assets,
impairment assessments, employee benefits, teesarves and other provisions and contingencieseas®nable, based on information
available at the time they are made. These estimatggments and assumptions can affect the repanmunts of assets and liabilities as o
date of the consolidated financial statements, elsag the reported amounts of revenue and expehseg) the periods presented. We also
make estimates in our assessments of potentiadosgelation to threatened or pending legal amdratters. See Note 16—Commitments and
Contingencies.

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

Effective January 1, 2007, for matters relatechtmime taxes, we apply Financial Accounting Starsl&abrd (“FASB”) Interpretation
No. 48,“Accounting for Uncertainty in Income Taxes” (“FIB”). See Note 4—Income Taxes for further discussio

Actual results could differ from our estimates.

Affiliate Transactions

We record intercompany charges at the amountdiitleis by our affiliates. Regulatory rules requiegtain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 15—Related Party Transacti®egulators periodically review our
compliance with regulations. Adjustments to intenpany charges that result from these reviews axrded in the period they become kno
We purchase services, such as marketing and aslmgrtinformation technology, product and techngslvices as well as general support
services from affiliates. We provide to our affiia telephony and data services as well as othécss.

Because of the significance of the services weigeoto our affiliates and our other affiliate trantons, the results of operations,
financial position, and cash flows presented heaeénnot necessarily indicative of the resultspgdrations, financial position and cash flows
would have achieved had we operated as a stané-alttity during the periods presented.

In the normal course of business, we transfer aigsetnd from our parent, QSC. It is QGl&nd our policy to record asset transfers tc
from QSC based on carrying values.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2007, 2006 and 300

Revenue Recognitio

We recognize revenue for services when the reksgedces are provided. Recognition of certain paymsesceived in advance of servi
being provided is deferred until the service isvied. These advance payments include wirelinevatitin fees and installation charges, which
we recognize as revenue over the expected custafa¢ionship period ranging from one to five years.

We also defer related costs for customer acquisitidhe deferral of customer acquisition costgn#téd to the amount of deferral of
revenue on advance payments. Costs in excess afieglypayments are recorded as expense in the peighctosts are incurred. Expected
customer relationship periods are estimated usstgrital experience. Termination fees or othesfee existing contracts that are negotiate
conjunction with new contracts are deferred andgazed over the new contract term.

Revenue on customer arrangements that includedeptipment and services is evaluated to determiretheh the elements are separable
based on objective evidence. If the elements aeendd separable and separate earnings processgshexigvenue associated with each
element is recognized as earned. For example, ibagve an upfront cash payment when we sell egetipp and continuing service together,
we immediately recognize as revenue the cash pilbudable to the equipment sale as long as alkcttnditions for revenue recognition have
been satisfied. Any portion of the upfront cashrpagt in excess of the relative fair value of thaipment is recognized ratably over the lon
of the contractual period or the expected custarlationship period. If separate earnings procedse®t exist, the total advance payment is
deferred and recognized ratably over the longéh@ftontractual period or the expected customatiogiship period.

We offer some products and services that are peoMiny third party vendors. We review the relatiopdietween us, the vendor and the
end customer to assess whether revenue shoulghbta®@ on a gross or net basis. For example, thentee from our video services provided
through a third-party vendor is reported on a resid Our evaluation and ultimate determinatiogroks or net reporting is based on indicators
provided in FASB Emerging Issues Task Force (“EllIs5ue No. 99-19, “Reporting Revenue Gross asreiPal versus Net as an
Agent” (“EITF 99-197).

Allocation of Bundle Discounts

We offer bundle discounts to our customers whoiveceertain groupings of products and servicess&hmindle discounts are recogni
concurrently with the associated revenue and doeaikd to the various products and services ibthmelled offerings. The allocation is based
on the relative value of products included in ebchdle combination.

USF, Gross Receipts Taxes and Other Surcharges

We adopted EITF Issue No. 06-03, “How Taxes Codlddtom Customers and Remitted to Governmental étittes Should Be
Presented in the Income Statement (That Is, Gressus Net Presentation)” (“EITF 06-03”) for the yeaded December 31, 2006. EITF 06-03
provides guidance regarding the accounting andhiish statement presentation for certain taxessasseby a governmental authority. These
taxes and surcharges include, among others, uaivasvice fund charges, sales, use, value addddsame excise taxes. In determining
whether to include such taxes in our revenue apemses, we assess, among other things, whetheeweeaprimary obligor or principal
taxpayer for the taxes assessed in each jurisdietieere we do business. In jurisdictions where atemine that we are the principal taxpayer,
we record the taxes on a gross basis and incluafe th our revenue and expenses. In jurisdictionsrerive determine that we are merely a
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2007, 2006 and 300

collection agent for the government authority, weord the taxes on a net method and do not in¢heta in our revenue and expenses. The
adoption of EITF 06-03 did not change our accountor these taxes.

Our revenue and expenses included taxes and sgeshaf $209 million, $244 million and $256 milliéor the years ended December
2007, 2006 and 2005, respectively.

Advertising Cost:

Costs related to advertising are expensed as eatutdvertising expense was $257 million, $234iomlland $240 million for the years
ended December 31, 2007, 2006 and 2005, respsgtam is included in selling, general and admiatste expenses on our consolidated
statements of operations.

Restructuring Charge:

Periodically, QCII commits to exit certain busin@ssivities, eliminate administrative and netwaskdtions or significantly reduce our
number of employees. At the time a restructuriramps approved by QCII, we record a charge to ousclidated statements of operations for
our estimated costs associated with the plan. &eralcord a charge when we permanently cease askea$ed location. Charges associated
with these exits or restructuring plans incorporetgous estimates, including severance costseagblincome and costs, disposal costs, lengtt
of time on market for abandoned rented facilitied aontractual termination costs. Estimates of gésiassociated with abandoned operating
leases, some of which entail long-term lease otitiga, are based on existing market conditionsthadet amounts that we estimate we will
pay in the future.

Income Taxes

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

The provision for income taxes consists of an arhfurtaxes currently payable, an amount for tamssmuences deferred to future
periods and adjustments to our liabilities for utai@ tax positions, including interest. We recdederred income tax assets and liabilities
reflecting future tax consequences attributabldiffierences between the financial statement cagryadue of assets and liabilities and the tax
bases of those assets and liabilities. Deferrestare computed using enacted tax rates expectgaplp in the year in which the differences
are expected to affect taxable income. The effedeferred income tax assets and liabilities dfi@nge in tax rate is recognized in earnings in
the period that includes the enactment date.

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

Cash and Cash Equivalents

We use the cash management services of QCIl. Q&hlages our cash in accordance with its cash inesdtpolicy, which restricts
investments to ensure preservation of principalraathtenance of liquidity.
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Although cash and cash equivalents balances aergnunsecured, our balances are maintainedfimiimcial institutions that QCIl and we
believe are creditworthy. We consider cash on hdagpsits in banks and investments purchased wiginal average maturities of three
months or less to be cash and cash equivalentsca@3trinvestment policy limits the concentrationeestments 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 been issuelave not been presented to certain controligzldsement bank accounts for
payment. These bank accounts allow us to delayifignof issued checks until the checks are preseotgghyment. 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 accountsgidg on our consolidated balance sheets. As ofrbleee31, 2007 and 2006, the book
overdraft balance was $25 million and $18 millicespectively.

Allowance for Doubtful Accounts

The allowance for doubtful accounts receivablesafi our best estimate of probable losses inharenir receivable portfolio determin
on the basis of historical experience, specifiowaiinces for known troubled accounts and other ntlyravailable evidence.

Property, Plant and Equipmer

Property, plant and equipment are carried at phss, the estimated value of any associated legalbontractually 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 telecommunicationscgs (which comprise the majority of our propegiant and equipment) that have similar
physical characteristics, use and expected udeés hre categorized in the year acquired on thestod 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 accumulateddipion without recognition of a gain or loss. &rgor 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. Ekifumes for maintenance and repairs are expensedt@sed. Interest is capitalized during the
construction phase of network and other internalaapital projects. Employee-related costs direetlgted 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 reviews tieiheine depreciable lives for our property, plami @quipment. Our studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution and, in certain
instances, actuarially determined probabilitiesatzulate the remaining life of our asset base.

We have asset retirement obligations associatddthét legally or contractually required removabdimited group of property, plant and
equipment assets from leased properties, and sipeshl of certain hazardous materials presentrimwned 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 capitatlzs property, plant and equipment and then aneortiwer the estimated remaining useful life
of the associated asset. Where the removal oligéinot legally binding, the net cost to remosseds is expensed in the period in which the
costs are actually incurred.
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Capitalized Software

Internally used software, whether purchased orldgeel, is capitalized and amortized using the giitaline group method over its
estimated useful life. We capitalize certain c@stsociated with software such as costs of employeeasting time to the projects and external
direct costs for materials and services. Costscéet®al with internally developed software to bedusgernally are expensed until the point at
which the project has reached the development s&agesequent additions, modifications or upgradésternal-use software are capitalized
only to the extent that they allow the softwar@ésform a task it previously did not perform. Sadte maintenance and training costs are
expensed in the period in which they are incurfiégk capitalization of software requires judgmendétermining when a project has reached
the development stage and the period over whickxpect to benefit from the use of that software.réleew the economic lives of our
capitalized software annually.

Impairment of Lonc-Lived Assets

We review long-lived assets, other than intangésisets with indefinite lives, for impairment at @€ll level whenever facts and
circumstances indicate that the carrying amounth@fissets may not be recoverable. For measurgmesises, 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 tgderated by the asset group. If the asset
group’s carrying value is not recoverable, an impaint charge is recognized for the amount by wtiehcarrying amount of the asset group
exceeds its fair value. We determine fair valuesidipg a combination of comparable market valuesdiscounted cash flows, as appropriate.

Fair Value of Financial Instruments

Our financial instruments consist of cash and e&ghivalents, short- and long-term investments, @ctoreceivable, accounts payable
and borrowings. The carrying values of these imsénts, excluding long-term borrowings, approxinthtgr fair values. The fair value of our
long-term borrowings was approximately $8.0 billemd $8.2 billion, respectively, at December 31)72@nd 2006. The fair values of our long-
term borrowings are based on quoted market pritesevavailable or, if not available, based on disted future cash flows using current
market interest rates.

Pension and Po-Retirement Benefits

Our employees participate in the QCII pension, gaalified pension, post-retirement health careldadnsurance, and other post-
employment benefit plans. The amounts contributedsthrough QCII are not segregated or restrittigghy amounts due to our employees
and may be used to provide benefits to other engglewf QCII or its affiliates. QCII allocates thestof these plans and the associated
obligations and assets to us and determines obratadribution. Historically, QCIl has only requires to pay our portion of their required
pension contribution.

The allocation of cost to us is based upon demdicamf our employees compared to all remainingig@pants. In computing the
pension and post-retirement health care and Igfarance benefit costs, the most significant assompQCII makes include employee
mortality and turnover, expected salary and wageeises, discount rate, expected rate of retupiammassets, expected future cost increases,
health care claims experience and QCII's evaluatitthe legal basis for plan amendments. The mang of QCII’'s post- retirement plan
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benefits covered by collective bargaining agreemastnegotiated with our employees’ unions canstgaficantly impact the amount of
expense, affiliate benefit obligation and affiligension asset we record.

For further information on QCII pension, non qualif pension, postretirement and other post-employtnenefit plans, see QCIlI's
Annual Report on Form 10-K for the year ended Ddwam31, 2007.

Recently Adopted Accounting Pronouncemel
Effective January 1, 2007, we adopted FIN 48. Sete M—Income Taxes for additional information.

Our ultimate parent, QCII, adopted Statement o&Raial Accounting Standards (“SFAS”) No. 158, “Eoy#rs’ Accounting for Defined
Benefit Pension and Other Postretirement PlansmAer@ment of FASB Statements No. 87, 88, 106, a2dR)3 (“SFAS No. 158”), which
was effective for its year ended December 31, 20@p@n adoption of SFAS No. 158, QCII recognizedtsrronsolidated balance sheet the
over-funded or under-funded amounts of its defibedefit pension, post-retirement and other posteynpent benefit plans. SFAS No. 158
does not impact us because the defined benefi plenthe responsibility of QCII. However, we ret=at in our consolidated statements of
operations the expense associated with our em@qyeticipating in the QCII defined benefit plans.

Effective January 1, 2006, we adopted SFAS No.RP3Chare-Based Payment” (“SFAS No. 123(R)"), whievises SFAS No. 123,
“Accounting for Stock-Based Compensation.” See Ni@e-Stock-Based Compensation.

In December 2005, we adopted FASB InterpretationdNo “Accounting for Conditional Asset Retiremétligations an interpretation
of SFAS No. 143,” (“FIN 47”). See Note 7—Prope@Blant and Equipment—Asset Retirement Obligations.

Recently Issued Accounting Pronouncemel

In February 2007, the FASB issued SFAS No. 159ir*#alue Option for Financial Assets and Finantilbilities” (“SFAS No. 159”).
Under SFAS No. 159, entities may choose to meaufiagr value many financial instruments and certather items that are not currently
required to be measured at fair value. SFAS No.al88 establishes recognition, presentation, aselatiure requirements designed to facili
comparisons between entities that choose differesasurement attributes for similar types of assedsliabilities. SFAS No. 159 does not
affect any existing accounting literature that iieggicertain assets and liabilities to be carriefdiavalue. SFAS No. 159 is effective for us
beginning January 1, 2008. The adoption of thisdded did not have any impact on our financial pasior results of operations.

In September 2006, the FASB issued SFAS No. 15y WFalue Measurements,” which is effective forhgginning January 1, 2008 and
provides a definition of fair value, establishefssamework for measuring fair value, and expandsldgires about fair value measurements for
future transactions. We do not expect the adopifdhis standard to have a material impact on marfcial position or results of operations.

Note 3: Business Combinations

In February 2007, the Federal Communications Cosions(“FCC”)issued an order that freed us from some regulatbligations unde
the Telecommunications Act of 1996. Among othendsi the order gives us
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more flexibility to integrate our local operatiowith the long-distance operations of our ultimadeemt, QCII, and gives QCII more flexibility
to integrate the operations of its subsidiaries$ phavide shared services to us and QCII's othbsisliaries.

In light of this order and consistent with QClI'sntinuing strategy to simplify its corporate sturet and gain operational efficiencies,
QCIl is reorganizing the legal structure of its sidiaries. These reorganization activities are etgqueto occur in 2008 and will impact the
entities that are consolidated into our financiatements and, as a result, our future financékstents will be different from the financial
statements we have historically presented. Thewgaaization activities will result in a combinatiof businesses under common control and,
as a result, we will be required to combine thaffitial statements for any transferred businesse®ur previously reported financial
statements for all periods presented in our puftiings.

In addition, QCII's reorganization activities magsult in the transfer of assets, liabilities or &gpes to us that do not represent a
business, as defined, and will be recorded as\eqaittributions in our consolidated statementstotkholders equity. In connection with the
activities, we do not expect that QCII will consumate any business combinations or other transacti@iswill adversely affect our
consolidated financial condition or results of giems.

As of September 30, 2007, QSC transferred to uaiodsroadband services-related assets of anaafili operations. The financial
impacts related to these assets were immaterig.to

Note 4: Income Taxes
Adoption of FIN 48

Effective January 1, 2007, we adopted FIN 48, wipiscribes a comprehensive model for how a comphayld recognize, measure,
present and disclose in its financial statement&main 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, venethiax position will ultimately be sustained niyuncertain. Prior to January 1, 2007,
the impact of an uncertain tax position that ditlcreate a difference between the financial statginasis and the tax basis of an asset or
liability was included in our income tax provisidrit was probable the position would be sustainpdn audit. The benefit of any uncertain tax
position that was temporary was reflected in oxma@vision if it was more likely than not that thesition would be sustained upon audit.
Prior to the adoption of FIN 48, we recognized iiegt expense based on our estimates of the ultionit@mes of the uncertain tax positions.

Under FIN 48, the impact of an uncertain tax posithat is more likely than not of being sustainpdn 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 following F8\rénsition adjustments:
» $67 million increase in our tax liabilities for untain tax positions for items previously preseritedeferred tax liabilities
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e $19 million increase in interest accrued for undartax positions and a corresponding $8 milliorr@ase in deferred tax asset;
*  $11 million increase in accumulated defit

We are included in the consolidated federal inctemereturns and the combined state income taxmretof QCII. QCII treats our
consolidated results as if we were a separate yaxp@his policy requires us to pay our tax ligi#k in cash based upon separate return taxabl
income. However, because we are included in thealmlated federal income tax returns and the coetbsiate income tax returns of QCII,
any tax audits involving QCII will also involve ushe Internal Revenue Service (“IRS”) examine&IDCII's federal income tax returns
because QCII is included in the coordinated ingusase program. As of December 31, 2007, all oféderal income tax returns QCII has
filed since 1998 are still subject to adjustmergrupudit. QCII also files combined income tax retuin many states, and these combined
returns remain open for adjustments to its fede@me tax returns. In addition, certain combintdesincome tax returns we have filed since
1994 are still open for state specific adjustments.

QCII has agreed on a tentative settlement witHR&related to audits for the tax years 1998 thha2@01 and related to several issues
raised in tax audits for tax years 2002 and 200@s€ settlements are subject to formal review apdoaal by the IRS and in the case of the
1998 through 2001 audit, the Joint Committee onafiar of the U.S. Congress. If the settlementsffiexted in accordance with QCII's
expectations, our total unrecognized tax benefitdccdecrease by approximately $70 million. We ently believe that it is reasonably likely
that review and approval could occur by June 30820

A reconciliation of the unrecognized tax benefitsthe year ended December 31, 2007 follows:

Unrecognized
Tax Benefits

(Dollars in millions)

Balance as of January 1, 2C $132
Additions for current year tax positio 28
Additions for prior year tax positior —
Reductions for prior year tax positio (22)
Settlement: —
Reductions related to expirations of statute oftations —

Balance as of December 31, 2( $13¢

As of December 31, 2007, none of the unrecogniardbénefits could affect our income tax provisiod affective tax rate.

In accordance with our accounting policy, both befand after adoption of FIN 48, interest expemsk@enalties related to income taxes
are included in the other—net line of our condensmtsolidated statements of operations. For thesyeraded December 31, 2007, we
recognized $20 million for interest expense relatedncertain tax positions. As of December 31,7280d 2006, we had recorded liabilities for
interest related to uncertain tax positions inaheunts of $63 million and $24 million, respectivalVe made no accrual for penalties relate
income tax positions.
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Income Tax Expensi
The components of the income tax expense from rwoiny operations are as follows:

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

Income tax expens:
Current tax provision

Federal $967 $81¢ $711
State and loce 148 117 131
Total current tax provisio 1,11z 93€ 84z
Deferred tax benef
Federal (192, (223, (210
State and loce (35) (65) (91)
Total deferred tax benel (227 (288 (301
Income tax expens $88E $64& $541

The effective income tax rate for our continuingeggions differs from the statutory tax rate atofes:

Years Ended December 31,
2007 2006 2005
(in percent)

Effective income tax rate

Federal statutory income tax r: 350% 35.0% 35.0%
State income tax—net of federal effec 3.0 % 1.8 % 1.7 %
Other 0.8)% (1.8)% (1.3)%
Effective income tax rat 37.2% 35.0% 354%

In 2006, we reduced our state tax rate based ugbarege in actual experience, which resulted idérillion state deferred tax benefit,
net of federal effect, in our 2006 tax provision.

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

December 31

2007 2006
(Dollars in millions)

Deferred tax assets and liabiliti¢
Deferred tax liabilities

Property, plant and equipme $(1,906 $(2,241
Receivable from an affiliate due to pension plartipi@ation (353 (373
Other (142 (179
Total deferred tax liabilitie (2,401 (2,793
Payable to affiliate due to prretirement benefit plan participatis 1,051 1,07:
Other 28¢ 227
Total deferred tax asse 1,33¢ 1,30(
Net deferred tax liabilitie $(1,067  $(1,493
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We have performed an evaluation of the recovetghwfi our deferred tax assets. It is our opinioat this more likely than not that the
deferred tax assets will be realized and shouldaatduced by a valuation allowance.

Other Income Tax Information
We paid $1.127 billion, $1.013 billion and $940 linih to QSC for income taxes in 2007, 2006, and5208spectively.

We had unamortized investment tax credits of $88aniand $86 million as of December 31, 2007 af@& respectively, which are
included in other long-term liabilities on our colidated balance sheets. These investment credimmortized over the lives of the related
assets. Amortization of investment tax credits4fdillion, $5 million, and $7 million are included the provision for income taxes for the
years ended December 31, 2007, 2006, 2005, regelyc

Note 5: Investments

QSC manages our cash and investments. As of Dec&hb2007, our investments included $30 millioraattion rate securities, which
are classified as non-current, available-for-salestments and included in other non-current assetsur consolidated balance sheet. As of
December 31, 2006, we had $42 million investeduictian rate securities, which were classified agtsterm investments on our consolidated
balance sheet. Except for the remaining $30 miltibthese securities, QSC was able to reduce ddimys of auction rate securities during
2007 through the auction process.

Auction rate securities are generally long-termtdieftruments that provide liquidity through a Dutuction process that resets the
applicable interest rate at pre-determined caleimdarvals, generally every 28 days. This mechargsmerally allows existing investors to
rollover their holdings and continue to own thespective securities or liquidate their holdingssblling their securities at par value. QSC
generally invests in these securities for shoritogsrof time as part of its cash management progkowever, the recent uncertainties in the
credit markets have prevented QSC and other inkseBtam liquidating their holdings of auction ratecurities in recent auctions for these
securities because the amount of securities sudifitt sale has exceeded the amount of purchasesorccordingly, QSC still holds these
long-term securities and is due interest at a lighie than similar securities for which auctiomsé cleared. These investments are fully
collateralized by AA rated bonds and are insureadregy loss of principal and interest by bond inssivghose AAA ratings are under review.
These securities were valued using a model thastako consideration the financial conditionshaf issuer and the bond insurers and the
of the collateral bonds. If the credit ratings lné issuer, the bond insurers or the collateral balederiorate, we may further adjust the carrying
value of these investments.

We are uncertain as to when the liquidity issuégtirgy to these investments will improve. Accordingve classified these securities as
non-current as of December 31, 2007.

During the fourth quarter of 2007, a fund we hitally treated as a cash equivalent began liguidats holdings and restricting
distributions. As a result, we no longer have dhguidity and have reclassified our holdings ie flund from cash and cash equivalents to
investments on our consolidated balance sheetrdtiassification from cash and cash equivaleniswestments is presented as an investing
activity in our consolidated statement of cash ffowthe year ended December 31, 2007.
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Note 6: Accounts Receivable
The following table presents details of our acceusteivable balances as of December 31, 2007 GOt 2

December 31,
2007 2006
(Dollars in millions)

Accounts receivab—net:

Trade receivable $61- $68(
Earned and unbilled receivabl 194 19¢
Purchased and other receivak 242 21C
Total accounts receivab 1,04¢ 1,08¢
Less: allowance for doubtful accoul (55) (53)
Accounts receivable n-affiliates—net 99:¢ 1,03t
Accounts receivab—affiliates 78 147
Accounts receivab—net $1,07. $1,18:

We are exposed to concentrations of credit risknfomstomers within our local service area and fother telecommunications service
providers. We generally do not require collatesadécure our receivable balances. We have agresméhtother 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 otleEot@munications service providers on a recoursestzand include these amounts in our
accounts receivable balance. We have not expedemoe significant loss associated with these puetiaeceivables.

Note 7: Property, Plant and Equipment
The components of our property, plant and equipraemf December 31, 2007 and 2006 are as follows:
Depreciable December 31,

Lives 2007 2006
(Dollars in millions)

Property, plant and equipm~—net:

Land N/A $97 $OE
Buildings 15-30 years 2,80¢ 2,79
Communications equipme 7-10 years 18,65¢ 18,98:
Other network equipmel 8-45 years 20,321 19,90(
General purpose computers and o 5-11 years 1,58: 1,60(
Construction in progres N/A 11C 101
Total property, plant and equipme 43,58( 43,47:
Less: accumulated depreciati (31,546 (30,477
Property, plant and equipm~—net $12,03«  $12,99!

During 2007 and 2006, we changed the estimatdseafeimaining economic lives of our communicatiomd ather network equipment.
This resulted in a net increase in depreciatioreasp in our consolidated statements of operatibfdmillion and $18 million, respectively,
for the years ended December 31, 2007 and 2006.
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Asset Retirement Obligatior

In December 2005, we adopted FIN 47, which requigetd recognize asset retirement obligationsahatonditional on a future event,
such as the obligation to safely dispose of asbegh®n a building is demolished or renovated ueddrin circumstances. Upon adoption of
FIN 47, we determined that we have conditional tast@ement obligations to properly dispose ofencapsulate, asbestos in several of our
buildings, to close fuel storage tanks and to dispaf other potentially hazardous materials. InS20@ recorded a charge of $12 million
(liability of $23 million net of an asset of $3 hiin and net of income taxes of $8 million) for themulative effect of this change in accoun
principle.

As of December 31, 2007, our asset retirement atitigs balance was primarily related to estimatedré costs of removing circuit
equipment from leased properties and estimatedédutosts of properly disposing of asbestos and dthzardous materials upon remodeling or
demolishing buildings. Asset retirement obligatians included in other long-term liabilities on @mansolidated balance sheets. The following
table provides asset retirement obligation actifotythe years ended December 31, 2007, 2006 ads: 20

December 31,
2007 2006 2005
(Dollars in millions)

Asset retirement obligation

Balance as of January $2¢ $27 $4
Accretion expens 2 2 —
Liabilities incurred, including adoption of FIN ¢ 1 — 23
Liabilities settled and othe (1) (1) —

Balance as of December $3C $2¢ $27

Note 8: Capitalized Software

Internally used software, whether purchased or ldpeel, is capitalized and amortized using the gltaline group method over its
estimated useful life. As of December 31, 2007 20@6, our capitalized software had carrying cos®&la?34 billion and $1.249 billion,
respectively, and accumulated amortization was $8@dbn and $830 million, respectively.

Effective January 1, 2007, we changed our estinaftdse average economic lives of capitalized safeMrom between four and five
years to between four and seven years. For theeyshed December 31, 2007, amortization expensedwaule been higher by $90 million
we not changed our estimates of the average ecerlmas. We recorded amortization expense of $18llomin 2007 for intangible assets
with finite lives based on a life range of fourseven years. As of December 31, 2007, the weightethge remaining life of our capitalized
software was 2.7 years.
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The estimated future amortization expense for eéipéd software is as follows:

Estimated future amortization expen

2008
2009
2010
2011
2012
2013 and thereaftt

Total estimated future amortization expe

Note 9: Borrowings

Current Portion of Long-Term Borrowings
As of December 31, 2007 and 2006, the currentqmof our long-term borrowings consisted of:

Current portion of lon-term borrowings

Long-term notes

Long-term capital lease obligatio!
Total current portion of lor-term borrowings

Long-Term Borrowings

QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu
For the Years Ended December 31, 2007, 2006 and 300

Estimated
Amortization
(Dollars in millions)

$13¢
98
58
34
22
16

$361

December 31

2007 2006

(Dollars in millions)

$322 $7C
— 1
$322 $71

As of December 31, 2007 and 2006, our long-ternndvaings consisted of the following (for all noteglwunamortized discount or

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

Long-term borrowings

December 31,
2007 2006
(Dollars in millions)

Notes with various rates ranging from 5.625% t&78% including LIBOR* + 3.25% and maturities from@0to 204z $7,97¢  $7,79¢

Unamortized discour

Capital lease obligatior

Less: current portio
Total lon¢-term borrowings

* London Interbank Offered Ra

58

(117 (126
7 8
(322 (71)
$7,547 _ $7,61(
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Our long-term borrowings had the following interesties and contractual maturities at December @172

Contractual Maturities
2013 and
2008 2009 2010 2011 2012 Thereafter Total
(Dollars in millions)

Interest rates

Above 5% to 6% $32( $— $— $— $— $—  $32C
Above 6% to 7% — — b50C — — 1,50C 2,00(
Above 7% to 8¥% 2 — — 82t — 2,58:  3,40¢
Above 8% to 9¥% —  — — — 1,50( 75C  2,25(
Total notes $322 $— $50C $82t $1,50(  $4,83. $7,97¢
Capital lease obligatior 7
Less: unamortized discou (117
Less: current portion of loi-term borrowings (322,
Total lon¢-term borrowings $7,54°
Covenants

The indentures governing our notes contain cegaiuenants including, but not limited to: (i) a pitgition on certain liens on the asset:
Qwest; and (i) a limitation on mergers or saleslgfor substantially all, of the assets of Qwwekich limitation requires that a successor
assume the obligation with regard to these notleas& indentures do not contain any cross-defaoligions. As of December 31, 2007 we
were in compliance with all of the provisions amdyenants of our borrowing agreements.

As of December 31, 2007, QCII and its other subsies were in compliance with all of the provisi@ml covenants of their borrowing
agreements.

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

On August 8, 2006, we issued $600 million aggregatecipal amount of our 7.5% Notes due 2014.

The aggregate net proceeds from the above offeliage been or will be used for general corporatpgmes, including repayment of
indebtedness and funding or refinancing our investiin telecommunication assets. The notes arxured 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 debt.

Repayments
On June 7, 2007, we redeemed $70 million aggrggateipal amount of our 6.0% Notes due 2007.

On June 4, 2007, we redeemed $250 million aggregateipal amount of our 8 7/8% Debentures due Jyrg931. The redemption
resulted in a loss on early retirement of debtk8 illion.
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On September 21, 2006, we redeemed the remainidign#iBon aggregate principal amount of our 39-y8&t5% debentures due
January 1, 2007 at face value plus accrued intefe&t million.

Concurrent with the issuance of our 7.5% Notes20iiel on August 8, 2006, we redeemed the remairb0@ #illion aggregate princip
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.

Registered Exchange Offers

On November 26, 2007, we commenced a registerethege offer for our 6.5% Notes due 2017 pursuatiteaegistration rights
agreement that we entered into in connection wighissuance of these notes. We completed the eegilséxchange offer on December 28,
2007.

On November 17, 2006, we commenced a registerethege offer for our 7.5% Notes due 2014 pursuatiteaegistration rights
agreement that we entered into in connection wighissuance of these notes. We completed the eegilséxchange offer on December 20,
2006.

Interest on Debt

Interest on debt includes interest on long-termrdwings and capital lease obligations. Other irgeegpense, such as interest on income
taxes, is included in other—net in our consolidatedements of operations. The following table @nés the amount of gross interest expense,
capitalized interest and cash paid for interesinduthe years ended December 31, 2007, 2006 arit 200

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

Interest expense on lo-term borrowings and capital lea—net:

Gross interest expen $61¢€ $62¢ $61¢
Capitalized interes (6) (8) (7
Total interest expense on Ic-term borrowings and capital lea—net $61C $61¢€ $607
Cash paid for intere: $62¢ $59¢ $58¢

Note 10: Severance

Severance charges are included in selling, geaadhbdministrative expenses in our consolidataersents of operations. As of
December 31, 2007 and 2006, our severance liabiity $15 million and $33 million, respectively. Rbe years ended December 31, 2007,
2006 and 2005, we accrued severance costs of $li@8m$34 million and $26 million, respectivelyh® remaining balance included primarily
charges recorded in 2007, and we expect to payantialy all of the 2007 severance charges in 2008

Note 11: Employee Benefits
Pension, Pos-Retirement and Other Post-Employment Benefits

In accordance with SFAS No. 132, “Employers’ Distites about Pensions and Other Post-retiremenfiBghee are required to
disclose the amount of our contributions to QClatige to the QCII pension, post-
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retirement and other post-employment benefit plAlmspension or post-retirement occupational (unlweglth care trust contributions were
made during 2007 or 2006 and we do not expect teemantributions in 2008. As of December 31, 208d@ 2006, the fair value of the assets
in the qualified pension trust exceeded the bewoéfigations of the qualified pension plan.

Our allocated pension cost for 2007, 2006, and 20@5$19 million, $51 million, and $19 million, pesctively. Our allocated post-
retirement benefit costs for 2007, 2006, and 2085 $16 million, $99 million, and $160 million, respively. These allocated amounts
represent our share of the pension and post-reginebenefit costs based on the actuarially deteschamounts. Our allocated portion of these
amounts were 88%, 74% and 76% for the years endedrbber 31, 2007, 2006 and 2005, respectively.

The benefit obligation for QCII's occupational (an) health care and life insurance pairement plan benefits is estimated based ¢
terms of QCII's written benefit plans. In makindstidetermination, QCII considers numerous assumstiestimates and judgments, including
but not limited to, discount rates, health care t@hd rates and mortality trend rates. In 20085 negotiated our current three-year collective
bargaining agreements. These collective bargaiagrgements covered approximately 20,000 of oumizéal employees as of December 31,
2007. Additionally, we submitted letters to the biminotifying the Union of intended changes in teadfits provided to former occupational
retirees. These agreements and/or letters of catiifin to the Union reflect changes for the eligipbst-1990 retirees who are former
occupational (union) employees, including: (i) ateeof Agreement which states retirees will begpmtributing to the cost of health care
benefits in excess of specified limits on the comypiunded portion of retiree health care costso(adderred to as “caps”) beginning January 1,
2009, rather than January 1, 2006, which was teeiqus effective date of the caps: (ii) the berafies of post-1990 retirees who were former
occupational (union) employees are eligible to ireca reduced life insurance benefit of $10,00ecf¥e January 1, 2006 and the beneficie
of other retirees who were former occupational ¢npiemployees are eligible to receive a reducedti$urance benefit of $10,000 effective
January 1, 2007; and (iii) post-1990 retirees paydased out of pocket costs through plan designgds starting January 1, 2006. These
changes have been considered in the determindtittie denefit obligation for QCII's occupationahfan) employee benefits under the plan.
The additional costs to QCII of deferring the enfanent of the caps by three years were substgntiffilet by the additional benefit to it of t
reduction in life insurance benefits. As a resfilthis exchange of benefits with the affected pdarticipants (the retirees in this case), QCII
determined that the caps provision beginning Janua2009 is substantive. If the caps were notidemed to be substantive in its
determination of the benefit obligation, QCII's emt calculation of the benefit obligation wouldiease by approximately $2.0 billion as of
December 31, 2007. Our collective bargaining agedmwith our employees’ unions, which expire Audi& 2008, contain caps that are
effective January 1, 2009. QCII intends to enfdlese health care caps beginning on that dateder ¢ maintain its health care costs at
competitive levels.

The terms of the post-retirement health care dadrisurance plans between us and our managemehbyses and our post-1990
management retirees are established by us andlgjeesto change at our discretion. We have aprastice of sharing some of the cost of
providing health care benefits with our manageneemployees and post-1990 management retirees. B 2@amended the health care and
life insurance plans. The amendments reflect crafggehe management retirees effective Janua?pQ7. These amendments: (i) require
post-1990 management retirees to cover any costeciess of specified limits on the company-fundedipn of retiree health care costs (also
referred to as “caps”); (ii) provide that benefi@a of post-1990 management retirees are eligibieceive a reduced life insurance benefit of
$10,000; and (iii) require post-1990 managemelirteret to pay increased out of pocket costs. Thieseges have been considered in the
determination of the benefit obligation for our ragament employee benefits under the plans. Theibehkgation for the management post-
retirement
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health care benefits is based on the terms ofuhemt written plan documents and is adjusted fvicgpated continued cost sharing with
management employees and post-1990 managemeaésetk putative class action purportedly filed ehddf of certain of QCII retirees was
brought against QCII and certain other defendanteideral District Court in Colorado in connectiith QCII's decision to reduce the life
insurance benefits for these retirees. See Not€asBimitments and Contingencies—Other Matters falitemhal information.

For 2007, 2006, and 2005, the net pension andrptistment benefit costs allocated to non-affiliskated cost of sales was $17 million,
$102 million and $123 million, respectively. For@0) 2006, and 2005, the net pension and postnming benefit costs allocated to non-
affiliate related selling, general and administratexpense was $18 million, $48 million and $56ionl respectively.

Medicare Prescription Drug, Improvement and Modemaition Act of 2002

QCII sponsors post-retirement health care plank séteral benefit options that provide prescriptamg benefits that it deems
actuarially equivalent to Medicare Part D. QCllagoizes the impact of the federal subsidy receiveder the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 in thé&eakation of its benefit obligation and net postitement benefit costs. The effect of the
subsidy reduced our net periodic post-retiremengfiecost by $43 million, $70 million and $31 nidlh for the years ended December 31,
2007, 2006 and 2005, respectively.

Other Benefit Plans
401(k) Plan

QCII sponsors a qualified defined contribution Hérman covering substantially all management andupational (union) employees.
Under this plan, employees may contribute a peaggnof their annual compensation to the plan wettain maximums, as defined by the ¢
and by the IRS. Currently, QCII, on our behalf, cha@s a percentage of our employees’ contributioreash. We made cash contributions in
connection with our employees’ participation in Q€#01(k) plan of $40 million and $41 million f@007 and 2006, respectively.

Deferred Compensation Plans

QCII sponsors several non-qualified unfunded defeoompensation plans for various groups that detertain of our current and
former management and highly compensated emplogeetain of these plans are open to new participdtdrticipants in these plans may, at
their discretion, invest their deferred compensatiovarious investment choices, including QClisamon stock.

Our portion of QCII's deferred compensation asg@tshese plans is included on our consolidatedrzd 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 defeynegensation liability resulting from changes in ilneestment values are recorded in our
consolidated statements of operations. The valfiassets and liabilities related to these plansiatesignificant.
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Note 12: Stockholder’s Equity
Common Stock (no par value)
We have one share of issued and outstanding comstook owned by QSC.

Equity Infusion from QSC, Transfer of Assets and I@fr Transfers with QSC

In the normal course of business, we transfer assetnd from QSC. It is our policy to record thaseet transfers as contributions or
distributions, based on carrying values. For treryended December 31, 2007, 2006 and 2005, waferaed net assets of $65 million,
$52 million and $1 million, respectively.

In 2007, QSC forgave an $82 million tax liabilityevawed to QSC. We recorded the forgiveness as @ty ampntribution.

In 2006, we adjusted a previous distribution of ¢herying amount of assets and liabilities totaf3@® million in connection with our
transfer of ownership of Qwest Wireless, LLC in 20th 2006, we also received from QSC an employseefit transfer of $79 million net of
$50 million in taxes.

Dividends

The timing of cash payments for declared dividetlod®SC is at our discretion in consultation with@S$Ve may declare and pay
dividends to QSC in excess of our earnings to ¥tent permitted by applicable law. Our debt covesao not limit the amount of dividends
we can pay to QSC.

During the years ended December 31, 2007, 200@2@08 we declared cash dividends to QSC of $2.4i6rhi$2.000 billion and
$2.250 billion, respectively, and we paid cashakvids of $2.400 billion, $1.926 billion and $2.986ion, respectively.

Note 13: Stock-Based Compensation

Our employees participate in QCII's Equity Incert®lan (“EIP”) and Employee Stock Purchase PlaisPE”). For more information
about these plans, see QCII's Annual Report on Fib#K for the year ended December 31, 2007.

Following are the weighted-average assumptions wsthdthe Black-Scholes optiopricing model to determine the fair value estimatt
options granted in the years ended December 3%, 2006 and 2005:

Years Ended December 31,

2007 2006 2005
Black-Scholes assumption
Risk-free interest rat 3.3%-4.9% 4.2%-5.0% 3.2%-4.4%
Expected dividend yiel — % — % — %
Expected option life (year: 4.7 5.C 4.4
Expected stock price volatilit 45% 80% 88%

We believe the two most significant assumptionsluseur estimates of fair value are the expeca life and the expected stock
price volatility, both of which we estimate baseadtostorical information.
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Stock-Based Compensation Expense

Stock-based compensation expense is included tro€ssles and selling, general and administragigense in our consolidated
statements of operations. We recognize compensatipense relating to awards granted to our empoyader the EIP using the straight-line
method over the applicable vesting periods. Wegeize compensation expense related to our employedases of QClI's stock under the
ESPP for the difference between the employees’hase prices and the fair market values of QClbslst

For the years ended December 31, 2007 and 2006&otalistock-based compensation expense was appatedy $1 million for both
periods. Because we purchase a significant amdggreices from QSC, the direct stock-based comgténscosts recorded by us for stock-
based awards granted to our employees are notgaigsndicative of the costs we would have inedrhad we operated as a stand-alone
entity during the periods presented. Compensatiperse incurred by QSC under these plans is netttlirassigned, but is billed to us based
on a general allocator and is included in thersgllgeneral and administrative—affiliates expeise ih our consolidated statements of
operations.

As of December 31, 2007, QCII had a total $58 wnillof total unrecognized compensation cost reladathvested stock-based awards
under the EIP. QCII expects to recognize this arhouar the remaining weighted average vesting terh#s2 years. There is no unrecognized
compensation expense related to the ESPP. Becati$evi) continue to record stock-based compensatibwill continue to bill a portion of
these costs to us. However, based on the many$atiat affect the allocation, the amount thattisnately billed to us as a result of stock-
based compensation recorded at QCII may fluctuate.

Adoption of SFAS No. 123(R

We adopted SFAS No. 123(R) effective January 1620@Gich requires the measurement of compensatiparse using estimates of the
fair value of all stock-based awards. SFAS No. R}3ets forth accounting requirements for “shargeldd compensation to employees and
requires companies to recognize in their incomtestants the grant-date fair value of stock optemd other equity-based compensation. Prior
to 2006, we accounted for stock awards grantediga@yees under the intrinsic-value recognition erehsurement principles of Accounting
Principles Board Opinion No. 25, “Accounting forogk Issued to Employees” (“APB No. 25”). Under th&insic-value method, no
compensation expense was recognized for optiomgegitdo employees when the strike price of thosmg equaled or exceeded the value of
the underlying security on the measurement date ddect parent also adopted SFAS No. 123(R) owdianl, 2006, and as a result of its
increased costs, it increased its billings to usnduthe year ended December 31, 2006 by approrim&ti4 million.

We applied the “modified prospective method” focagnizing the expense over the remaining vestimgpg@dor awards that were
outstanding but unvested at January 1, 2006. lardaoce with the modified prospective method, weehzot adjusted the financial statements
for the periods ended prior to January 1, 2006.
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The following table illustrates the effect on netome for the year ended December 31, 2005 asdk4iased compensation granted to
our employees had been determined based on theafag at the grant dates:

Year Ended
December 31, 200
(Dollars in millions)

Net income:
As reportec $977
Deduct: Total stock-based employee compensatioarespdetermined under the fair-value-bast
method for all awards, net of related tax effe¢t$26 (57)
Pro forma net incom $920

On August 18, 2005, the Compensation and HumanuRess® Committee of QCII's Board of Directors accafed the vesting of all
outstanding and unvested stock options that hakarcise price equal to or greater than $3.79, hvivigs the closing market price of QCII's
common stock on that date. The purpose of the at@n was to avoid recognizing future compensagixpense associated with the
accelerated options upon the adoption of SFAS I#8(R). The impact of the acceleration on net incasmehown in the above table was an
increase in pro forma stock-based compensationnsepef approximately $33 million in 2005. Asiderfrahe acceleration of the vesting date,
the terms and conditions of the stock option ageremgoverning the underlying stock options renuaichanged.

Note 14: Contribution to QCII Segments

Our operations are integrated into and are pati@gegments of the QCII consolidated group. Osirtass contributes to QCslwireline
services and other services segments. QCII's cpefating decision maker (“CODM”) reviews our fircgal information only in connection
with our quarterly and annual reports that weilth the SEC. Consequently, we do not provide dseréte financial information to the
CODM on a regular basis.

We have the same CODM as the consolidated groupudgrust 2007, Edward A. Mueller became our Chiedétxive Officer and
President, QCII's Chairman and Chief Executive €ffiand our new CODM, and during 2007 he continoade these same segments to
evaluate performance and allocate resources. How@@ | will adjust its reporting segments at theglmning of 2008 to reflect changes in
how it has begun managing its business beginni9a8.

We generate the majority of our revenue from wireservices. We also generate revenue from semwiegsovide to our affiliates. The
services are further described below.

» Voice service. Voice services include local voice services arkas services. Local voice services include Hasa exchange
switching and enhanced voice services. Local ve@eices also include network transport, billingvgees and providing access to
our local network through our wholesale channekéss services include fees we charge to othemt@leainications providers to
connect their customers and their networks to etwark.

» Data, Internet and video servic. Data, Internet and video services representastes$t growing source of revenue. These ser
include: broadband and satellite video, which wieralb mass markets customers; private line, whietoffer to wholesale and
business customers; and other data services sucteggted services digital network, or ISDN, ATd frame relay, which we
offer primarily to business custome
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« Affiliate and other serviceWe provide to our affiliates billing and collectiomarketing and advertising and other support sesvi

In addition, we provide to our affiliates local eei access and data services that we also pravigldernal customers. Other
services include the subleasing of space in ouceoffuildings, warehouses and other proper

Revenue from our products and services for thesyeladed December 31, 2007, 2006 and 2005 is sumedari the following table:

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

Operating revenus

Voice service: $5,827 $6,27¢ $6,75¢
Data, Internet and video servic 2,92¢ 2,58¢ 2,22¢
Affiliate and other service 1,122 1,00¢ 1,07(
Total operating revent $9,877 $9,87. $10,04t

Revenue from affiliates was 11%, 10% and 10% cfl tatvenue for the years ended December 31, 2@WA &nd 2005, respectively. We
do not have any single customer that provides riiare 10% of our total operating revenue. Substiyd of our revenue comes from
customers located in the United States.

Note 15: Related Party Transactions

We purchase services from our affiliates, such akating and advertising, information technologyduct and technical services as\
as general support services. We provide to ouliaés billing and collections, marketing and adigémg and other support services. In
addition, we provide to our affiliates local voi@gcess and data services, which we also providgtésnal customers.

Our affiliates charge us for these services basetiarket price or fully distributed cost (“FDC”).ddt services are priced by applying an
FDC methodology. FDC rates are determined usiraygahtes, which include factors for payroll taxesployee benefits, facilities and
overhead costs. Whenever possible, costs are lgigesstigned to us for the services we use. If coatsot be directly assigned, they are
allocated among all affiliates, including QC, bas@dn cost usage measures; or if no cost usageunegiasavailable, these costs are allocated
based on a general allocator. We believe theseatlosttion methodologies are reasonable. From tarigne, QCII adjusts the basis for
allocating the costs of a shared service amontieadf. Such changes in allocation methodologiegyanerally billed prospectively.

We describe in further detail below the servicessjated by our affiliates:

» Marketing, sales and advertisi. Marketing, sales and advertising support jointketing of our services, include the developn
of marketing and advertising plans, sales unitdasts, market research, sales training and comig@emgdans.

» Information technology servict. Information technology services primarily incluithe labor cost of developing, testing and
implementing the system changes necessary to sumglar entry, provisioning, billing, network ariddncial systems, as well as
the cost of improving, maintaining and operating operations support systems and shared intermahzmications network:
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Product and technical servic.. Product and technical services relate to forampastemand volumes and developing plans around

network utilization and optimization, developingdamplementing plans for overall product developmemovisioning and
customer care

General support service. General support services include legal, regwateneral finance and accounting, tax, human ress
andexecutive suppor

Note 16: Commitments and Contingencies

Commitments
Future Contractual Obligations
The following table summarizes our future contrattbligations as of December 31, 2007:

Payments Due by Period

2013 and
2008 2009 2010 2011 2012 Thereafter Total
(Dollars in millions)
Future contractual obligatioff:
Debt and lease paymen
Long-term debi $322 $— $50C $828  $1,50( $4,83: $7,97¢
Capital lease and other obligatic 1 — 1 — 1 4 7
Interest on long-term borrowings and capital leé8es 60¢€ 58¢ 571 554 421 3,761 6,501
Operating lease 78 61 52 47 33 103 374
Total debt and lease payme 1,007 64¢ 1,124 1,42¢ 1,95¢ 8,70( 14,86
Other lon¢-term liabilities 3 2 2 2 1 20 30
Purchase commitment
Telecommunications commitmer 89 77 41 — — — 207
Advertising, promotion and other servid&s 47 12 7 — — — 66
Total purchase commitmer 13€ 89 48 — — — 27¢
Total future contractual obligatiol $1,14¢ $74C $1,17¢ $1,42¢  $1,95¢ $8,72(  $15,16:

(1) The table does not includ

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

other lon¢-term liabilities, such as reserves for legal matterd income taxes, that are not contractual didigs by nature. W
cannot determine with any degree of reliability ylears in which these liabilities might ultimatelgttie;

nor-qualified pension, po-retirement and pc-employment benefits allocated by QCII and payabl®C€Il. As of December 3:
2007, we had a liability recorded on our balaneeshepresenting our allocation of QCII’'s net béarajligation for non-qualified
pension, post-retirement healthcare and life insteaand other post-employment benefits. Future paysito QCII are impacted by
various actuarial and market assumptions and wiférdfrom the current estimates of these paymehtsefore, we cannot reliably
estimate future payments to QCII. See further disimn of our benefit plans in Note 11—Employee Bigheo our consolidated
financial statements in Item 8 of this rep«
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» contract termination fees. These fees are non4iegupayments, the timing and payment of whickany, is uncertain. Termination
fees for contracts to purchase other goods andcssrwere insignificant as of December 31, 2004,

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

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

(3) We have various long-term, non-cancelable pagefcommitments with various vendors for data gsiog, technical and software
support services. Future payments under certaiuicgecontracts will vary depending on our actuages In the table above we estimated
payments for these service contracts based ortiet df services we expect to recei

Capital Leases

We lease certain office facilities and equipmerdemvarious capital lease arrangements. Assetsradghirough capital leases during
2007, 2006 and 2005 were $0 million, $4 million &tdmillion, respectively. Assets recorded undguitedized lease agreements included in
property, plant and equipment consisted of $31ioniJI$32 million and $29 million of cost less acauated amortization of $13 million,
$12 million and $10 million at December 31, 20000& and 2005, respectively.

The future minimum payments under capital leasexf &ecember 31, 2007 are reconciled to our codatdd balance sheet as follows:

Future Minimum
Payments
(Dollars in millions)

Capital lease obligation

Total minimum payment $1¢
Less: amount representing interest and executats (10)
Present value of minimum payme! 8
Less: current portio (1)
Long-term portion $7

Operating Leases

Certain office facilities, real estate and equiptree subject to operating leases. We also havevess (or right-of-way) agreements
with railroads and public transportation authostibat are accounted for as operating leaseshEgrears ended December 31, 2007, 2006 and
2005, rent expense under these operating lease$M@&anillion, $134 million and $162 million, respizely, net of sublease rental income of
$6 million, $6 million and $6 million, respectivel®perating leases as reported in the table inufleuContractual Obligations” above have not
been reduced by minimum sublease rental incom&®hillion, which we expect to realize under nomazlable subleases.
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Letters of Credit and Guarantees

On our behalf, QCII maintains letter of credit agaments with various financial institutions. AsD¥cember 31, 2007, the amount of
letters of credit outstanding was $57 million, avelhad no outstanding guarantees.

Contingencies

QCllis involved in several legal proceedings taskhhwe are not a party that, if resolved againstiQ&uld have a material adverse
effect on our business and financial condition. Ngge included below a discussion of these mattegether with a discussion of those matters
to which we are a party. Only those matters to tviie are a party (primarily the third matter ddsed under the heading “Other” relating to
litigation brought by several owners of payphorrepresent contingencies for which we have recordedpuld reasonably anticipate
recording, an accrual if appropriate to do so.

Throughout this note, when we refer to a clasoads “putative” it is because a class has beegedl, 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 havedséfied 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 bylaws,ifieates or articles of incorporation, agreementaplicable 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, officaes @mployees in connection with the securitiesoastiand certain other matters.

Settlement of Consolidated Securities Action

Twelve putative class actions purportedly broughbehalf of purchasers of QCII’s publicly tradedsdties between May 24, 1999 and
February 14, 2002 were consolidated into a conatditisecurities action pending in federal distrairt in Colorado against QCII and various
other defendants. The first of these actions wad fin July 27, 2001. Plaintiffs alleged, amongeotiings, that defendants issued false and
misleading financial results and made false statesngbout QCII's business and investments, inclydnaterially false statements in certain of
QCII's registration statements. The most recentgamt in this matter sought unspecified compenyatiamages 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 defendantsl, the putative class representatives enterechimidiled with the federal district
court in Colorado a Stipulation of Partial Settlernthat, if implemented, will settle the consoligidtsecurities action against QCIl and certain
other defendants. No parties admit any wrongdoggaat of the settlement. Pursuant to the settlen@@@ll has deposited approximately
$400 million in cash into a settlement fund. In gection with the settlement, QCII received $10 imillfrom Arthur Andersen LLP. As part of
the settlement, the class representatives ancettiersent class they represent are also releasithgi®Andersen. If the settlement is not
implemented, QCII will be repaid the $400 milliolup interest, less certain expenses, and QClirejity the $10 million to Arthur Andersen.

If implemented, the settlement will resolve anctaske the individual claims of the class represeettand the claims of the settlement
class they represent against QCII and all defesdaxtept Joseph Nacchio, our
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former chief executive officer, and Robert Woodruaffir former chief financial officer. In Septem!2806, the federal district court in Colore
issued an order approving the proposed settlenrebébalf of purchasers of QCII's publicly tradedsdties between May 24, 1999 and

July 28, 2002. Messrs. Nacchio and Woodruff appktidat order to the United States Court of Appéaishe Tenth Circuit. In addressing that
appeal, a panel of Tenth Circuit judges held thatfederal district court order overruling Nacchaiad Woodruff's objections to the settlement
was not sufficiently specific, and it instructee tthistrict court to provide a more detailed exptamafor overruling those objections. QCII has
asked the full Tenth Circuit to review the paneléision. The ultimate outcome of the pending abpkthe decision approving the settlement
of the consolidated securities action is uncerdaid could result in the payment of additional mertig QCII in connection with
indemnification claims by Messrs. Nacchio and Waiidr

KPNQwest Litigation/Investigation

In 2006, QCII and the other defendants reachetésethts of a putative class action filed againstl@@d others in the federal district
court for the Southern District of New York on b#ldd certain purchasers of publicly traded sedesitof KPNQwest, N.V. (of which QCII wi
a major shareholder). The plaintiffs had alleget,tamong other things, defendants engaged iruddtant scheme and deceptive course of
business in order to inflate KPNQwestevenue and the value of KPNQwest securitie200V, the court approved the settlements, whicle
then implemented. Certain individuals and entitiese excluded from the settlement class at thguest. As a result, their claims were not
released by the court order approving the settlénSame of these individuals and entities havelfédetions against QCII, as described below,
and QCII is vigorously defending against thesenefaiQCII expects that at least some of the othesops who were excluded from the
settlement class will also pursue actions agai@ @ QCIl is unable to resolve their claims amita In the aggregate, those who were
excluded from the settlement class currently cahteat they have incurred losses of at least $Tiomresulting from their investments in
KPNQwest securities during the settlement clasmgewhich does not include any claims for punitdemages or interest. The amount of
these alleged losses may increase or decrease fatthie as QCII learns more about the potentahtd of those who opted out of the
settlement class. Due to the fact that some of thawe not filed lawsuits, it is difficult to evaligathe claims that they may assert. Regardless,
QCII will vigorously defend against any such claims

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendalges, among other things, that the defendaolated state and federal securities laws
and breached their fiduciary duty in connectiorhvititvestments by plaintiffs in securities of KPN@ueQCll is a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie3pseph Nacchio and John McMaster, the former desand Chief Executive Officer of
KPNQwest. Plaintiffs claim to have lost approxintat®10 million in their investments in KPNQwest.

On June 25, 2004, the trustees in the Dutch batdyypoceeding for KPNQwest filed a lawsuit in fiederal district court for the Distri
of New Jersey alleging violations of the Rackete8iuenced and Corrupt Organizations Act, and binesfdfiduciary duty and mismanagement
under Dutch law. QCII is a defendant in this lawsilibng with Joseph Nacchio, Robert S. Woodruff dolkdn McMaster. Plaintiffs allege,
among other things, that defendants’ actions wexauae of the bankruptcy of KPNQwest and they sleakages for the bankruptcy deficit of
KPNQwest of approximately $2.4 billion. Plaintifitso seek treble damages as well as an awardiofifita attorneys’ fees and costs. On
October 17, 2006, the court issued an order grgmtéfendants’ motion to dismiss the lawsuit, coditlg that the dispute should not be
adjudicated in the United States. Plaintiffs happealed this decision to the United States Couktpgfeals for the Third Circuit.
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On June 17, 2005, Appaloosa Investment Limitedneaship |, Palomino Fund Ltd., and Appaloosa Managyg L.P. filed a lawsuit in
the federal district court for the Southern Distd€ New York against QCII, Joseph Nacchio, Johrvdster and Koninklijke KPN N.V., or
KPN. The amended complaint alleges that defendaolated federal securities laws in connection wiite purchase by plaintiffs of certain
KPNQwest debt securities. Plaintiffs seek compemgatamages, as well as an award of plaintifforakys’ fees and costs.

On September 13, 2006, Cargill Financial Markels,a@Ad Citibank, N.A. filed a lawsuit in the DigttiCourt of Amsterdam, The
Netherlands, against QCII, KPN Telecom B.V., KPdbsebh Nacchio, John McMaster, and other former eyagls or supervisory boa
members of QCII, KPNQwest, or KPN. The lawsuit gdls that defendants misrepresented KPNQwest'sdialband business condition in
connection with the origination of a credit fagiland wrongfully allowed KPNQwest to borrow fundsder that facility. Plaintiffs allege
damages of approximately €219 million (or approxigha$320 million based on the exchange rate orebdser 31, 2007).

On August 23, 2005, the Dutch Shareholders AssoacigVereniging van Effectenbezitters, or VEB) (ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in The Netherlands, with regard to KPN&WVEB sought an inquiry into the
policies and course of business at KPNQwest tieableged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwess outside auditors and accountants. On Decemb@02®, the Enterprise Chamber ordered an inquirytime management a
conduct of affairs of KPNQwest for the period Jayuathrough May 23, 2002. QCII and others haveeapgd that order to the Netherlands
Supreme Court.

Purporting to speak for an unspecified number afsholders, VEB also sought exclusion from thdesegnt class in the settlements of
the KPNQwest putative securities class action desdrabove. The information that VEB provided ipgart of its request for exclusion did
not indicate the losses claimed to have been sigstdiy VEB or the unspecified shareholders that \WEBorts to represent, and thus those
claims are not included in the approximately $78iom of losses claimed by those who requestedwsiah from the settlement class, as
described above. In view of these and other defotes in VEB’s request for exclusion, VEB was neotladed from the settlement class. QCII
can provide no assurance, however, that its sestiemill be enforced against VEB or the sharehadiepurports to represent if VEB or such
shareholders were to bring claims against QCllhe Netherlands.

QCII will continue to defend against the pendingNwest litigation matters vigorously.

Other Matters

Several putative class actions relating to thelfatton of fiber optic cable in certain rights-afy were filed against QCII on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiaransas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andd . &5or the most part, the complaints challengd’®€ght to install its fiber optic cable
in railroad rights-of-way. Complaints in Coloradllinois and Texas, also challenge QCII’s rightirtstall fiber optic cable in utility and
pipeline rights-of-way. The complaints allege ttiet railroads, utilities and pipeline companies dharight-of-way as an easement that did
not include the right to permit QCII to install fiber optic cable in the right-of-way without tp&intiffs’ consent. Most actions (California,
Colorado, Georgia, Kansas, Mississippi, Missourg@@n, South Carolina, Tennessee and Texas) pugpbet brought on behalf of state-wide
classes in the named plaintiffs’ respective state. Massachusetts action purports to be on behathte-wide classes in all states in which
QCII has fiber optic cable in railroad rights-ofyvwgther than Louisiana and
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Tennessee), and also on behalf of two classesidblaners whose properties adjoin railroad rightsva¥ originally derived from federal land
grants. Several actions purport to be brought dralbef multi-state classes. The lllinois state t@ction purports to be on behalf of
landowners in lllinois, lowa, Kentucky, Michigan,ithesota, Nebraska, Ohio and Wisconsin. The Ilfifederal court action purports to be on
behalf of landowners in Arkansas, California, Fderilllinois, Indiana, Missouri, Nevada, New Mexiddontana and Oregon. The Indiana
action purports to be on behalf of a national ctéfdandowners adjacent to railroad rights-of-wagiowhich QCII's network passes. The
complaints seek damages on theories of trespassrgurst enrichment, as well as punitive damages.

Qwest Communications Corporation (“QCC”), one ofll¥other subsidiaries, is a defendant in litigatifiled by several billing agents
for the owners of payphones seeking compensatiocdioless calls made from payphones. The mattgensling in the United States District
Court for the District of Columbia. Generally, thayphone owners claim that QCC underpaid the amafuisdmpensation due to them under
FCC regulations for coinless calls placed fromrtpiones onto QCC'’s network. The claim seeks cosgtéon for calls, as well as interest and
attorneys’ fees. QCC will vigorously defend agaithés action.

We are a defendant in litigation brought by sevevahers of payphones relating to the rates we euatigem for the lines to their
payphones between 1997 and 2003. Generally, thehpag owners claim that we charged more for paypla@cess lines than we were
permitted to charge under the applicable FCC rdles lawsuits are pending, one filed in the Unigtdtes District Court for the Western
District of Washington, the other in the Unitedt8taDistrict Court for the District of Utah. The #fangton lawsuit resulted in reversal of the
district court’s dismissal order by the Ninth CiitcGourt of Appeals, and is currently stayed pegdigsolution of related proceedings before
the FCC. In the Utah case, the Tenth Circuit CotiAppeals reversed a dismissal by the districticand directed that the district court refer
several issues to the FCC for resolution. A protegdgainst us is also pending before the Oregdnid®Utility Commission. Several related
proceedings are underway at the FCC involving tierdelecommunications companies, and payphoneisvm all of these proceedings, the
payphone owners seek damages for amounts paic¢dNegxceeding that which was permitted under ti@ieable FCC rules. We will
vigorously defend against these actions.

A putative class action purportedly filed on belddlitertain of QCII's retirees was brought agai@§tll and certain other defendants in
Federal District Court in Colorado in connectionttwQClI’s decision to reduce the life insurancedfarfor these retirees to a $10,000 benefit.
The action was filed on March 30, 2007. The pléimtllege, among other things, that QCIl and othefendants were obligated to continue
their life insurance benefit at the levels in pldedore QCII decided to reduce them. Plaintiffsksgsstoration of the life insurance benefit to
previous levels and certain equitable relief. Qgadlieves that its reduction of the life insuraneadfit was permissible under applicable law
and plan documents and will vigorously defend agjainis action.

QCII has tax related matters pending against itageof which are before the Appeals Office of tR&, the outcomes of which could
result in a liability to us. In addition, tax shagiagreements have been executed between QCllravidys affiliates, and QCII believes the
liabilities, if any, arising from adjustments taepiously filed returns would be borne by the adfiéid group member determined to have a
deficiency under the terms and conditions of sugrle@ments and applicable tax law. We have not géperrovided for liabilities attributable
to current or former affiliated companies or fagiols they have asserted or may assert againsteibeléve that we have adequately provided
for these tax-related matters. If the recordedrvesefor these tax-related matters are insufficienmt could be required to record additional
amounts in future periods.
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Note 17: Quarterly Financial Data (Unaudited)

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

2007

Operating revenu $2,45¢ $2,50. $2,450 $2,46f $9,87"
Income tax expens 23% 232 222 19¢ 88t
Net income 39z 36€ 371 36z  1,49:
2006

Operating revenu $2,47¢  $2,46( $2,47¢ $2,457 $9,87:
Income tax expens 167 154 152 17¢ 64¢
Net income 284 262 271 37¢ 1,20z

Note 18: Other Financial Information
Prepaid Expenses and Other Current Ass
Prepaid expenses and other current assets as efribec 31, 2007 and 2006 consisted of the following:
December 31,

2007 2006
(Dollars in millions)

Prepaid expenses and other current as

Deferred activation and installation chart $ 12C $ 14¢
Prepaid expenses and ot 41 31
Total prepaid expenses and other current a $ 161 $ 177

Accrued Expenses and Other Current Liabilitit
Accrued expenses and other current liabilitiesfa3exember 31, 2007 and 2006 consisted of the\iatig:
December 31,

2007 2006
(Dollars in millions)

Accrued expenses and other current liabilit

Accrued interes $ 11¢ $ 13t
Employee compensatic 21¢ 232
Accrued property and other tax 25C 25(C
Other 165 18:<
Total accrued expenses and other current lials| $ 75z $ 80C

Note 19: Labor Union Contracts

We are a party to collective bargaining agreemetitts our labor unions, the Communications Workdréumerica and the International
Brotherhood of Electrical Workers. Our three-yedydr agreements with the unions expire on Augus2@68. As of December 31, 2007,
employees covered under these collective bargaamngements totaled 20,188, or 83% of all our eygds.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.

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

The effectiveness of our or any system of disclesumntrols and procedures is subject to certaiitdtions, including the exercise of
judgment in designing, implementing and evaluathrggcontrols and procedures, the assumptions nsdeértifying the likelihood of futur
events, and the inability to eliminate 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 participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our discocontrols and procedures (as defined in Rulaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) aPetember 31, 2007. On the basis of this reviewneamagement, 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§ied in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted unéerExchange Act is accumulated and communicatedtonanagement, including our Chief
Executive Officer and Chief Financial Officer, imenner that allows timely decisions regarding nexgldisclosure.

There were no changes in our internal control dwancial reporting that occurred in the fourth geaof 2007 that materially affected,
or are reasonably likely to materially affect, anternal control over financial reporting.

Management’'s Report on Internal Control Over Finandal Reporting

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

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting, as such term is defined
in Exchange Act Rule 13a-15(f). Under the supeovisind with the participation of our managemerdiuding our principal executive officer
and principal financial officer, we conducted amlenation of the effectiveness of our internal cohaiver financial reporting based on the
framework ininternal Control—Integrated Framewortsued by the Committee of Sponsoring Organizatafriee Treadway Commission.
Based on our evaluation under the frameworkatarnal Control—Integrated Frameworkur management concluded that our internal control
over financial reporting was effective as of Decembl, 2007.

This Annual Report on Form 10-K does not includeatiestation report of our registered public actiognfirm regarding internal control
over financial reporting. Managemesteport was not subject to attestation by oursteged public accounting firm pursuant to temporaigs
of the SEC that permit us to provide only manageteaport in this Annual Report on Form 10-K.

ITEM9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE
We have omitted this information pursuant to Gehleigtruction 1(2).

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

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

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

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

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Pre-Approval Policies and Procedures

The Audit Committee of the Board of Directors of QIS responsible for the appointment, compensatiod oversight of the work of our
independent public accountant. Under the Audit Cdterls charter, which was most recently amende&elruary 16, 2006, the Audit
Committee pre-approves all audit and permissibleanalit services provided by our independent puldanantant. The approval may be gi
as part of the Audit Committee’s approval of thepse of the engagement of our independent publiowatant or on an individual basis. The
pre-approval of non-audit services may be deleg@at@me or more of the Audit Committee’s membets,the decision must be reported to the
full Audit Committee. Our independent public acctaut may not be retained to perform the non-awitises specified in Section 10A(g) of
the Exchange Act.

Fees Paid to the Independent Public Accountant

QCII first engaged KPMG LLP to be our independeaml accountant in May 2002. The aggregate felsdbor allocated to us for
professional accounting services, including KPM@&uslit of our annual consolidated financial statetsieare set forth in the table below.

2007 2006

(Dollars in thousands)
Audit fees $2,55¢ $2,73:
Audit-related fee: 447 86%
Total fees $3,00: $3,59/

There were no fees billed to us in 2007 or 2006fofessional services rendered by KPMG for tax gitance, tax advice or tax
planning.
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For purposes of the preceding table, the profeatiees are classified as follows:

Audit fees—These are fees for professional serhiltesd for the audit of the consolidated finan@tdtements included in our Form KO-
filings, the review of consolidated financial stants included in our Form 10-Q filings, comfoittées, consents and assistance with and

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

Audit-related fees—These are fees for assuranceedaitd services that traditionally are perforrhgaur independent accountant. More
specifically, these services include: internaticstatutory audits; regulatory filings; employee &frplan audits.

All of the services performed by KPMG describedabwere approved in advance by QCII's Audit Comesitt
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ITEM 15.

PART IV

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) Documents filed as part of this repc

Page
(1) Report of Independent Registered Public Accourf&imm 4C
Financial Statements covered by the Report of laddpnt Registered Public Accounting Fil
Consolidated Statements of Operations for the yerded December 31, 2007, 2006 and 2 41
Consolidated Balance Sheets as of December 31, &0D200¢ 42
Consolidated Statements of Cash Flows for the yeradled December 31, 2007, 2006 and 43
Consolidated Statements of Stockhao’s Equity for the years ended December 31, 2007 20@d 200: 44
Notes to the Consolidated Financial Statementthyears ended December 31, 2007, 2006 and 45
(2) Schedule for the years ended December 31, 2005, &0 2005
Report of Independent Registered Public Accourf&imm S-1
Schedule —Valuation and Qualifying Accoun S-2

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

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

Exhibit

Number

(3.1)
(3.2)
(3.3)

(4.1)

4.2)

(4.3)

(4.4)

Description
Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qwest Corporasid\nnual Report on

Form 1(-K for the year ended December 31, 1997, File NG4-03040).

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

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

Indenture, dated as of April 15, 1990, by and betwilountain States Telephone and Telegraph Comgaahy he First
National Bank of Chicago (incorporated by referetcc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

First Supplemental Indenture, dated as of Aprill¥91, by and between U S WEST Communications,dnd.The Firs
National Bank of Chicago (incorporated by referettc®west Corporatic's Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

Indenture, dated as of October 15, 1999, by andd®i U S West Communications, Inc. and Bank OnstT@ompany, N.A.
(incorporated by reference to Qwest Corporatiomsdal Report on Form 10-K for the year ended Deeer3th, 1999, File
No. 003-03040).

Officer’s Certificate of Qwest Corporation, datesiaf March 12, 2002 (including forms of’8 8 % notes due March 15, 201
(incorporated by reference to Qwest Corporés Form &4, File No. 33-115119).
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Exhibit
Number

(4.5)

(4.6)

4.7)

(4.8)
(4.9)
(10.1)
(10.2)
(10.3)
12
31.1

31.2
32

Description

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

Second Supplemental Indenture, dated as of NoveB8§e&2004, by and between Qwest Corporation and RaBk Nationa
Association (incorporated by reference to QwespGmtion’s Current Report on Form 8-K filed NovemB8, 2004, File
No. 003-03040).

Third Supplemental Indenture, dated as of Jun€Qgd5, by and between Qwest Corporation and U.Sk Biational
Association (incorporated by reference to QwespGration’s Current Report on Form 8-K filed June 2305, File No. 001-
03040).

Fourth Supplemental Indenture, dated August 8, 26@@&nd between Qwest Corporation and U.S. BartloNal Associatior
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed August 8, 2006, File No. 0-03040).

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

Registration Rights Agreement, dated August 8, 2696and among Qwest Corporation and the initiatpasers listed therein
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed August 8, 2006, File No. 0-03040).

Registration Rights Agreement, dated May 16, 2@07ong Qwest Corporation and the initial purchabsted therein
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed May 18, 2007, File No. 0(-03040).

Aircraft Time Sharing Agreement, dated December208,7, by and between Qwest Corporation and EdwaMueller
(incorporated by reference to Qwest Communicatioternational Inc.’s Annual Report on Form 10-K the year ended
December 31, 2007, File No. (-15577).

Calculation of Ratio of Earnings to Fixed Charg

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

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

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

( )Previously filed.

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

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, thereduolp authorized, in the City of Denver, State of&ado, on February 12, 2008.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /s/ R. William Johnston
R. William Johnston
Vice President and Controller
(Principal Accounting Officer and Duly Authorized Officer)

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed belpthe following persons on behalf
of the registrant and in the capacities indicatedhe 12th day of February 2008.

Signature Title
/s/ Edward A. Mueller Director, Chief Executive Officer and PresidentiiBipal
Edward A. Mueller Executive Officer;
/s/ John W. Richardson Director, Executive Vice President and Chief Finah©fficer
John W. Richardson (Principal Financial Officer
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of February 12, 2008, we reported omrdmsolidated balance sheets of Qwest Corporatidrsabsidiaries (the Company) as
of December 31, 2007 and 2006, and the relatedbtidated statements of operations, stockhoklequity, and cash flows for each of the y:
in the three-year period ended December 31, 2@G0@omtained in the December 31, 2007 annual rgmoRorm 10-K. In connection with our
audits of the aforementioned consolidated finarstialements, we also audited the related consetidatancial statement schedule, Schedule
[l—Valuation and Qualifying Accounts. This finantsatement schedule is the responsibility of tlhenfany’s management. Our
responsibility is to express an opinion on thiafinial statement schedule based on our audits.

In our opinion, the financial statement scheduleemwconsidered in relation to the basic consoldifitencial statements taken as a
whole, presents fairly, in all material respedtg, information set forth therein.

KPMG LLP

Denver, Colorado
February 12, 2008
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QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

Balance a
Balance a
beginning Charged tc
end of
of period expense Deductions period
(Dollars in millions)
Allowance for doubtful account
2007 $5: $82 $8C $5¢
2006 66 65 78 53
2005 72 74 8C 66

S-2



QWEST CORPORATION

CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(UNAUDITED)

Exhibit 12

Years Ended December 31,

2007 2006 2005

2004 2003

(Dollars in millions)

Income from continuing operations before incomegaxiiscontinued operations &

cumulative effect of changes in accounting prires $2,377 $1,85. $1,53( $1,74: $1,75¢
Add: estimated fixed charg 655 66< 66¢ 647 64<
Add: estimated amortization of capitalized inte 9 1C 12 12 13
Less: interest capitalize (6) (8) (7) (9) (13)
Total earnings available for fixed charg 3,038 252: 220: 2,39: 2,401
Estimate of interest factor on rent 39 45 54 54 57
Interest expense, including amortization of prensudiscounts and debt issuance c8sts 61C 61€ 607 584 57¢
Interest capitalize 6 8 7 9 13
Total fixed charge $65¢E $66¢ $66¢ $647 $64:
Ratio of earnings to fixed charg 4.€ 3.8 3.3 3.7 3.7

@ Interest expense includes only interest relatddrtg-term borrowings and capital lease obligations.



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Edward A. Mueller, certify that:
1. | have reviewed this annual report on Form 16fIQwest Corporation;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaring, or caused such internal control over foiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presénta report our conclusions ab
the effectiveness of the disclosure controls andgualures, as of the end of the period coveredibyéport based on such evaluation; and

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

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

a) All significant deficiencies and material weagses in the design or operation of internal cortvel financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqmbrt financial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signiffole in the registrant’s
internal control over financial reporting.

Date: February 12, 20(

/ s/ EpwaARD A. M UELLER

Edward A. Mueller
Chief Executive Officer and President




Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

[, John W. Richardson, certify that:
1. | have reviewed this annual report on Form 16fIQwest Corporation;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts.under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaring, or caused such internal control over foiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presénta report our conclusions ab
the effectiveness of the disclosure controls andgualures, as of the end of the period coveredibyéport based on such evaluation; and

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

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

a) All significant deficiencies and material weagses in the design or operation of internal cortvel financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqmbrt financial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signiffole in the registrant’s
internal control over financial reporting.

Date: February 12, 2008
/ s/ JoHNW. RICHARDSON

John W. Richardson
Executive Vice President and Chief Financial Office




Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifies, for tlnppses of section 1350 of chapter 63 of title flhe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2D02, in his capacity as an officer of Qwest @ugtion (“Qwest”) that, to his knowledg
the Annual Report of Qwest on Form 10-K for theryeraded December 31, 2007, fully complies withréguirements of Section 13(a) of the
Securities Exchange Act of 1934 and that the infdiom contained in such report fairly presentslimaterial respects, the financial condition
and results of operations of Qwest. This writtexteshent is being furnished to the Securities arch&mxge Commission as an exhibit to such
Form 10-K. A signed original of this statement bagn provided to Qwest and will be retained by Qwed furnished to the Securities and
Exchange Commission or its staff upon request.

Dated: February 12, 2008 By: / s/ EDWARD A. M UELLER
Edward A. Mueller
Chief Executive Officer and President

Dated: February 12, 20( By: /'s/ JoHNW. RICHARDSON
John W. Richardson
Executive Vice President and Chief Financial Office




