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GLOSSARY OF TERMS

Our industry uses many terms and acronyms thatnoaie familiar to you. To assist you in readinig thocument, we have provided
below definitions of some of these terms.

. 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 (AT. A broadband, network transport service utiliziteda switches that provides a fast, efficient
way to move large quantities of informatic

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

. Data Integration. Voice and data telecommunications customer pesreguipment and associated professional servibese
services include network management, installatiwhraaintenance of data equipment and building oppetary fiber-optic
broadband networks for our governmental and busioestomers

. Dedicated Internet Access (DI. Internet access ranging from 128 kilobits peosédo 2.5 gigabits per secor
. Frame Relay. A high speed data switching technology primaui$ed to interconnect multiple local networ

. High-speed Internet acces$ervice used to connect to the Internet and fimatworks. This technology allows existing telep
lines to operate at higher speeds than dial-upsactieereby giving customers faster connectionessary to access data and video
content.

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

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

. InterLATA lon¢distance service. Telecommunications services, includ“80C" services, that cross LATA boundari

. Internet Dial Acces. Provides ISPs and business customers with a @mapsive, reliable and c-effective dia-up network
infrastructure

. Internet Protocol (IP.. Those protocols that facilitate transferring immfiation in packets of data and that enable eackepat a

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 (ISF. Businesses that provide Internet access to @iaibmers

. IntraLATA lon¢-distance service. These services include calls that terminate detaicustom’s local calling area but within tt
customer’s LATA, including wide area telecommunigas service or “800” services for customers wigdographically highly
concentrated deman

. Local Access Transport Area (LAT. A geographical area associated with the provisictelecommunications services by local
exchange and long distance carriers. There are AB3s in the United States, of which 27 are in ddrstate local service are
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. Local Calling Area. A geographical area, usually smaller than a LAWAhin which a customer can make telephone caitlsout
incurring lon¢-distance charges. Multiple local calling areas galhemake up a LATA

. Multi-Protocol Label Switching (MPLS)A standards-approved data networking technologgpatible 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 dedicatedhe use of an end-user organization for the gaef directly
connecting two or more site

. Public Switched Telephone Network (PS'. The worldwide voice telephone network that isessible to every person with a
telephone equipped with dial tor

. Unbundled Network Elements (UNE. Discrete elements of our network that are soldased to competitive telecommunicatis
providers and that may be combined to provide the#il telecommunications servic

. Virtual Private Network (VPN. A private network that operates securely withpudlic network (such as the Internet) by mear
encrypting transmission

. Voice over Internet Protocol (VolP)An application that provides real-time, two-wayice communication similar to our traditional
voice that originates in the Internet protocol ogdsroadband connection and often terminates oR 87eN.

. Web Hostin¢. The providing of space, power and bandwidth itaad&nters

. Wide Area Network (WAN)A communications network that covers a wide gaphbit area, such as a state or country. A WAN
typically extends a local area network outsidelthitding, over telephone common carrier lines ik lio other local area networks
in remote locations, such as branch offices -home workers and telecommute
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Unless the context requires otherwise, referenaékis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, 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 Corporatf@BC"), which is wholly owned by QCII. We provideice, data and video
services within our local service area, which csissof the 14-state region of Arizona, Coloradahia, lowa, Minnesota, Montana, Nebraska,
New Mexico, North Dakota, Oregon, South Dakota,HJ¥#&ashington and Wyoming. Through joint marketiagtionships with our affiliate:
we are able to bundle our services with additiaeavices offered by our affiliates. You can findmménformation about our products and
services and about our bundled offerings below utideheading “Products and 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 operati@@GIl maintains a wireless business and a natifilpet optic network. Through its fiber
optic network, QCII provides the following wirelirroducts and services that we do not provide:

. InterLATA long-distance service:

. Dedicated Internet acce:

. Virtual private network

. Web hosting

. Data integration

. VolP;

* MPLS-based services sold as iQ Networkitigand
. Cable-based videc

For certain other products and services we prowdd,for a variety of internal communications fumes, we utilize QCII’s fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network, QCII provides ratally and globally some data and Internet
access services, including private line, ATM arahfe relay, that are similar to services we prowdhin our local service area.

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

Until May 1, 2004, we provided wireless servicea®tigh our wholly owned subsidiary, Qwest WireletL(“Qwest Wireless”). On
May 1, 2004, we transferred ownership of Qwest W& to our parent, QSC. As a consequence, wengeldave wireless operations, and
results of operations and financial position of @Wireless are included in discontinued operatiormur consolidated financial statements.
See Note 8—Transfer of Qwest Wireless Operatiomsitacconsolidated financial statements in Iltem &af report for additional information
on discontinued operations.

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”émitLA of this report.

1
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Financial Condition

The below table provides a summary of some of eyrflnancial metrics. This information should badén conjunction with, and is
qualified by reference to, our consolidated finahstatements and notes thereto in Iltem 8 of #pent and “Management’s Discussion and
Analysis of Financial Condition and Results of GiEms” in Item 7 of this report.

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

Operating results

Operating revenu $ 9,871 $10,04¢ $10,33:
Operating expenst 7,472 7,892 8,01¢
Income from continuing operatiol 1,202 98¢ 1,04«
Net income $ 1,20 $ 977 $ 991

December 31
2006 2005
(Dollars in millions)

Balance sheet dat

Total debi $ 7,681 $ 7,66¢
Working capital deficit* (647) (737)
Accumulated defici (8,61¢) (7,82))
Total stockholde's equity $1,73( $ 2,33¢

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

Operations

Our operations are integrated into and are pati@gegments of the QCII consolidated group. Wes lthe same chief operating decision
maker, or CODM, as the consolidated group. The CODakes resource allocation decisions and assesswfditiancial performance for the
consolidated group based on QCIlI's wireline servjieéreless services and other services segmemtsnére information about QCII's
reporting segments, see QCII's Annual Report omFdB-K for the year ended December 31, 2006. Osinless contributes to QCélwireline
services and other services segments. HoweveQ@iECODM reviews our financial information only @onnection with our quarterly and
annual reports that we file with the Securities Bmdhange Commission, or SEC. Consequently, weotipmovide our discrete financial
information to the CODM on a regular basis. Seéhrdiscussion in Note 14—Contribution to QCII 8&mts to our consolidated financial
statements in Item 8 of this report.

Customers

We sell our products and services to mass maiesiness and wholesale customers. In general, ass markets customers include
consumers and small businesses. Our business arstamlude local, national and global businesgegernmental entities, and public and
private educational institutions. Our wholesaletomeers are other telecommunications providersphethase our products and services to sell
to their customers or that purchase our accesgesrthat allow them to connect their customerstaaat networks to our network. We also
our products and services to our affiliates throaghbusiness and wholesale channels.

We sell our products and services to mass markstemers using a variety of channels, includingsales and call centers, our website,
retail stores and kiosks and telemarketing. Weasllproducts and services to business and whelesatomers through direct sales,
partnership relationships and arrangements witl4barty agents.
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Products and Service

We believe consumers value the simplicity and a&stadf receiving integrated and unlimited voicevdees and the convenience of
receiving multiple services from a single provid&s.such, in 2006 QCII and we launched our “digiaikce” advertising campaign to promote
integrated local and long-distance voice servioasur mass markets customers. We continue to focusproved customer service across our
entire customer base. In addition, through jointkatng relationships with our affiliates, we afsaable to bundle our services with additic
services offered by our affiliates. For our masskags customers, we continue to focus on theseugtdzlindles and on product packages. For
these customers, product bundles are combinatiomoducts and services offered by us or our atfs (such as high-speed Internet access,
video, “digital voice” and wireless), and produeicgRages are combinations of features and senétaiing to an access line (such as 3-way
calling and call forwarding).

Our wireline products and services (consistinga€e services and data, Internet and video serfvaresoffered through our
telecommunications network. Our telecommunicatiosisvork consists of copper cables, fiber optic Hbaand cables, voice and data switches,
and all equipment required to provide telecommuioca services within our local service area. @edommunications network forms a
portion of the Public Switched Telephone Network aerves approximately 14 million access linesirstates.

Below are descriptions of the key categories ofwineline products and services.

Voice Services
Local Voice Services

Within our local service area, we originate, trasrsfand terminate local voice services within loeathange service territories as defined
by state regulators. We provide various local vaiervices to our mass markets and business custpimeluding basic local exchange servi
and switching services for customers’ communicatitmough facilities that we own. We also providéda&nced features with our local voice
exchange services, such as caller ID, call waitiad},return, 3-way calling, call forwarding andie® mail.

Additionally, we provide local voice services toellasale customers. Our wholesale local voice sesiviieclude network transport, billii
services and access to our assets by other telegoitation providers and wireless carriers. Theseises allow other telecommunications
companies to provide telecommunications servicasdtiginate or terminate on our network. We alslblSNEs, which allow our local
wholesale customers to use our network or a contibmaf our network and their own networks to paeviocal voice and data services to t
customers.

Long-Distance Voice Services
We provide IntraLATA long-distance voice servicesnass markets, business and wholesale customtiia wur local service area.

Access Services

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

Data, Internet and Video Services

We offer a broad range of products and professisaalices that enable our customers to transparéydata and video
telecommunications at speeds up to 10 gigabitse@ewnd. Our customers use these products andeimia variety of ways. Our mass
markets customers access Internet-based servitcgsaigariety of
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connection speeds and pricing packages. Our bissaussomers use our services to conduct interrtheaternal data transmissions, such as
transferring files from one location to anotherr@inolesale customers use our facilities for c@ttn and use our private line services to
connect their customers and their networks to etwark.

Revenue from our data, Internet and video sendgoe®ntly represents 26% of our total revenue. Bdé our data, Internet and video
offerings comprise our fastest growing suite ofquats. These offerings are described below.

. High-speed Internet acces#ass markets and business customers use thiseséowonnect to the Internet and private networks
This technology allows existing telephone linegperate at higher speeds than dial-up accesspthgieing customers faster
connections necessary to access data and videsntc

. Private line. Private line is a direct circuit or channel sfieaily dedicated to a customer for the purposdiodctly 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 siees to our mass markets custom

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

Other Services

We provide other services including the subleassoofe of our unused real estate, such as space office buildings, warehouses and
other properties.

Affiliate Services

We provide to our affiliates billing and collectiomarketing and advertising and other support sesviln addition, we provide to our
affiliates local voice, access, and data servioaswe also provide to external customers.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our subsidiaries, we awvrhave licenses to various patents, trademaidde thames, copyrights and other
intellectual property necessary to conduct ourrmss. We do not believe that the expiration of@gur intellectual property rights, or the
non-renewal of those rights, would materially affear results of operations.

Competition

We compete in a rapidly evolving and highly comipeti market, and we expect competition will congrto intensify. Regulatory
developments and technological advances over ttf@a years have increased opportunities forradtire communications service provide
which in turn have increased competitive pressaresur business. These alternate providers oftemfiawver regulations and have lower cost
structures than we do. In addition, the telecomrations industry is experiencing an ongoing treswdards consolidation, 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 greatgrraphical reach than we do.

4
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Voice Services
Local Voice Services

Although our status as an incumbent local exchaageer helps make us the leader in providing veieeices in our local service area,
competition in this market is continually increagiie continue to compete with traditional telecamminations providers, such as national
carriers, smaller regional providers, CLECs anapehdent telephone companies. Substitution of @gsglcable and Internbased services fi
traditional wireline services also continues tar@ase. As a result, we face greater competitiom frareless providers (including one of our
affiliates) and broadband service providers, sucbadble and Internet companies including VolP pters.

Competition is based primarily on pricing, packagof services and features, quality of service @mdheeting customer care needs. We
believe consumers value the convenience of reagiviultiple services from a single provider. Withiire telecommunications industry, these
services may include telephone, wireless, telemisiod Internet access. Accordingly, we and our editges continue to develop and deploy
more innovative product bundling and combined giloptions in an effort to retain and gain custaner

Many of our competitors are subject to fewer rejoies than we are, which affords them competitisteamtages against us. Under fed
regulations, traditional telecommunication provilare able to interconnect their networks with presell 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 regulatorsomection with rule changes, we have enteredagteements with many of our UNE
purchasers that generally provide for wholesalegsrabove previouslyaposed UNE rates. Despite these developmentsripeing obligatio
to provide UNEs continues to reduce our overaleraie and margin. For a detailed discussion of egiguis affecting our business, see
“Regulation” below. In addition, wireless and brbadd service providers generally are subject ®desio regulation, which allows them to
operate with lower costs than we are able to operat

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. Although our stadusnaincumbent local exchange carrier helps
protect us from direct competition in providing ass services, our access service customers fageetitive pressures, which in turn affect us.
As described throughout this “Competition” sectiore face significant competitive pressures in pilong data and Internet services directly to
our customers. Likewise, our access services cusface similar competitive pressures in providhngse services to their customers. As this
competition decreases demand for the servicesradaaess services customers, it in turn decreaaamt] for our access services.

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 alsmgete with large integrators that are
increasingly providing customers with data servi@sdoing so, these competitors take inter-saéfitr off of our 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 regiatuirements as we are and therefore are alaledial significant regulatory costs and
obligations, such as the obligations to make UNEslable to competitors and to provide competitieeess services.

5
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Regulation

We are subject to significant state and federallegpn, including requirements and restrictionisiag under the Communications Act of
1934, as amended, or the Communications Act, asfidéh part by the Telecommunications Act of 1986the Telecommunications Act,
state utility laws, and the rules and policieshaf Federal Communications Commission, or FCC, séafelators and other governmental
entities. Federal laws and FCC regulations geneagiply to regulated interstate telecommunicatigmsduding international
telecommunications that originate or terminatenim Wnited States), while state regulatory autresigenerally have jurisdiction over regulated
telecommunications services that are intrastatatare. The local competition aspects of the Tetenanications Act are subject to FCC
rulemaking, but the state regulatory authorities/[@ significant role in implementing some FCC sulenerally, we must obtain and maintain
certificates of authority from regulatory bodiesiost states where we offer regulated servicesvarst obtain prior regulatory approval of
rates, terms and conditions for our intrastateisesy where required.

This structure of public utility regulation gendyabrescribes the rates, terms and conditions ofegulated wholesale and retail products
and services (including those sold or leased to @)EWhile there is some commonality among theletgry frameworks from jurisdiction to
jurisdiction, each state has its own unique sebofstitutional provisions, statutes, regulatiotiputations and practices that impose restricti
or limitations on the regulated entities’ activitid-or example, in varying degrees, jurisdictiora/mprovide limited restrictions on the manner
in which a regulated entity can interact with &dfiés, transfer assets, issue debt and engagkdnimisiness activities.

Interconnection

The FCC continues to interpret the obligationsLdfCs under the Telecommunications Act to intercatbtieeir networks with and make
UNEs available to other telecommunications proddapwever, as a result of the FCC'’s rules thateeussed below, the intensity of this
regulatory activity has diminished. These decisiesisiblish our obligations in our local servicesaaad affect our ability to compete outside of
our local service area. In February 2005, the F$€3Qad new unbundling rules. The new rules, amadmegr ohings: (i) require ILECs to provide
unbundled access to certain medium to high capaeibsport services in the vast majority of theiirewcenters; and (ii) allow CLECs to cony
certain medium to high capacity transport servioddNEs or combinations of UNEs, as long as the Ckneet applicable qualification
requirements. These rules are final and requireesdmat less unbundling than the unbundling ruleg teplaced. The FCC has provided us
additional limited unbundling relief in our OmaliNebraska service area in response to a petitiofofbearance we filed. That decision is
currently being reviewed in the D.C. Circuit CoaftAppeals, based on appeals filed by us and qtheies.

In September 2003, the FCC released a notice gioger rulemaking, instituting a comprehensive rgwéthe rules pursuant to which
UNEs are priced and on how the discounts to CLE€®stablished for their intended resale of owises. In particular, the FCC indicated
that it will re-evaluate the rules and principlesreunding Total Element Long Run Incremental Castich is the basis upon which UNE
prices are set. The outcome of this rulemakingdbalve a material effect on the revenue and maegisgciated with our provision of UNEs
CLECs.

Intercarrier Compensation and Access Pricir

The FCC has initiated a number of proceedingsédfiatt the rates and charges for access serviaésvthsell to or purchase from other
carriers. In 2005, the FCC released a notice gigsed rulemaking in a pending intercarrier compémsaocket, and parties filed comments
addressing issues raised in the FCC notice andusimdustry group proposals for revising the icaerier compensation regime. In October
2006, parties filed additional comments on a ptarirftercarrier compensation reform submitted layalition of telecommunications carriers.
The rules emanating from this FCC rulemaking prdoggcould result in fundamental changes in thegdmwe collect from other carriers ¢
our end-users. This proceeding has not yet
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been completed, and, because of its complexityeandomic significance, may not be completed forestime. This complexity is due in part
to the advent of new types of traffic (such as \Jdt® which accurate billing is difficult to assuoe verify (sometimes referred to as “phantom
traffic”). The FCC may address discrete intercart@mpensation issues, such as compensation fotqrharaffic, prior to completing
comprehensive reform. Also, there has been a radtteend toward reducing the amounts charged ferafisur networks to terminate all types
of calls, with a corresponding shift of costs ta-arsers. From time to time, the state regulataasbgulate intrastate access charges conduct
proceedings that may affect the rates and chanyexctess services.

In October 2004, in a related docket the FCC rel@as order deciding to forbear from applying dert&P reciprocal compensation
interim rules adopted in 2001. Those particulagrint rules related to the cap on the number of tegof use and the requirement that carriers
exchange ISP-bound traffic on a bill-and-keep bishose carriers were not exchanging traffic jparst to interconnection agreements prior to
adoption of the interim rules. In June 2006, th€ BCircuit Court of Appeals upheld the October 20@der, and this order is now final. The
effect of this order may be to increase signifibantir payments of reciprocal compensation. In samtances, existing state rules regarding
reciprocal compensation and applicable interconoeagreements limit the effect of this order.

In January 2005, the FCC initiated a proceedingxaimine whether ILEC special access rates shoulddweed and pricing flexibility fc
those services should be curtailed. Reply commiarttés proceeding were filed in July 2005. Thisgeeding is pending before the FCC.

Voice Over Internet Protocol and Broadband InternAtcess Services

In September 2003, Vonage Holdings Corporatioml fidepetition for declaratory ruling requesting tthet FCC preempt an order of the
Minnesota Public Utilities Commission imposing r&gions applicable to providers of telephone serdo Vonages DigitalVoice, an IP bas¢
voice service sold to retail customers. In Noveniti#i4, the FCC released its unanimous decisionnigndhat preemption of state
telecommunication service regulation was consisigtht federal law and policies intended to promtbie continued development of the
Internet, broadband and interactive services. TB€ Rurther concluded that divergent state ruleguliegions and licensing requirements could
impede the rollout of those services that benefitstimers by providing them with more choice, coitipatand innovation. An appeal of the
FCC'’s order is currently pending before the Eig@tfcuit Court of Appeals.

In March 2004, the FCC issued its notice of prodasdemaking instituting a formal rulemaking prodewy, or the IP-Enabled Services
Proceeding, addressing many issues related to &udRother Internet services. This rulemaking raissses that overlap, to a degree, with the
rulemakings concerning ILEC Broadband Telecommuitna Services and Intercarrier Compensation. Thegea number of issues that have
been presented to the FCC that concern VolP andthéd affect intercarrier compensation requiretaemd other federal or state
requirements, such as programs that support tlem&iin of telecommunications and Internet facsitie rural areas and to public schools and
facilities in inner cities. The FCC has also stdtet the question of whether these IP-based sanghould be classified as an unregulated
“information service™under the Communications Act or as telecommuninatiervices will be addressed in this proceedihg. HCC may als
address in this proceeding whether VolP providesstpay carrier access charges or intercarrier eosgtion and other issues involving IP-
enabled services, including access by disabledpsyapplicability of law enforcement statutes #raprovision of emergency (911) services.
This proceeding remains pending. In a separaterghated, rulemaking the FCC has issued rules reguall VolP providers to offer 911
service in conjunction with their VolP services.amother proceeding in 2006, the FCC required piergi of VolP services to make
contributions to support “universal service,” baseda percentage of their revenues from thoseesvirhis decision has been appealed and is
being reviewed on an expedited basis by the D.@u@iCourt of Appeals. We are following these depenents closely, as our network is
capable of VolIP transport and other combinationgoiade and data in an IP-addressed packet form@P dfferings are likely to grow as the

7
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technology matures and the regulatory situatiatasfied, and this growth in VoIP could contributefurther declines in our sales of
traditional local exchange access lines or locaharge services.

In September 2005, the FCC issued an order refylagsicertain ILEC wireline broadband Internet egsefferings as information
services no longer subject to tariffing or othemeooon carrier obligations. We have eliminated theféerings from our federal tariffs, which
allows us to tailor our wireline broadband Interaetess offerings to specific customer needs. Aigefor review of the FCC's order is
currently pending before the Third Circuit CourtAgpeals. In June 2006, Qwest filed a petition eghhe FCC to apply similar regulatory
relief to its other broadband services. A decisiom the FCC is expected by the second half of 2007

Universal Service

The FCC maintains a number of “universal serviaggpams that are intended to ensure affordablphelee service for all Americans,
including low-income consumers and those livingural areas that are costly to serve, and enswesa¢o advanced telecommunications
services for schools, libraries and rural healtte gaoviders. These programs, which currently totar $6 billion annually, are funded through
contributions by interstate telecommunicationsieasr which are generally passed through to thedrgsers. Currently, universal service
contributions are assessed at a rate of approxXynBdepercent of interstate and international eserdelecommunications revenues. The F(
actively considering a new contribution methodolbgged on telephone numbers, which could signifigamcrease our universal service
contributions, and potentially affect the demanddertain telecommunications services. If a teleghoumber contribution methodology is
adopted, it will likely apply to all wireline, witess and VolP service providers.

We are also currently the recipient of over $8Qiorilannually in federal universal service subsidiexcluding amounts received through
the schools, libraries and rural health care pmog)aThe FCC is actively considering changes irsthécture and distribution methodology of
its universal service programs. The resolutiorhese proceedings ultimately could affect the amofioniversal service support we receive.

Employees
As of December 31, 2006, we employed approximété|900 people.

Approximately 22,000 of our employees are represeby collective bargaining agreements with the @aomications Workers of
America, or CWA, and the International BrotherhaddElectrical Workers, or IBEW. In August 2005, neached agreements with the CWA
and the IBEW on three-year labor agreements. Eattiese agreements was ratified by union membetsapires on August 16, 2008.

Website Access

Our website addresswsvw.qwest.comThe information contained on, or that may be ased through, our website 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 ainvestor relations websitejpvw.qwest.com/about/investoruinder 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 finaha#icers, in accordance with Section 406 of tletfiines-Oxley Act of 2002, the rules of the
SEC promulgated thereunder and the New York Stoch&nge rules. In the event that QCIl makes anypgbsito, or provides any waivers
from, the provisions of its code of conduct apdieato its and our principal executive officer asahior financial officers, QCII intends to
disclose these events on QCII's and our websita arreport on Form 8-K within four business dajsuch event.
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These codes of conduct, as well as copies of Q@uidelines on significant governance issues aadtarters of QCII’'s audit
committee, compensation and human resources coeengittd nominating and governance committee, afablaon QCII's and our website
atwww.qwest.com/about/investor/governancén print to any stockholder who requests thenséyding a written request to QCII's Corporate
Secretary at Qwest Communications International k801 California Street, Denver, Colorado 80202.

Special Note Regarding Forward-Looking Statements

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

. statements concerning the benefits that we expiflatesult from our business activities and certaansactions we have completed,
such as increased revenue, decreased expensegaheleexpenses and expenditures;

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

These statements may be made expressly in thisydodwor may be incorporated by reference to otheuchents we have filed or will
file with the SEC. You can find many of these stagats by looking for words such as “may,” “woultcould,” “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 toemaos assumptions, risks and uncertainties thataaage our actual results to be
materially different from any future results expmed or implied by us in those statements. Sombeesiet risks are described in “Risk Factans”
Item 1A of this report. These risk factors shoutddonsidered in connection with any written or doalvard-looking statements that we or
persons acting on our behalf may issue. Given thesertainties, we caution investors not to undaly on our forward-looking statements.

We do not undertake any obligation to review orfconanalysts’ expectations or estimates or toaséepublicly any revisions to any forward-
looking statements to reflect events or circumstarafter the date of this document or to reflegtdbcurrence of unanticipated events. Further,
the information about our intentions containedhis document is a statement of our intention ab@idate of this document and is based upon,
among other things, the existing regulatory envinent, industry conditions, market conditions aridg®, the economy in general and our
assumptions as of such date. We may change outionis, at any time and without notice, based uponchanges in such factors, in 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 our core local business foaile companies, wireless providers (including aheur affiliates), facilities-based
providers using their own networks as well as tHeasing parts of our network, and resellers. lditazh, regulatory developments over the
past few years have generally increased competti@ssures on our business. Due to some of thesether factors, we continue to lose
access lines.

We are consistently evaluating our responses sethempetitive pressures. Our recent responseasimg@roduct bundling and packagi
QClI's and our “digital voice” advertising campaignd focusing on customer service. However, we nmye successful in these efforts. We
may not have sufficient resources to distinguishsauvice levels from those of our competitors, asgdmay not be successful in integrating
product offerings, especially satellite video seeg for which we act as a reseller. Even if wesazessful, these initiatives may not be
sufficient to offset our continuing loss of accésss. If these initiatives are unsuccessful ouffisient and our revenue declines significantly
without corresponding cost reductions, this willilsa a significant deterioration to our results pémations and financial condition and
adversely affect our ability to service debt anyg pther obligations.

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 is experiencingagoing trend towards consolidation, and severalunfcompetitors have
consolidated with other telecommunications prowsddiis trend results in competitors that are laegel better financed and affords our
competitors increased resources and greater gdugahpeach, thereby enabling those competitorotopete more effectively against us. We
have begun to experience and expect further inedepiessures as a result of this trend and inhtave been and 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 and our ability to
service our debt.

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

From time to time, we receive notices from thirdtjgs claiming we have infringed or are infringingon their intellectual property righ
We may receive similar notices in the future. Residog to these claims may require us to expendfgignt time and money defending our
of affected technology, may require us to
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enter into royalty or licensing agreements on fagerable terms than we could otherwise obtain ay mequire us to pay damages. If we are
required to take one or more of these actionspofit margins may decline. In addition, in respmggto these claims, we may be required to
stop selling or redesign one or more of our prasloctservices, which could significantly and adegraffect the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the material matters pendagginst QCII and us, which include the remainingesurities actions, the KPNQwe
litigation, and the investigation of QCII's businescurrently being conducted by the Department okfige, or DOJ, could have a material
adverse impact on our financial condition and opeirag results, on the trading price of our debt seatties and on our ability to access the
capital markets

As described in “Legal Proceedings” in Iltem 3 dtfeport, the remaining securities actions, certdithe KPNQwest litigation, and the
DOJ investigation present material and signifig@sks to QCII and us. In the aggregate, the pliin the remaining securities actions and
KPNQwest litigation, as well as persons who, airtrexjuest, were excluded from the settlement dla#ise consolidated securities action, seek
billions of dollars in damages. In addition, theamume of one or more of these matters or the D@dsitigation could have a negative impac
the outcomes of the other actions. Further, the, sizope and nature of the restatements of QGiHsalidated financial statements for 2001
and 2000, which are described in QCII's Annual Repa Form 10-K/A for the fiscal year ended Decentdi 2002, affect the risks presented
by many of these matters as they involve, amongrdttings, QCII’s prior accounting practices anidted disclosures. Plaintiffs in certain of
the remaining securities actions have alleged @Cdstatement of items in support of their clai@€ll and we continue to defend against the
remaining securities actions and the KPNQwestditan vigorously and are currently unable to prevéshy estimate as to the timing of their
resolution.

We can give no assurance as to the impacts on &t our financial results or financial condittbat may ultimately result from these
matters. With respect to the remaining securit@®as and any additional actions that may be binbbg parties who, at their request, were
excluded from the settlement class in the consw@ilaecurities action but who have not yet fileit, $dCll has recorded reserves in its finan
statements for the minimum estimated amount ofildsslieves is probable. However, the ultimatecoutes of those claims are still uncertain,
and the amount of loss QCII ultimately incurs cobddsubstantially more than the reserves it hagiged. If the recorded reserves are
insufficient, QCII will need to record additiongharges to its consolidated statement of operatiofigure periods. In addition, settlements or
judgments in several of these actions substantiakgxcess of QC's recorded reserves could have a significant impadCIl and us. The
magnitude of such settlements or judgments regultom these matters could materially and advera#ct QCII's financial condition and
ability to meet its debt obligations, potentiallgpacting its credit ratings, its ability to acceapital markets and its compliance with debt
covenants. In addition, the magnitude of any s@ttiesnents or judgments may cause QCII to draw dsigmificantly on its cash balances,
which might force it to obtain additional financiong explore other methods to generate cash. Sutioahe could include issuing additional
securities or selling assets. As a wholly ownedsiliry of QCII, our business operations and firi@nmondition could be similarly affected.

Further, there are other material proceedings penajainst QCIl and us as described in “Legal Rydicgys” 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.

Current or future civil or criminal actions againsQCII's former officers and employees could reduiteestor confidence in QCIl and us
and cause the trading price of our debt securittesdecline.

As a result of QCII's past accounting issues, itmesonfidence in QCIl and us has suffered andasuffer further. Although QCII has
consummated a settlement with the SEC concerngrigvestigation of QCII,
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in March 2005, the SEC filed suit against QCII'snfier chief executive officer, Joseph Nacchio, tWQ€II's former chief financial officers,
Robert Woodruff and Robin Szeliga, and other for@@il officers and employees. In December 2005jrainal indictment was filed against
Mr. Nacchio charging him with 42 counts of insidexding.

Trial is scheduled to begin in March 2007 in conimecwith the criminal charges against Mr. Naccland a trial could take place in the
pending SEC lawsuit against Mr. Nacchio and othevidence introduced at such trials and in othettensmay result in further scrutiny by
governmental authorities and others. The existehtigis heightened scrutiny could adversely affegestor confidence in QCII and us and
cause the trading price of our debt securitiestdide.

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

Our operations are subject to significant fedezgltation, including the Communications Act and F@@ulations thereunder. We are
also subject to the applicable laws and regulatidngrious states, including regulation by pulblitity commissions, or PUCs, and other state
agencies. Federal laws and FCC regulations gepeyafily to regulated interstate telecommunicati@mduding international
telecommunications that originate or terminatehim tnited States), while state regulatory auttewienerally have jurisdiction over regulated
telecommunications services that are intrastateiare. The local competition aspects of the Tetenanications Act are subject to FCC
rulemaking, but the state regulatory authorities/@ significant role in implementing those FCGaulGenerally, we must obtain and maintain
certificates of authority from regulatory bodiesmost states where we offer regulated servicesrarst obtain prior regulatory approval of
rates, terms and conditions for our intrastateisesy where required. Our businesses are subjectrieerous, and often quite detailed,
requirements under federal, state and local lawssrand regulations. Accordingly, we cannot ensusewe are always in compliance with all
these requirements at any single point in time. agrencies responsible for the enforcement of tlzegg, rules and regulations may initiate
inquiries or actions based on their own perceptafraur conduct, or based on customer complairgs.“Business—Regulation” in Item 1 of
this report for additional information about regidas affecting our business.

Regulation of the telecommunications industry iarging rapidly, and the regulatory environmentessubstantially from state to state.
A number of state legislatures and state PUCs hdupted reduced or modified forms of regulationré&tail services. This is generally
beneficial to us because it reduces regulatorysast regulatory filing and reporting requiremeifitsese changes also generally allow more
flexibility for new product introduction and enhanour ability to respond to competition. At the saiime, some of the changes, occurring at
both the state and federal level, may have thenpiateeffect of reducing some regulatory protecsicimcluding having FCC-approved tariffs
that include rates, terms and conditions. Thesagdmmay necessitate the need for customer-speoifitacts to address matters previously
covered in our tariffs. Despite these regulatorgrdes, a substantial portion of our local voiceises revenue remains subject to FCC and
state PUC pricing regulation, which could exposéousnanticipated price declines. There can bessarance that future regulatory, judicial or
legislative activities will not have a material &dse effect on our operations, or that regulatothicd parties will not raise material issues with
regard to our compliance or noncompliance with @gple regulations.

All of our operations are also subject to a var@tgnvironmental, safety, health and other govenmtal 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 compliancehwvgitich regulations, any such discharge,
disposal or emission might expose us to claimtois that could have a material adverse effedwrbusiness, financial condition and
operating results.
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Risks Affecting Our Liquidity

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

Our ultimate parent, QCII, continues to carry siigant debt. As of December 31, 2006, our constdidalebt was approximately $7.7
billion, which was included in QCII's consolidatddbt of $14.9 billion as of that date. Approximgt$2.3 billion of QCII's debt, which
includes approximately $392 million of our debtightions, comes due over the next three yearddditian, holders of QCII's $1.265 billion
3.50% Convertible Senior Notes due 2025 may etecbtivert the principal of their notes into cashinty periods when specified, marketse:
conversion requirements are met. However, QCII e¢a¢@nticipate holders will make such an elecbenause the market price of these notes
is currently above the estimated conversion valieile we currently believe QCIl and we will haveetfinancial resources to meet our
obligations when they come due, we cannot antieipdtat QCII's and our future condition will be. Wy have unexpected costs and
liabilities and we may have limited access to firiag. In addition, on October 4, 2006, QCII's BoafDirectors approved a stock repurchase
program for up to $2 billion of QCII’'s common stooker two years. Cash used by QCII in connectiah any purchases of its common stock
would not be available for other purposes, inclgdime repayment of debt.

We may periodically need to obtain financing inertb meet our debt obligations as they come dueemaly also need to obtain
additional financing or investigate other methanlgénerate cash (such as further cost reductiotieem@ale of assets) if revenue and cash
provided by operations decline, if economic codisi weaken, if competitive pressures increase@QCifl or we become subject to significant
judgments, settlements and/or tax payments asdiudiscussed i“Legal Proceedings” in Item 3 of this report andidanagement’s
Discussion and Analysis of Financial Condition &webults of Operations—Liquidity and Capital Resestdn Item 7 of this report. We can
give no assurance that this additional financinlgjlvé available on terms that are acceptable. Al@omay be impacted by factors relating to or
affecting our liquidity and capital resources dogérception in the market, impacts on our creatings or provisions in our financing
agreements that may restrict our flexibility undertain 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 ottlebt issues of QCII and its other subsidiariesehaoss acceleration provisions. When
present, these provisions could have a wider impadiguidity than might otherwise arise from aaldf or acceleration of a single debt
instrument. As a wholly owned subsidiary of QCIHaQSC, any such event could adversely affect ollityato conduct business or access the
capital markets and could adversely impact ouritratings. In addition, the Credit Facility comaivarious limitations, including a restriction
on using any proceeds from the facility to paylsgtents or judgments relating to the DOJ invesiigeand securities actions discussed in
“Legal Proceedings” in Item 3 of this report.

Our high debt levels could adversely impact ouditnatings. Additionally, the degree to which wegether with QCII, are leveraged
may have other important limiting consequenceduding the following:

. placing us at a competitive disadvantage as cordpaith 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 industishioh we operate; ar

. impairing our ability to obtain additional finangrin the future for working capital, capital expéodes or general corpora
purposes
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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 capitalireepents will continue to be significa
in the coming years. Although we have reduced apital expenditures and operating expenses ovarasiefew years, we may be unable to
further significantly reduce these costs, evervienue in some areas of our business is decre&¥Hite we believe that our current level of
capital expenditures will meet both our maintenaawog our core growth requirements going forwaris, thay not be the case if circumstances
underlying our expectations change.

Declines in the value of QC’s qualified pension plan assets, or unfavorableasiges in laws or regulations that govern pensiomipl
funding, could require it to provide significant aounts of funding for its qualified pension plar

Our employees patrticipate in a qualified defineddfi pension plan sponsored by QCII. While QCledmot expect to be required to
make material cash contributions to its qualifiedined benefit pension plan in the near term bageoh current actuarial analyses and
forecasts, a significant decline in the value ddlijied pension plan assets in the future or unfalste changes in laws or regulations that
govern pension plan funding could materially chatigetiming and amount of required pension fundikga result, QCII and we may be
required to fund QCII's qualified defined benefénsion plan with cash from operations, perhaps tmaterial amount.

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.

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 critiegbounting 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, or GAAP, requires management to make judtgnassumptions and estimates that affect the aimoeported in our consolidated
financial statements and accompanying notes. Quicatraccounting policies, which are describedNManagement’s Discussion and Analysis
of Financial Condition and Results of Operatioimsitem 7 of this report, describe those significaccounting policies and methods used in
preparation of our consolidated financial statermémat are considered “critical” because they neguidgments, assumptions and estimates
that materially impact our consolidated financiatements and related disclosures. As a restiltilife events or assumptions differ
significantly from the judgments, assumptions astihgates in our critical accounting policies, thesents or assumptions could have a
material impact on our consolidated financial stetats and related disclosures.
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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 inctemeaeturn of QCII. As such, we could be severhdlle for tax examinations and
adjustments attributed to other members of the @@illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits
from the Internal Revenue Service, or IRS, as aglirom state and local tax authorities. Thesetawduld subject us to risks due to adverse
positions that may be taken by these tax autheriBee “Legal Proceedingsi’ Item 3 of this report for examples of legal predings involvin
some of these adverse positions. For examplegifotlrth quarter of 2004, QCII received noticepafposed adjustments on several signifi
issues for its 1998-2001 audit cycle. Certain esthproposed adjustments are before the Appeate@ffthe IRS. And in June 2006 QCII
received notices of proposed adjustments on sesigaificant issues for its 2002003 audit cycle, including a proposed adjustmésglibwing
a loss recognized by QCII relating to the salg®DEX directory publishing business. There is ssuaance that QCII and the IRS will reach
settlements on any of these issues or that, if @Gk reach settlements, the terms will be faverabQCII.

Because prior to 1999 QCII was a member of aféiliagroups filing consolidated U.S. federal incomereturns, QCII could be severally
liable for tax examinations and adjustments natadly applicable to current members of the QCliliated group. Tax sharing agreements f
been executed between QCII and previous affiliated,QCII believes the liabilities, if any, arisifrgm adjustments to previously filed returns
would be borne by the affiliated group member dateed to have a deficiency under the terms anditiond of such agreements and
applicable tax law. Generally, QCII has not prodder liabilities of former affiliated members avrfclaims they have asserted or may assert
against QCII.

While QCII believes its tax reserves adequatelyioi®for the associated tax contingencies, QC#saudits and examinations may
result in tax liabilities that differ materiallydm those QCII has recorded in its consolidatedniife statements. Also, the ultimate outcome
all of these matters are uncertain, and QCII cae gb assurance as to whether an adverse resultdine or more of them will have a material
effect on its financial results or its net opergtioss carryforwards, which could in turn affect éimancial condition and operating results to
extent the matters affect us.

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 striketheowork 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. In
August 2005, we reached agreements with the CWAtlz¢BEW on three-year labor agreements. Eachesfe¢ agreements was ratified by
union members and expires on August 16, 2008. Althave believe that our relations with our emplayare satisfactory, no assurance ca
given that we will be able to successfully extendemegotiate our collective bargaining agreemastthey expire from time to time. The
impact of future negotiations, including changesvages and benefit levels, could have a materiphghon our financial results. Also, if we
fail to extend or renegotiate our collective baniyag agreements, if disputes with our unions aséf, our unionized workers engage in a st
or other work stoppage, we could incur higher ongdabor costs or experience a significant disauptf operations, which could have a
material adverse effect on our business.

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

Our principal properties do not lend themselvesitaple description by character and location. Térmmonents of our gross investmer
property, plant and equipment consisted of thewilhg as of December 31, 2006 and 2005:

200¢ 200¢

Components of gross investment in property, pladtequipment
Land and building: 7% 7%
Communications equipme 43% 43%
Other network equipmel 46% 45%
Genere-purpose computers and ott _ 4% _ 5%
Total 10C% 10C%

Land and buildings consist of land, land improvetageentral office and certain administrative afflsuildings. Communications
equipment primarily consists of switches, routerd ransmission electronics. Other network equipgrpemarily includes conduit and cable.
Generalpurpose computers and other consist principaliyoofiputers, office equipment, vehicles and otheegdrsupport equipment. We o
substantially all of our telecommunications equiptrequired for our business. Total gross investrireproperty, plant and equipment was
approximately $43.5 billion and $43.3 billion atd@enber 31, 2006 and 2005, respectively, before depaccumulated depreciation.

We own and lease administrative offices in majotromolitan locations within our local service ar€@r network management centers
are located primarily in buildings that we own ativus locations in geographic areas that we s&uwbstantially all of the installations of
central office equipment for our local service Imesis are located in buildings and on land thatwe o

For additional information, see Note 5—PropertyrPland Equipment to our consolidated financiakst@nts in Item 8 of this report.

ITEM 3. LEGAL PROCEEDINGS

QCll is involved in several legal proceedings tashhwe are not a party that, if resolved againstiQould 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 (primarily the matter dissed under the heading “Regulatory Matter” anchthéter discussed under the heading “DOJ
Investigation and Remaining Securities Actions—@theOnly those matters to which we are a party reptesamtingencies for which we he
recorded, or could reasonably anticipate recordingaccrual if appropriate to do so.

Throughout this section, when we refer to a clasi®m 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 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 plésntifpresented the settlement class they purptotezbresent.

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 distairt in Colorado against QCIl and various
other defendants. The first of these actions wed tin July 27, 2001. Plaintiffs alleged, amongeotinings, that defendants issued false and
misleading financial results and made false statesngbout QCII's business and investments, inclydiaterially false
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statements in certain of QCII’s registration statats. The most recent complaint in this matter Bbugspecified compensatory damages and
other relief. However, counsel for plaintiffs indted that the putative class would seek damagéeitens of billions of dollars.

In November 2005, QCII, certain other defendamnts, the putative class representatives enterecaimddiled with the federal district
court in Colorado a Stipulation of Partial Settlernthat, if implemented, will settle the consoliglétsecurities 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—$200iom of which was deposited in 2006, and $200 imnillof which (plus interest) was
deposited on January 12, 2007. In connection wighsettlement, QCII received $10 million from AntrAndersen LLP, which is also being
released by the class representatives and thetblassepresent. If the settlement is not impler@én@QCll will be repaid the $400 million, less
certain expenses, and QCII will repay the $10 omillio Arthur Andersen.

If implemented, the settlement will resolve ancaske the individual claims of the class represeetaand the claims of the settlement
class they represent against QCIl and all defesdaxtept Joseph Nacchio, our former chief execwtfieer, and Robert Woodruff, our forn
chief financial officer. In September 2006, thedral district court in Colorado issued an orderraping the proposed settlement and certify
a settlement class on behalf of purchasers of @@liblicly traded securities between May 24, 1989 2uly 28, 2002. Messrs. Nacchio and
Woodruff have appealed that order, and their apigganding.

As noted below under “Remaining Securities Actibaspumber of persons, including large pension &jneere excluded from the
settlement class at their request. Some of thessgigrefunds have filed individual suits against QQICII will continue to defend against such
claims vigorously.

Settlement of Consolidated ERISA Action

Seven putative class actions brought against Q@pgrtedly on behalf of all participants and beciefies of the Qwest Savings and
Investment Plan and predecessor plans, or the Wkxe, consolidated into a consolidated action d@efal district court in Colorado. Other
defendants in this action include current and fardieectors of QCII, former officers and employed€QCII and Deutsche Bank Trust
Company Americas, or Deutsche Bank (formerly ddinginess as Bankers Trust Company). These suitpatport to seek relief on behalf of
the Plan. The first of these actions was filed iarbh 2002. Plaintiffs asserted breach of fiductuty claims against QCII and others under the
Employee Retirement Income Security Act of 1974amended, alleging, among other things, variougsapnieties in managing holdings of
QCII stock in the Plan from March 7, 1999 until dary 12, 2004. Plaintiffs sought damages, equitabtedeclaratory relief, along with
attorneys’ fees and costs and restitution. Couiesgdlaintiffs indicated that the putative classulebseek billions of dollars of damages.

On April 26, 2006, QCII, the other defendants, #reputative class representatives entered int@pal&ion of Settlement that, if
implemented, will settle the consolidated ERISA@tagainst QCIl and all defendants. No partiesiadny wrongdoing as part of the
proposed settlement. QCII has deposited $33 milliczash into a settlement fund in connection i proposed settlement. Pursuant to the
Stipulation of Settlement, QCII has also agreepap, subject to certain contingencies, the amdtiahg) by which the Plan’s recovery from
the settlement of the consolidated securities adtidess than $20 million. Deutsche Bank has dégb$4.5 million in cash into a settlement
fund to settle the claims against it in connectioth the proposed settlement. QCII received cerlit@nrance proceeds as a contribution by
individual defendants to this settlement, whictsetf$10 million of our $33 million payment. If teettlement is not ultimately effected, QCII
will be repaid the amounts it has deposited ineogéttlement fund, less certain expenses, and @iChepay the insurance proceeds.

In January 2007, the district court issued an oagigroving the settlement and certifying a settleinetass on behalf of participants in ¢
beneficiaries of the Plan who owned, bought, soldedd shares or units of the
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Qwest Shares Fund, U S WEST Shares Fund or QClinmonstock in their Plan accounts from March 7, 1888 January 12, 2004. That
order is subject to appeal.

Remaining Securities Actions and DOJ Investigation

The remaining securities actions and the DOJ inyatson described below present material and sicanitt risks to QCII. The size, scope
and nature of the restatements of QCII's consaidifinancial statements for 2001 and 2000, whiehdascribed in QCII’s previously issued
consolidated financial statements for the year ériglecember 31, 2002, or QCII's 2002 Financial Stetets, affect the risks presented by this
investigation and these actions, as these maitteodvie, among other things, QQlprior accounting practices and related disclasupintiffs
in certain of the remaining securities actions halleged QCII's restatement of items in supporthefir claims. We can give no assurance as to
the impacts on our or QCII's financial results imahcial condition that may ultimately result frahese matters.

QCII has reserves recorded in its financial statémfor the minimum estimated amount of loss Q@lldves is probable with respect to
the remaining securities actions as well as anjytiaddl actions that may be brought by parties,thatdescribed below under “Remaining
Securities Actions,” have opted out of the settletwé the consolidated securities action. QCII feorded its estimate of the minimum
liability for these matters because no estimatgrobable loss for these matters is a better estithain any other amount. If the recorded
reserves are insufficient to cover these matte®) @ill need to record additional charges to itmsolidated statement of operations in future
periods. The amount QCII has reserved for theséensas its estimate of the lowest end of the fmssiange of loss. The ultimate outcomes of
these matters are still uncertain and the amoulatssfQCII may ultimately incur could be substditimore than the reserves it has provided.

QCII continues to defend against the remaining is&esl actions vigorously and is currently unaldgtovide any estimate as to the
timing of the resolution of these actions. Settlataer judgments in several of these actions saobatly in excess of QCII's recorded reserves
could have a significant impact on QCII. The magué of such settlements or judgments resulting fiteese actions could materially and
adversely affect QCII's financial condition and lapito meet its debt obligations, potentially ingtiag its credit ratings, its ability to access
capital markets and its compliance with debt coméndn addition, the magnitude of any such settiets or judgments may cause QCII to
draw down significantly on its cash balances, whidght force QCII to obtain additional financing @éxplore other methods to generate cash.
Such methods could include issuing additional séesror selling assets. As a wholly owned subsjdad QCII, our business operations and
financial condition would be similarly affected.

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 liabilities, and QGl ibeen advancing legal fees and costs to
many current and former directors, officers and leyges in connection with the securities action®JDnvestigation and certain other matters.

Remaining Securities Action

QCIl is a defendant in the securities actions diesdrbelow. At their request, plaintiffs in thesgians were excluded from the settlement
class of the consolidated securities action. Assalt, their claims were not released by the distourt’'s order approving the settlement of the
consolidated securities action. These plaintifigeheariously alleged, among other things, that Q@H others violated federal and state
securities laws, engaged in fraud, civil conspiraoy negligent misrepresentation, and breachedifiduduties owed to investors by issuing
false and misleading financial reports and statéspdalsely inflating revenue and decreasing expgnsreating false perceptions of revenue
and growth prospects and/or employing improper @aeting practices. Other defendants in one or mbtkase actions include former
directors, officers and employees of QCII, Arthurdersen LLP, certain investment banks and othéagtRfs variously seek, among other
things, compensatory and punitive damages, rastituequitable and declaratory relief, pre-judgmiatérest, costs and attorneys’ fees.
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Together, the parties to these lawsuits contertctiley have incurred losses resulting from therestments in QCII's securities in excess
of $860 million; they have also asserted claimgianitive damages and interest, in addition tonetaio recover their alleged losses.

Plaintiff(s) Date Filed Court Where Action Is Pending

State of New Jersey (Treasury Department, Division November 27, 200 New Jersey Superior Court, Mercer Cou
Investment

State Universities Retirement System of Illin January 10, 200 Circuit Court of Cook County, lllinoi

Shriners Hospitals for Children March 22, 2004 Federal District Court in Colorado

October 31, 200

Teacher Retirement System of Louisial March 30, 200 Federal District Court in Colorac

New York State Common Retirement Ft April 18, 2006 Federal District Court in Colorac

San Francisco Employees Retirement Sys April 18, 2006 Federal District Court in Colorac

Fire and Police Pension Association of Color April 18, 2006 Federal District Court in Colorac

Commonwealth of Pennsylvania Public School Emple’ May 1, 200€ Federal District Court in Colorac
Retirement Syster

Merrill Lynch Investment Master Basic Value Trustrie, et al  June 21, 200 Federal District Court in Colorac

Denver Employees Retirement P August 7, 200¢ Federal District Court in Colorac

FTWF Franklin Mutual Beacon Fund, et October 17, 200 Superior Court, State of California, County

San Francisc

Since the beginning of the fourth quarter of 20Q€I settled the claims of certain of those partid® were excluded from the settlerr
class of the consolidated securities action.

At their request, other persons (including largesien funds) who have not yet filed suit were agoluded from the settlement class. As
a result, their claims will not be released by dhger approving the settlement of the consolidatlirities action even if that order is affirmed
on appeal. QCII expects that some of these othrsope will file actions against it if it is unaltie resolve those matters amicably. In the
aggregate, the persons who have requested exclugiarthe settlement class, excluding those ligtetie table above and those whose claims
have been settled, contend that they have inclosseés resulting from their investments in QClEsurities of approximately $1.19 billion,
which does not include any claims for punitive dgesor interest. Due to the fact that many of #rs@ns who requested exclusion from the
settlement class have not filed lawsuits, it ididifit to evaluate the claims that they may asseegardless, QCII will vigorously defend agal
any such claims.

Other

A putative class action purportedly brought on Wiebigpurchasers of QCII's stock between June Z®)®and June 27, 2002 and owners
of U S WEST, Inc. stock on June 28, 2000 is pendingolorado in the District Court for the CountiyBoulder. We are also a defendant in
action. This action was filed on June 27, 2002irfifés allege, among other things, that QCII andey defendants issued false and misleading
statements and engaged in improper accountingipeadh order to accomplish the U S WEST/Qwest miergp make QCII appear successful
and to inflate the value of QCII's stock. Plairdifeek unspecified monetary damages, disgorgeréletgal gains and other relief.
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DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. Atty’s Office for the District of Colorado of a erinal investigation of its business.
QCII believes the U.S. Attorney’s Office has invgated various matters that include transactiotsee to the various adjustments and
restatements described in QCII's 2002 FinancialeBtants, transactions between QCII and certaitsafendors and certain investments in the
securities of those vendors by individuals assediatith QCII, and certain prior disclosures madegil. QCII is continuing in its efforts to
cooperate fully with the U.S. Attorney/Office in its investigation. However, QCII canmoedict the outcome of this investigation or tineirg
of its resolution.

KPNQwest Litigation/Investigation
Settlement of Putative Securities Class Acti

A putative class action was brought in the feddistkict court for the Southern District of New aagainst QCII, certain of its former
executives who were also on the supervisory boakdlPdlQwest, N.V. (of which QCIl was a major sharkter), and others. This lawsuit was
initially filed on October 4, 2002. The most recentnplaint alleged, purportedly on behalf of cerfaiirchasers of KPNQwest securities, that,
among other things, defendants engaged in a frantiatheme and deceptive course of business in ordglate KPNQwess revenue and tl
value of KPNQwest securities. Plaintiffs sought pemsatory damages and/or rescission as appropgatest defendants, as well as an award
of plaintiffs’ attorneys’ fees and costs. In Felrsua006, QCII, certain other defendants and thatpe class representative in this action
executed an agreement to settle the case againsa@Ccertain other defendants. No parties adohiiigy wrongdoing as part of the settlem
The settlement agreement settled the individuéingaf the putative class representative and thiensl of the class he purports to represent
against QCII and all defendants except KoninkliéN N.V. a/k/a Royal KPN N.V., Willem Ackermans, [Ee Blok, Joop Drechsel, Martin
Pieters, and Rhett Williams. Those defendants ariéeg to a separate settlement agreement withutative class representative. In January
2007, the federal district court for the Southeistiict of New York issued an order approving te&lements and certifying a settlement class
on behalf of purchasers of KPNQwest's publicly #ddecurities from November 9, 1999 through May2802. The district court’s order
approving the settlements is subject to appeal.

At their request, certain individuals and entitiesre excluded from the KPNQwest securities settigroiass. As a result, their claims\
not be released even if the court order approviegsettlement is implemented. Some of these indaliand entities have already filed actions
against QCII, as described below, and QCII is wgsty defending against these claims. QCII expihetsat least some of the other persons
who were excluded from the settlement class walbglursue actions against it if it is unable t@hestheir claims amicably. In the aggregate,
those who were excluded from the settlement clas®istly contend that they have incurred lossegltiag from their investments in
KPNQwest securities during the settlement clasogef at least $76 million, which does not inclualey claims for punitive damages or
interest. The amount of these alleged losses nagadse or decrease in the future as we learn nhong ghe potential claims of those who
opted out of the settlement class. Due to thetfattsome of them have not filed lawsuits, it iiclilt to evaluate the claims that they may
assert. Regardless, QCII will vigorously defendimgtaany such claims.

Other KPNQwest-Related Proceedings

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 amendsglkges, among other things, that the defendaalated state and federal securities laws
and breached their fiduciary duty in connectiorhwititvestments by plaintiffs in securities of KPNQ@ueQCll is a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie¥)seph Nacchio and John McMaster, the former @asand Chief Executive Officer of
KPNQwest. Plaintiffs claim to have lost approxintat®10 million in their investments in KPNQwest. & Buperior court granted defendants’
motion for partial summary judgment with
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respect to a substantial portion of plaintiffs’iola and the remainder of plaintiffs’ claims wersrdissed without prejudice. Plaintiffs appealed
the summary judgment order to the Arizona Coubeals, which affirmed in part and reversed irt fa& superior court’s decision. We are
seeking review by the Arizona Supreme Court of gration of the Court of Appeals decision that mseel the superior court.

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 bineafdfiduciary duty and mismanagement
under Dutch law. QCII is a defendant in this lawsiibng 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. Plaintifisso seek treble damages as well as an awardiofifita attorneys’ fees and costs. On
October 17, 2006, the court issued an order grautafendants’ 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 Couftpifeals for the Third Circuit.

On June 17, 2005, Appaloosa Investment Limitedreaship I, Palomino Fund Ltd., and Appaloosa Managyg L.P. filed a lawsuit in
the federal district court for the Southern Digto€New York against QCII, Joseph Nacchio, Johrvdster and Koninklijke KPN N.V., or
KPN. The complaint alleges that defendants violfégral securities laws in connection with thechase by plaintiffs of certain KPNQwest
debt securities. Plaintiffs seek compensatory dasaas well as an award of plaintiffs’ attorneysd$ and costs.

On September 13, 2006, Cargill Financial Markels,a@nd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, The
Netherlands, against QCII, KPN Telecom B.V., Kotlijkk KPN N.V., Joseph Nacchio, John McMaster, attter former employees
supervisory board members of QCII, KPNQwest, or KIPhe lawsuit alleges that defendants misrepredgfiBNQwest'’s financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPN¥@st to borrow funds under that facility.
Plaintiffs allege damages of approximately €219iaml(or $289 million based on the exchange rat®enember 31, 2006).

On August 23, 2005, the Dutch Shareholders AssoaigVereniging 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 KPNQindday 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 Jayuathrough May 23, 2002. Purporting to speakdiemunspecified number of shareholders,
VEB also sought exclusion from the settlement claghe settlements of the KPNQwest putative séiesrtlass action described above. The
information that VEB provided in support of its teggt for exclusion did not indicate the lossesoéal to have been sustained by VEB or the
unspecified shareholders that VEB purports to isgmg and thus those claims are not included imgpeoximately $76 million of losses
claimed by those who requested exclusion from #tesnent class, as described above. In view aettamd other deficiencies in VEB'’s
request for exclusion, VEB was not excluded fromghttlement class. QCII can provide no assurdrmeever, that the settlement would be
enforced against VEB or the shareholders it pusprtepresent if VEB or such shareholders welwitg claims against QCIl in The
Netherlands

Other than the putative class action in which Q@l$ entered into a settlement that has been apblgvthe district court (and for which
it has a remaining reserve of $5.5 million in coetian with the settlement), QCII will continue tefénd against the pending KPNQwest
litigation matters vigorously.
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Regulatory Matter

On July 15, 2004, the New Mexico state regulatamymission opened a proceeding to investigate whetbevere in compliance with
were likely to meet a commitment that we made i822® invest $788 million in communications infrasture in New Mexico through March
2006 pursuant to an Alternative Form of Regulaptan, or AFOR. Multiple parties filed comments ivat proceeding and variously argued
we should be subject to a range of requirementaditty an escrow account for capital spending, mgstment obligations, and customer
credits or price reductions.

On April 14, 2005, the Commission issued its Fi@adier in connection with this investigation. Then@uission concluded in this Final
Order that we had an unconditional commitment @t $788 million over the life of the AFOR. Ther@wmission also ruled that if we failed
satisfy this investment commitment, any shortfalisinbe credited or refunded to our New Mexico cuslics. The Commission also opened an
enforcement and implementation docket to reviewiouestments and consider the structure and siaepfefunds or credits to be issued to
customers. On May 12 and 13, 2005, we filed appadkderal district court and in the New Mexic@®&t Supreme Court, respectively,
challenging the lawfulness of the Commission’s FDeler. On February 24, 2006, the federal distrairt granted the defendants’ motion to
dismiss and on June 29, 2006, the New Mexico Supi@aurt issued its opinion affirming the Commis&drinal Order. The opinion
concluded that the Commission had the authorigdi to the AFOR the incentive requiring Qwest sméscredits or refunds in the amount of
the shortfall between the investment commitmenttaecamount invested during the term of the AFOR.

On July 26, 2006, we entered into a settlement thithNew Mexico General Services Department andNthe Mexico Attorney General
that would have resolved the disputes describedealithis settlement was subject to approval bybmmission. The Commission conducted
hearings on this settlement and then an amend#éensent. The amended settlement included the CosionsStaff as a party. On
December 28, 2006, the Commission conditionallyraypgd the settlement subject to certain modificetiand a compliance filing. On January
18, 2007, the settling parties submitted a compédiling, and during an open meeting on January2807, the Commission indicated its
acceptance of that filing. The effective date & $iettlement was February 1, 2007. Under the sedtie we would contribute $5 million to the
Students and Teachers Reaching Optimal New Goajed®ra program established and operated undexusgices of the New Mexico
Department of Education. This $5 million contrilmuiis subject to approval by the New Mexico Ledigla. The settlement obligates us to
issue credits in the total amount of $10 milliorNlew Mexico customers within 120 days of the effextlate of the settlement. In addition, we
would invest in our New Mexico network a total &f35 million in five specific categories of telecomnications infrastructure projects. These
projects include, among other things, expandingatralability of high speed Internet access andvigiing various network and asset
improvements. The settlement requires us to compet high speed Internet access project withim86ths of the effective date and the other
projects within 42 months of the effective date.

Other Matters

Several putative class actions relating to thealtegton of fiber optic cable in certain rights-oafy were filed against QCII on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiad&ansas, Mississippi, Missouri, Oregon,
South Carolina, Tennessee and Texas. For the radstipe complaints challenge QCII's right to idisita fiber optic cable in railroad rights-of-
way. Complaints in Colorado, lllinois and Texasoathallenge QCII's right to install fiber optichta in utility and pipeline rights-of-way. The
complaints allege that the railroads, utilities @ijkline companies own the right-of-way as an e&se that did not include the right to permit
QCII to install its fiber optic cable in the righf-way without the plaintiffs’ consent. Most act®(California, Colorado, Georgia, Kansas,
Mississippi, Missouri, Oregon, South Carolina, Tessee and Texas) purport to be brought on behathtd-wide classes in the named
plaintiffs’ respective states. Several actions purpo be brought on behalf of muklitate classes. The lllinois state court action pdspo be ot
behalf of landowners in lllinois, lowa, Kentucky idigan, Minnesota, Nebraska, Ohio and Wisconsire MMinois federal court action purpc
to be on behalf of landowners in Arkansas, CalirRlorida, lllinois, Indiana, Missouri, NevadaeN Mexico, Montana and
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Oregon. The Indiana action purports to be on bealfafnational class of landowners adjacent togad rights-of-way over which QCII's
network passes. The complaints seek damages oretheb trespass and unjust enrichment, as wellagive damages.

On September 1, 2006, Ronald A. Katz Technologghsing, L.P. (“Katz”") filed a lawsuit in Federaldbiict Court in Delaware against
QCII (including a number of its subsidiaries). Tawsuit alleges infringement by QCII of 24 pateritee lawsuit also names as defendants a
number of other entities that are unrelated to QK&kz is also involved in approximately 24 othases against numerous other unrelated
entities both in Delaware and in the Eastern Qisbf Texas. Although the complaint against QCNague, it generally alleges infringement
based on QCII's use of interactive voice respogséems to automate processing of customer caitsKatz seeks unspecified damages,
trebling of the damages based on alleged willftrinigement, attorney’s fees and injunctive relief.

QCII has tax related matters pending against itageof which are before the Appeals Office of tR&. In addition, tax sharing
agreements have been executed between QCII andpseaffiliates, and QCII believes the liabilitiesany, arising from adjustments to
previously filed returns would be borne by theleffed group member determined to have a deficiemder the terms and conditions of such
agreements and applicable tax law. Generally, @&s$lnot provided for liabilities of former affiled members or for claims they have asserted
or may assert against QCII. QCII believes it hasgadtely provided for these tax-related matterthdfrecorded reserves for these tax-related
matters are insufficient, QCIl may need to recatdiional amounts in future periods.

Matter Resolved in the Fourth Quarter of 2006

The Internal Revenue Service (“IRS”) had proposéakaadjustment for tax years 1994 through 199& fgitincipal issue involved the
allocation of costs between long-term contracté witstomers for the installation of conduit or filbptic cable and additional conduit or fiber
optic cable retained by QCII. The IRS disputedahecation of the costs between QCII and thirdipartSimilar claims were asserted against
QCII with respect to the 1997 to 1998 and the 11@93001 audit periods.

The U.S. Tax Court found in QCII's favor for taxare 1994 through 1996, and that decision becanagififNovember 2006. Also, in
November 2006, QCII reached agreement with thettR&ttle this matter for the 1997 to 1998 auditque QCII anticipates the Tax Court v
adopt this settlement in early 2007.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We have omitted this information pursuant to Gehlexgtruction 1(2).

23



Table of Contents

PART II

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Not Applicable.
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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 Itemisfreport and “ManagemeatDiscussion and Analysis of Financial Conditiod &esults o
Operations” in Item 7 of this report.

Years Ended December 31

2006 2005 2004 2003 2002
(Dollars in millions)
Operating revenu $ 9,871 $10,04¢ $10,33! $10,81: $11,37¢
Operating expenst 7,472 7,892 8,01¢ 8,49¢ 8,42¢
Income from continuing operatiol 1,20z 98¢ 1,044 1,08: 1,502
Net income $ 1,20: $ 977 $ 991 $ 1,05( $ 80t
Other data
Cash provided by operating activiti $ 3,13 $ 3,41¢ $ 3,31¢ $ 4,82« $ 4,56
Cash used for investing activiti 1,057 1,01z 1,38: 1,93 2,51¢
Cash used for financing activiti 1,962 2,58¢ 2,24¢ 2,45¢ 1,954
Capital expenditure 1,18¢ 1,232 1,437 1,63¢ 1,74¢

December 31,
2006 2005 2004 2003 2002
(Dollars in millions)

Balance sheet dat

Total asset $16,47( $17,57: $19,59( $21,931 $22,66¢
Total debt® 7,681 7,66¢ 7,66( 7,75k 7,26(
Total debt to capital rati® 82% 7% 68% 72% 62%

(1) Total debt is the summation of current borrowingd bon¢-term borrowing—net on our consolidated balance sheets. For
obligations, see “Management’s Discussion and Asialgf Financial Condition and Results of Operatiefi-ruture Contractual
Obligation¢ in Item 7 of this report

(2) The total debt to total capital ratio is a measafrthe amount of total debt in our capitalizatidhe ratio is calculated by dividing tot
debt by total capital. Total debt includes curdemtrowings and long-term borrowings as reflectedonconsolidated balance sheets.
Total capital is the sum of total debt and totatkholde’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 and video services withinlooal service area, which consists of the 14estagiion of Arizona, Colorado, Idaho,
lowa, Minnesota, Montana, Nebraska, New Mexico,tN@akota, Oregon, South Dakota, Utah, Washingtah\@yoming. Through joint
marketing relationships with our affiliates, we atde to bundle our services with additional sersioffered by our affiliates. You can find
more information about our products and servicesadrout our bundled offerings below under the hegatiProducts and 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 operati@Sll maintains a wireless business and a natifiipat optic network. Through its fiber
optic network, QCII provides the following wirelirroducts and services that we do not provide:

. InterLATA long-distance service:
. Dedicated Internet acce:

. Virtual private network

. Web hosting

. Data integration

. VolP;

* MPLS-based services sold as iQ Networkitigand
. Cable-based videc

For certain other products and services we prowdd,for a variety of internal communications fumes, we utilize other parts of QCIlI's
network to transport voice and data traffic. Aldopugh its network, QCII provides nationally arldlgally some data and Internet access
services, including private line, ATM and framearnethat are similar to services we provide withim tocal service area.

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

Our operations are integrated into and are pati@gegments of the QCII consolidated group. Wes the same chief operating decision
maker, or CODM, as the consolidated group. The CODakes resource allocation decisions and assesswfditiancial performance for the
consolidated group based on QCII's wireline sersjgéireless services and other services segmemtsnére information about QCIlI's
reporting segments, see QCII's Annual Report omFdd-K for the year ended December 31, 2006. Osinless contributes to QCslwireline
services and other services segments. HoweveQ@iECODM reviews our financial information only @onnection with our quarterly and
annual reports that we file with the SEC. Consetjyewe do not provide our discrete financial infation to the CODM on a regular basis.
See further discussion in Note 14—Contribution ©lIBegments to our consolidated financial statasmanitem 8 of this report.
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Certain prior year revenue, expense and accesarieints have been reclassified to conform to tineent year presentations.

Business Trends

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

Data, Internet and video grow. We focus on our revenue mix and high growth potsluRevenue from data, Internet and vi
services currently represents 26% of our totalmeeeand continues to grow. Some of our growth petedand services include
high-speed Internet access, private line, and vidlae revenue from these products has more thaetadeclines in revenue from
traditional WAN services. Revenue from our tradiibproducts and services continues to declinaistomers shift from tradition
technology to Internet-based technology. See “Bassihin Item 1 of this report for more informatiabout these and our other
products and service

We have expanded the availability of our high-spetelnet access services, and subscribers cortiing®w as customers migrate
their Internet service to higher speed connectidfsreached 2.1 million subscribers in 2006 congbéwel .5 million and

1.0 million subscribers in 2005 and 2004, respetfiwVe expect growth in subscribers to continwmenethough we expect to face
continuing competition for these subscribers. Idi@on, we believe the ability to continually inere connection speeds is
competitively important. As such, we continue torease our available connection speeds in ordaett customer demand.

Access line losse. Our revenue has been, and we expect it will cortito be, adversely affected by access line lofsa®ase(
competition, including product substitution, coni@s to be the primary reason for our access lisgel For example, consumers
are increasingly substituting cable, wireless antP\for traditional telecommunications servicesjalthas increased the number
and type of competitors within our industry and beesadily decreased our market share. Product imgndis described below, has
been one of our responses to our declining revdneedo access line loss:

Product bundlin¢. We believe consumers value the convenience efviag multiple services from a single provider. gh,
through joint marketing relationships with our hdfies, QCIl and we launched product bundles in52@We continue to promote
these offerings through joint marketing and adseryj efforts with our affiliates. Product bundlepresent combinations of
products and services offered by us or our aféBasuch as local and long distance (marketediggdidvoice”), highspeed Intern
access, video and wireless for our mass marketeroess. As a result of these offerings, our saldsiadled products have
increased. While bundle discounts resulted in loavarage revenue for our products, product burities increased customer
retention.

Operational efficiencie. We have continued to evaluate our operating straand focus, and we continue to adjust our veodd
in response to changes in the telecommunicatiahssiny and productivity improvements. Through téedeestructuring plans in
prior years, focused improvements in operationfadiehcy, process improvements through automatiwhrzormal employee
attrition, we have reduced our workforce and emgd-related costs while achieving operational gc

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

We generate revenue from the provision of voiceises, data, Internet and video services and atimtices, as well as from the
provision of services to our affiliates.

. Voice service. Voice services include local voice services,dh&TA long-distance voice services and access services. ko
services include basic local exchange, switching,enhanced voice services. Local voice servigsiatlude network transport,
billing services and providing access to our lowwork through our wholesale channel. Access sesvinclude fees charged to
other telecommunications providers to connect thestomers and their networks to our netw:

. Data, Internet and video servic. Data, Internet and video services representaste$t growing source of revenue. We offer
and Internet services through all three of our@msr channels. Our mass markets customers purphiasarily high-speed Internet
access and resold satellite digital televis

. Affiliate and other service. We provide to our affiliates billing and colleati, marketing and advertising and other suppovtices.
In addition, we provide to our affiliates local eei access, and data services which we also pravigeternal customers. Other
services include subleases of our unused reakesiath as space in our office buildings, wareh®ase other propertie

Depending on the products or services purchasedstamer may pay an up-front or monthly fee, a esdmrge or a combination of
these.

The following table summarizes our results of opers for the years ended December 31, 2006, 2002804 and the number of
employees as of December 31, 2006, 2005 and 2004:

Increase/
Years Ended December 31, (Decrease) % Change
2006 \ 2005\
2006 v 2005 v
2006 2005 2004 2005 2004 2005 2004
(Dollars in millions, except employee headcount)
Operating revenu $ 9,871 $10,04¢  $10,33: ($177)  ($289 2)% (3)%
Operating expenses, excluding asset impairmengeb 7,47 7,892 7,96: (420 (70 (5)% (1)%
Asset impairment chargt — — 54 — (54) nm nm
Other expens—net 54¢ 62€ 573 (78) 53 (12)% 9%
Income before income taxes, discontinued operatioil
cumulative effect of changes in accounting prires 1,851 1,53( 1,742 321 (212) 21% (12)%
Income tax expens (64¢) (541) (69¢€) (107 157 (20)% 22%
Income from continuing operatiol 1,20¢ 98¢ 1,04 214 (55) 22% (5)%
Loss from discontinued operatic—net of tax benefi — — (53 — 53 nm nm
Income before cumulative effect of changes in anting
principles 1,20: 98¢ 991 214 () 22% 0%
Cumulative effect of changes in accounting prirespt-net
of taxes — (12) — 12 (12 nm nm
Net income $120 $ 977 $ 991 $ 22¢ ($19) 23% (1)%
Employees 26,21¢ 27,40¢ 28,96¢ (1,190  (1,55%¢) (4)% (5)%

nm—percentages greater than 200% and comparismmspiositive to negative values or to zero valuescansidered not meaningful.
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Operating Revenue
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 v 2006 v
2006 2005 2005 2005

(Dollars in millions)
Operating revenug

Voice service: $ 6,27¢ $ 6,75¢ (%479 (N%
Data, Internet and video servic 2,58¢ 2,22¢ 364 16%
Affiliate and other service 1,00¢ 1,07(¢ (62 (6)%
Total operating revent $ 9,871 $ 10,04¢ ($177) (2)%

Voice Services

Local voice services revenue decreased primarigytduaccess line losses as a result of the corveeapitessures described in “Business
Trends” above and, to a lesser extent, discountsuoproduct bundles offered to our mass markettoouers. Mass markets and business local
voice services revenue were impacted by these ditiupgressures as customers disconnected priaradyadditional lines. Wholesale local
services revenue continued to be affected by awtettweakening demand for UNEs. In addition, axsesvices revenue decreased due to
decline in volumes and lower access rates dugjtslétive and regulatory changes in certain statdslitionally, in 2005, we recognized a non-
recurring benefit due to favorable regulatory rgérand we recorded $23 million of a favorable estént related to a customer billing dispute.

The following table summarizes our access linesustomer channel as of December 31, 2006 and 2005:

Increase/
Years Ended December 31, (Decrease % Change
2006 v 2006 v
2006 2005 2005 2005
(in thousands)
Access lines
Mass market 9,43( 10,06( (630) (6)%
Business 2,87( 2,96¢ (99 ()%
Wholesale 1,49¢ 1,71( (215) (13)%
Total access line 13,79t 14,73¢ (949 (6)%

Data, Internet and Video Services

The increase in data, Internet and video servieesnue in our mass markets channel was primaréytddhe transfer of a new Internet
service to us from an affiliate in late 2005, a 4iBfrease in high-speed Internet subscribers aral)eésser extent, increases in satellite video
subscribers. The growth in high-speed Internetmaeaesulted from increased penetration and expbselwice availability and from
customers migrating from dial-up connections tcheigspeed plans.

The increase in data and Internet services revienoier business channel was primarily due to pevette and high-speed Internet offset
by decreases in frame relay.
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The decrease in data and Internet services revarawg wholesale channel was primarily due to thle f our wholesale modem servi
business in 2005 and decreased demand for ISDNs€eTdecreases were partially offset by an increasevienue from private line services.

Affiliate Services

The decrease in affiliate services revenue wasagyifyndue to a price reduction for billing and ealtion services provided. Additionally,
in connection with our affiliate’s transition talard party wireless provider, we no longer provaggtain services to that affiliate. This
transition was completed in 2005. These decreases partially offset by increased private line atiter services primarily in support of our
affiliates’ data, Internet and video businesses.

2005 COMPARED TO 2004
The following table compares our operating revefou¢he years ended December 31, 2005 and 2004

Increase/

Years Ended December 31, (Decrease % Change
2005 v 2005 v
2005 2004 2004 2004

(Dollars in millions)
Operating revenue

Voice service: $ 6,75¢ $ 7,117 ($367) (5)%
Data, Internet and video servic 2,22¢ 2,13¢ 86 4%
Affiliate and other service 1,07(C 1,07¢ (6 ()%
Total operating revent $ 10,04¢ $ 10,33: ($287) 3)%

Voice Services

The decrease in voice services revenue was priyrdug to access line losses from competitive pressuacluding wireless and cable
substitution, partially offset by an increase iniiémsal Service Fund, or USF, revenue due to revgmawth and USF rate increases. The
decrease in our wholesale channel was primarilytdilee sale of a large portion of our payphonertass in August 2004 and decreased au
revenue partially offset by UNE increases. In ddditwholesale access lines decreased along wik sAUNEs and related operator and
billing services to local competitors as an inciegpercentage of competition in our local areeosing from facilities-based competition,
including wireless and cable companies.

The following table shows our access lines by austochannel as of December 31, 2005 and 2004:

Increase/
Years Ended December 31, (Decrease % Change
2005 v 2005 v
2005 2004 2004 2004
(in thousands)
Access lines
Mass market 10,06( 10,53« (474) (4)%
Business 2,96¢ 3,10¢ (140 (5)%
Wholesale 1,71( 1,87¢ (169 (9)%
Total access line 14,73¢ 15,52; (789 (5)%

Data, Internet and Video Services

The increase in data, Internet and video servieesnue was primarily driven by a 44% increase énrthmber of high-speed Internet
subscribers as we expanded our high-speed Inteendte area to 77% of our
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local service area in 2005 from 67% in 2004. Thisngh came from continued expansion of servicelalbdity and increased penetration of
high-speed Internet where service is availables Thirease was partially offset by a $50 milliocmase due to the termination of our
wholesale affiliate’s modem services product a$@@ million decrease in frame relay revenue.

Affiliate Services

The decrease in affiliate services revenue wasgrifyndue to price reductions for billing and callien services and a loss of services
provided to affiliates, primarily from our affiliats transition to a third-party wireless providéhe decreases were partially offset by increased
switched access, private line and other services.

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

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

Increase/
Years Ended December 31 (Decrease % Change
2006 v 2006 v
2006 2005 2005 2005

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

Network expense $ 195 $ 21z $ (@17 (8%)
Employee«related cost 1,37¢ 1,387 (11 (1%)
Other no-employee related cos 524 533 9 (2%)
Affiliate costs 22¢ 24€ (18) (7%)
Total cost of sale 2,32 2,37¢ (55) (2%)
Selling, general and administrati\
Property and other tax 30¢ 32¢ (20 (6%)
Bad debt 65 74 9) (12%)
Restructuring, realignment and severance relatsts 40 11 28 nm
Employesrelated cost 577 60¢ (31 (5%)
Other no-employee related cos 742 727 15 2%
Affiliate costs 1,057 1,107 (50 (5%)
Total selling, general and administrat 2,78¢ 2,85¢ (66) (2%)
Depreciatior 2,09¢ 2,33( (231 (10%)
Capitalized software amortizatic 261 32¢ (68) (21%)
Asset impairment chargt — — — nm
Total operating expens: $ 7,47 $ 7,897 (3420 (5%)

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

Cost of Sales (exclusive of depreciation and amaztition)

Cost of sales includes employee-related costs (@sidalaries, wages and benefits directly attriidatto products or services), network
expenses and other non-employee related costs ésudtal estate, USF charges,
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call termination fees, materials and supplies, mt¢d engineering services and computer systepost)pwhich are incurred by us or on our
behalf by our affiliates.

Cost of sales as a percentage of total revenueimecthélat at 24%. Network expenses decreased pifyrtare to an exit from the
wholesale modem services market during 2005. Qtberemployee related costs decreased primarilytali@mver USF fees partially offset by
higher real estate expenses.

The decrease in affiliate costs was primarily duerhployee reductions at our affiliates, reducettreat labor and purchases by our
affiliates, and reductions in affiliate billing feoftware development. These cost reductions wentéafly offset by increased charges for the
purchase of wholesale support for data, Interndtvégieo services from an affiliate.

Selling, General and Administrative Expenses

Selling, general and administrative, or SG&A, exges) include employee-related costs (such aseslavages and benefits not directly
attributable to products or services and sales desioms), restructuring, realignment and severaeleged costs, bad debt charges, property
and other taxes and other non-employee related sash as real estate, marketing and advertisinfggsional service fees and computer
systems support incurred by us or on our behatlyaffiliates. SG&A expenses as a percentagevaimee remained relatively flat at 28% in
2006.

Employee-related expenses decreased primarilyalaeeduction in employees. Restructuring, realigntnand severance related costs
increased primarily due to severance related @sstsciated with the closing of two call centers ampdnned reduction in employees as we
continue to adjust our workforce in response tagea in the telecommunications industry and praditicimprovements. Property and other
taxes decreased primarily due to a net taxablegptppax base decrease and favorable propertyetiements. We do not expect property tax
reductions to continue at this level.

SG&A affiliate costs include services for corporatiministration, information technology, sales, keting and advertising and technical
support. Affiliate costs decreased primarily agsuit of: employee reductions at our affiliatestuged contract labor and purchases by our
affiliates; and reduced allocation of sales cosimfan affiliate. These decreases were partiafiyedby increases primarily due to marketing
costs for new services.

Pension and Post-Retirement Benefits

Our employees participate in the QCII pension, gaalified pension, post-retirement healthcare #edrisurance, 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 pension, non-qualified pension, and
post-retirement healthcare and life insurance bsnafid the associated obligations and assetsdadisletermines 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. The combined expense ob#mefit plans is allocated to cost of
sales and SG&A expense.

We recorded expense of $150 million and $179 mmillim2006 and 2005, respectively. The expense dsetkas a result of decreased
interest costs due to lower discount rates, areas® in the expected benefit from the Medicare Péetleral subsidy on prescription drug
benefits, and plan design changes associated wigwaunion contract entered into in August 2005ti&dy offsetting these impacts were
increases in expense due to lower expected retummvestments in the benefit trusts.

For additional information on our pension and pesirement plans, see Note 11—Employee Benefitaitaconsolidated financial
statements in Item 8 of this report.
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2005 COMPARED TO 2004
The following table provides further detail regagliour operating expenses:

Increase/
Years Ended December 31 (Decrease % Change
2005 v 2005 v
2005 2004 2004 2004

(Dollars in millions)
Operating expense
Cost of sales (exclusive of depreciation .
amortization):

Network expense $ 21z $ 194 $ 18 9%
Employes«related cost 1,38 1,48: (96) (6%)
Other nor-employee related cos 533 45¢ 74 16%
Affiliate costs 24¢€ 30€ (60) (20%)
Total cost of sale 2,37¢ 2,44 (64) (3%)
Selling, general and administrati\
Property and other tax 32¢ 312 16 5%
Bad debt 74 32 42 131%
Restructuring, realignment and severance
related cost 11 65 (59) (83%)
Employesrelated cost 60¢ 66€ (58) (9%)
Other nor-employee related cos 727 67¢ 48 7%
Affiliate costs 1,107 1,07: 34 3%
Total selling, general and administrat 2,85¢ 2,821 28 1%
Depreciatior 2,33( 2,32 3 0%
Capitalized software amortizatic 32¢ 36€ (37) (10%)
Asset impairment chargt — 54 (54) nm
Total operating expens $ 7,892 $ 8,01¢ ($129) (2%)

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

Cost of Sales (exclusive of depreciation and amaztition)

Employee-related costs decreased primarily dueb® &mployee reduction from our prior year restiting plans as well as a continued
focus on containing our employee-related costspaaductivity improvements.

Network expenses increased primarily due to a one-billing adjustment and pole rental settlemerdts. The increase in network
expenses was partially offset by lower costs dubecsale of a large portion of our payphone ojerat

Other non-employee-related costs increased priynasila result of increased call termination fe&sted primarily to a favorable
settlement in 2004 and an increase in the aver&jerdte.

Affiliate costs decreased primarily due to employe@uctions at our affiliates, reduced contracotand purchases by our affiliates, and
a shift in our affiliate’s focus of systems devetmmt projects to other affiliates. This decrease paxtially offset by an increase in network
administration costs from an affiliate, which wereviously performed by us, and an increase in edalé Internet access costs resulting from
the transfer of our ISP product from an affiliadeus.
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Selling, General and Administrative Expenses

Employee-related and restructuring, realignmentsewktrance costs decreased primarily from our 288ucturing efforts, normal
attrition and productivity improvements. The desewas partially offset by an increase in commissimssociated with higher sales
attainment.

Bad debt increased due to a $43 million credit prim due to a favorable settlement recorded in4200

Other non-employeeelated costs increased primarily as a result phaged marketing and advertising costs partiafiyedty a decreas
in legal accruals.

Affiliate costs increased primarily as a resulthéinges in cost allocations and price increasaegffi part by employee-related and other
SG&A cost reductions by our affiliates.

Pension and Post-Retirement Benefits

We recorded net post-retirement expenses of $1d3%$a59 million in 2005 and 2004, respectively. Expense increased as a result of
lower expected return on investments in the betrefits, completion of the amortization for traimsitasset in the pension plan in 2004, and
amortization of actuarial losses caused by volatijeity markets. Partially offsetting these impaetse decreased interest costs due to lower
discount rates and lower service costs due to extlheadcount and fewer eligible participants.

For additional information on our pension and pesirement plans, see Note 11—Employee Benefitaitaconsolidated financial
statements in Item 8 of this report.

Other Operating Expenses
The following table provides detail regarding otiner operating expenses:

Years Ended December 31 Increase / (Decrease % Change
2006 \ 2005\
2006 v 2005 v
2006 2005 2004 2005 2004 2005 2004
(Dollars in millions)

Depreciatior $2,09¢  $2,33C $2,327 ($23) $ 3 (10)% —%
Capitalized software amortizatic 261 32¢ 36€ (68) (37 (21)% (10)%

Asset impairment chargt — — 54 — (54) nm nm

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

Depreciation

Depreciation expense decreased in 2006 due to loagstal expenditures and the changing mix of auestment in property, plant and
equipment since 2002. If our capital investmengpam remains approximately the same and thereaségnificant decreases in our estimates
of the useful lives of assets, we expect that @aryover-year depreciation expense will continueéeorease.

Capitalized Software Amortization

Amortization expense decreased, reflecting lowgitabspending on software related assets sincé.200

We review annually the economic lives of and oflaetors related to our capitalized software basedistorical data. In January 2007,
we completed our annual review and determinedttigaverage economic lives range between four evehsyears. We will use these lives

beginning in 2007. We anticipate this change, iditaah to reduced expenditures in recent yearsadhdr changes will reduce the amount of
amortization expense recognized in 2007 by overr§illion.
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Asset Impairment Charges

In conjunction with our efforts to sell certain assduring 2004, we determined that the carryinguarts of those assets were in exces
our expected sales proceeds. This resulted ins@t Espairment charge.

Other Consolidated Results
The following table provides detail regarding ote&pense—net:

Years Ended December 31 Increase / (Decrease % Change
2006 \ 2005\
2006 v 2005 v
2006 2005 2004 2005 2004 2005 2004

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

Interest expen—net $ 61€ $ 607 $ 584 $ 9 $ 23 1% 4%
Loss on early retirement of d—net 9 37 6 (28 31 (76)% nm
Gain on sale of asse (65) — (5) (65) 5 nm nm
Other—net (12) (18) (12) 6 (6) 33% (50)%
Total other expense (incon—net $ 54€ $ 62€ $ 573 ($7) $ 53 (12)% 9%
Income tax expens $ 64€ $ 541 $ 69¢ $ 107 ($157) 20% (22)%
Cumulative effect of changes in accounting priresphnet
of taxes $— (%120 $— $ 12 ($12) nm nm

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

Other Expense (Income)—Net

The 2005 loss on early retirement of debt—net waestd the payment of premiums associated with xtiaguishment of certain of our
higher coupon debt.

The gain on sale of assets in 2006 was primarig/tda sale of real estate of $61 million.

Income Tax Expense

The effective income tax rate is the provisionifarome taxes as a percentage of pre-tax incomeeffrative income tax rate for 2006,
2005 and 2004 was 35.0%, 35.4%, and 40.0%, resp8ctiThe decrease in 2006 from 2005 was primatilg to an increase in the non-taxable
income associated with the federal subsidy und=Mhbdicare Prescription Drug, Improvement and Moidation Act of 2003 and lower state
taxes, including a reduction in our state defeteadrate. The decrease in 2005 from 2004 was pilyrdue to lower state taxes in 2005, non-
deductible penalties incurred and income tax expeasognized for uncertain tax positions in 2004.

Cumulative Effect of Changes in Accounting Principbs—Net of Taxes

In 2005, we recognized a charge of $12 million fritia cumulative effect of adopting Financial Accting Standards Board, or FASB,
Interpretation, or FIN, No. 47, “Accounting for Gaitional Asset Retirement Obligations an interpietaof FASB Statement No. 143,” or
FIN 47. See Note 2—Summary of Significant Accougtifolicies to our consolidated financial statema@ntgem 8 of this report for further
information.
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Liquidity and Capital Resources

We are a wholly owned subsidiary of Qwest Servicegoration, or QSC, which is wholly owned by Q@k such, factors relating to,
or affecting, QCII's liquidity and capital resousceould have material impacts on us, including glearin the market’'s perception of us and
impacts on our credit ratings and on our accessjital markets. QCII and its consolidated subsieshad total borrowings of $14.9 billion
and $15.5 billion at December 31, 2006 and 20CGpeetively.

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 liiesealit to certain other affiliates.
Amounts outstanding under these lines of creditintet-company obligations vary from time to timedeaare classified as short-term
borrowings.

Near-Term View

We had $274 million in cash and cash equivalents®#2 million of short-term investments availabidacember 31, 2006. For the year
ended December 31, 2006, our primary source offuvas cash provided by operating activities. DUBf@7, we expect to use our available
excess cash primarily to pay dividends to our piaaed make additional investment in our network. the year ended December 31, 2006, we
declared dividends of $2.0 billion to QSC.

Our working capital deficit, or the amount by whiahr current liabilities exceed our current assets $647 million and $737 million as
of December 31, 2006 and 2005, respectively. Oukinwg capital increased $90 million primarily dwedash generated by operating activities
partially offset by the reclassification to currefit$70 million of debt obligations maturing withir2 months, capital expenditures of $1.2
billion and dividends declared of $2.0 billion.

Our working capital deficit is primarily caused 8iyidends 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 together with our cash flows from ajpamns should be sufficient to meet our cash néadsigh the next 12 months. However, if
we or QCII become subject to significant judgmea&stlements and/or tax payments, as further dégcli; “Legal Proceedings” in Item 3 of
this report, we or QCII could be required to maigmiicant payments that may cause us to draw dsigmificantly on our cash balances. The
magnitude of any settlements or judgments resuftimy these actions could materially and adveraéfigct QCII’s financial condition and
ability to meet its debt obligations, potentialigpacting its credit ratings, its ability to acceapital markets and its compliance with debt
covenants.

To the extent that QCII's EBITDA (as defined in Q€ldebt covenants) is reduced by cash judgmeatdements and/or tax payments,
its debt to consolidated EBITDA ratios under certdebt agreements will be adversely affected. Thigd reduce QCII’s liquidity and
flexibility due to potential restrictions on drawgiton its line of credit and potential restrictiarsincurring additional debt under certain
provisions of its debt agreements. As a wholly odveebsidiary of QCII, our business operations amaicial condition could be similarly
affected, potentially impacting our credit ratirggsd access to capital markets.

QCIl has $850 million available to it under the dité=acility, which is currently undrawn and whiekpires in October 2010. Until July
2006, QSC was the potential borrower under the iCkextility. The Credit Facility contains varioumitations, including a restriction on using
any proceeds from the facility to pay settlememtdgments relating to the investigation and siiegractions discussed in “Legal
Proceedings” in Item 3 of this report. The Credit#ity is guaranteed by QSC and is secured byneséen on our stock.

We expect our 2007 capital expenditures to appraténour 2006 level.
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On January 31, 2007 we declared a dividend of $6illbn and paid a dividend of $375 million to QSC.

On October 4, 2006, QCII's Board of Directors apa a stock repurchase program for up to $2 bilib@CII's common stock over
two years. It is QCII's intention to fully achietieis plan over this period, while reviewing, onegular basis, opportunities to enhance
shareholder returns. During 2006, QCII repurch&&dillion shares of its common stock under thisgpam at a weighted average price per
share of $8.03. As of December 31, 2006, $1.79bbitemained available for stock repurchases uttdsmprogram.

We continue to pursue our strategy to improve @arsterm liquidity and our capital structure in@rdo reduce financial risk. During the
year ended December 31, 2006, we completed savanahctions to meet these objectives, includiregéstered exchange offer, dt
repayments and issuances of new. For additionatrimdtion on these transactions, see Note 7—Borgswvio our consolidated financial
statements in Item 8 of this report.

Long-Term View

We have historically operated with a working calpieficit due to our practice of declaring and payregular cash dividends and it is
likely that we will operate with a working capit@éficit in the future. As discussed below, we cond to generate substantial cash from
operations. We believe that cash provided by ojmerat combined with our current cash position amatioued access to capital markets to
refinance our current portion of debt, should allesvto meet our cash requirements for the fore$edatre.

We may periodically need to obtain financing inertb meet our debt obligations as they come duemaly also need to obtain
additional financing or investigate other methanlgénerate cash (such as further cost reductiotiee@ale of assets) if revenue and cash
provided by operations decline, if economic coldisi weaken, if competitive pressures increasewe ibr QCIlI become subject to significant
judgments, settlements and/or tax payments asdiudiscussed i“Legal Proceedings” in Item 3 of this report. Iretbvent of an adverse
outcome in one or more of these matters, we or Q@lld be required to make significant payments ey cause us to draw down
significantly on our cash balances. The magnitudEng settlements or judgments resulting from treegt®ns 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 covenants.

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 paytraafault provision, and this facility and certaither debt issues of QCII and its other
subsidiaries also have cross acceleration provdsifhen present, such provisions could have a vimdeact on liquidity than might otherwise
arise from a default or acceleration of a singletdestrument. These provisions generally provit® & cross default under these debt
instruments could occur if:

. QCllI fails to pay any indebtedness when due inggregate principal amount greater than $100 mifl

. any indebtedness is accelerated in an aggregateigai amount greater than $100 million ($25 miilio the case of one of the dt
instruments); o

. judicial proceedings are commenced to foreclosargnof QCI’s assets that secure indebtedness in an aggregei@a amoun
greater than $100 milliot

Upon such a cross default, the creditors of a r@t@mount of QCII's debt may elect to declare thatefault has occurred under their
debt instruments and to accelerate the principaluens due such creditors. Cross acceleration pomdsare similar to cross default provisions,
but permit a default in a second debt instrumetbietaleclared only if in addition to a default octuy under the first debt instrument, the
indebtedness due under the first debt instrumeenttigally accelerated. As a wholly owned subsidarQClI,
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in the event of such a cross-default or crasseleration, our business operations and finaooiadlition could be affected, potentially impact
our credit ratings and access to the capital marketaddition, the Credit Facility contains vasdimitations, including a restriction on using
any proceeds from the facility to pay settlememtgidgments relating to the investigation and séiegractions discussed in “Legal
Proceedings” in Item 3 of this report.

Historical View

The following table summarizes the (decrease) as®en our cash and cash equivalents for the yealsd December 31, 2006, 2005 and
2004:

Years Ended December 31, Increase / (Decrease) % Change
2006 \ 2005 \
2006 v 2005 v
2006 2005 2004 2005 2004 2005 2004
(Dollars in millions)
Cash flows:

Provided by operating activitie $3,13¢  $3,41¢  $3,31¢ ($28Y) $ 97 (8)% 3%
Used for investing activitie 1,057 1,01z 1,38: 44 (370 4% 27 %
Used for financing activitie 1,962 2,58¢ 2,24¢ (623) 33€ (24)% 15%

Increase (decrease) in cash and cash equiv: $ 114 ($182) ($315) $ 29€ $ 131 nm 42%

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

Operating Activities

The decrease in cash provided by operating aetsviti 2006 from 2005 was primarily attributabletdecrease in revenue and a $73
million increase in income taxes paid to QSC, pdlytioffset by decreases in cost of goods soldS@G&A expenses.

Investing Activities

Our capital expenditures remained flat in 2006 2005 and slightly decreased in 2005 from 2004.b&leeve our current level of capi
expenditures will sustain our business at exidivgls and support our anticipated core growth irequents in areas such as data and Internet
services.

In addition, our investments in securities manamedur parent resulted in a net (use) source df 0&8$(34) million, $210 million and
$48 million in 2006, 2005 and 2004, respectivelljeSe sources (uses) of cash were primarily dugetatianges in the balance of QSC's
investments in auction rate securities. The netcgoaf cash in 2005 was primarily due to liquidgtshort-term investments to pay down our
high coupon debt.

In 2006, we received net proceeds of $152 millpmmarily from the sales of real estate properties.

Financing Activities

The decrease in cash used for financing activiti€006 from 2005 was primarily attributable to dEased dividend payments of $610
million made to QSC. The increase in cash usethanting activities in 2005 from 2004 was primadlye to an $85 million increase in
dividends paid in 2005 to our parent and the ctibecof a $286 million note receivable from an kdfie in 2004.

We paid cash dividends of $1.926 billion, $2.536dr, and $2.451 billion in 2006, 2005 and 200&spectively. We may declare and
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.
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At December 31, 2006, we were in compliance witlpadvisions or covenants of our borrowings. Fadiéidnal information regarding
the covenants of our existing debt instruments Nste 7—Borrowings in our consolidated financiatstments in Item 8 of this report.

Credit Ratings
The table below summarizes our long-term debt gatat December 31, 2006 and 2005:

December 31,

2006 2005
Moody's Bal Ba3
S&P BB+ BB
Fitch BBB- BB+

On December 21, 2006, S&P raised its rating fromt@BB+. On August 9, 2006, Moody'’s raised itsmgtfrom Ba3 to Ba2, and on
November 28, 2006, Moo''s raised its rating from Ba2 to Bal. On Novembe2@®06, Fitch raised its rating from BB+ to BBB-.

With respect to Moody’s, a rating of Ba is judgedhfive speculative elements, meaning that thedutfithe issuer cannot be considered
to be well-assured. Often the protection of inteagsl principal payments may be very moderate tlaacetby 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, any rating below BBB indicatiest the security is speculative in nature. Angiof BB indicates that the issuer
currently has the capacity to meet its financiahogtment on the obligation; however, it faces maogoing uncertainties or exposure to
adverse business, financial or economic conditiaéch could lead to the obligor’s inadequate c#ipao meet its financial commitment on
the obligation. The plus and minus symbols shoatingd standing within the major categories.

With respect to Fitch, any rating below BBB is coiesed speculative in nature. A rating of BBB iraties that there are currently
expectations of low credit risk. The capacity fayment of financial commitments is considered adégjbut adverse changes in circumstances
and economic conditions are more likely to imphis tapacity. This is the lowest investment graategory. A rating of BB indicates that th
is a possibility of credit risk developing, partiatly as the result of adverse economic change timer; however, business or financial
alternatives may be available to allow financiaintoitments to be met. The plus and minus symbols/sktative standing within major
categories.

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

Given our current credit ratings, as noted aboue ability to raise additional capital under acedgé terms and conditions may be
negatively impacted.

Risk Managemen

We are exposed to market risks arising from chairgegerest rates. The objective of our interase 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 and $1.25 billion of ofloating-rate debt was exposed to changes indsteates as of December 31, 2006
and 2005, respectively. This exposure is linkedIROR. A hypothetical increase
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of 100 basis points in LIBOR would not have hadaterial effect on interest expense for the yeaedridecember 31, 2006. As of

December 31, 2006 and 2005, respectively, we hptbapnately $70 million and $0 million, respectiyebf long-term fixed rate debt
obligations maturing in the subsequent 12 months.afé exposed to changes in interest rates atraaythat we choose to refinance this debt.
A hypothetical increase of 100 basis points initherest rates on any refinancing of the curremtip of long-term debt would not have a
material effect on our earnings.

As of December 31, 2006, our cash managed by Q8adied $193 million of money market instruments &4 million of short-term
investments. Most cash investments are investdaing rates. As interest rates change, so Wilihterest income derived from these
instruments. Assuming that these investment batawege to remain constant, a hypothetical decreb$@0basis points in interest rates wa
not have a material effect on our earnings.

Future Contractual Obligations
The following table summarizes our future contrattbligations as of December 31, 2006:

Payments Due by Perioc

2012 and

2007 2008 2009 2010 2011 Thereafter Total
(Dollars in millions)
Future contractual obligation:
Long-term debt $70 $ 322 $— $ 50C $ 82t $ 6,082 $ 7,79¢
Interest on deb® 602 59¢  58C 562 54E 4,43 7,32(
Telecommunications commitmer 81 79 79 37 — — 27¢
Operating lease 81 74 58 49 44 13t 441
Capital lease obligations and purchase commitri&nts 3 3 2 1 1 13 23
Total future contractual obligatiol $837 $1,07¢ $71¢ $1,14¢ $141t $ 10,66 $15,85¢

(1) The table does not includ

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

. accounts payable including affiliates of $810 roiflj dividends payable to QSC of $200 million, aecrexpenses and other current
liabilities including affiliates of $958 million,eferred income taxes of $1.7 billion and other loexgn liabilities including affiliates
of $2.8 billion primarily related to post-retirenteand other post-employment benefits, all of whach recorded on our
December 31, 2006 consolidated balance s

. amounts related to the legal contingencies destiib&egal Proceedings” in Item 3 of this repoxtept for the amount related to
our settlement with the New Mexico General Servidepartment described under the heaRegulatory Matte” and

. potential indemnification obligations to countertpes in certain agreements entered into in thenabrcourse of business. T
nature and terms of these arrangements vary. litiatly; we have not incurred significant costs tetato performance under these
types of arrangement

(2) Interest paid in all years may differ due to futtenancing 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 pagetcommitments with various vendors for data msiog, technical and software
support services. Future payments under certaiticgecontracts will vary depending on our actuages In the table above we estimated
payments for these service contracts based omtiet df services we expect to recei
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Off-Balance Sheet Arrangements

Other than the arrangements shown in the tablealves have no special purpose or limited purposiéemthat provide off-balance
sheet financing, liquidity, or market or creditkisupport, and we do not engage in leasing, hedgasgarch and development services, or
relationships that expose us to any significarttiliiies that are not reflected on the face offihancial statements.

Critical Accounting Policies and Estimates

We have identified the policies and estimates bedewritical to our business operations and thetstanding of our results of
operations, either past or present. For a detdizlission on the application of these and otlgifstant accounting policies, see Note 2—
Summary of Significant Accounting Policies to oonsolidated financial statements in Item 8 of tksort. These policies and estimates are
considered critical because they either had a imahterpact or they have the potential to have aemialtimpact on our financial statements, and
because they require significant judgments, assomgpbr estimates. Our preparation of this annefbrt on Form 10-K requires us to make
estimates, intercompany allocations and assumpticaisaffect the reported amount of assets anditiab, disclosure of contingent assets and
liabilities at the date of our consolidated finatatatements, and the reported amounts of revemdiexpenses during the reporting period. We
believe that the estimates, judgments and assungpti@de when accounting for the items describealbate reasonable, based on informe
available at the time they are made. However, thanebe no assurance that actual results will ifii@rdrom those estimates.

Intercompany Revenue and Charg

We provide to our affiliates telecommunicationsgiadand other services. We charge our affiliatesthas tariffed rates for
telecommunications and data services and eithgrdigtributed cost or market rates for other sggsi Our fully distributed costs methodology
includes employee costs, facilities costs, overlegmtis and a return on investment component.

We purchase services from our affiliates, such aketing, sales and advertising, information tedbgy, product and technical services
as well as general support services. Our affiliaterge us for services rendered by their emploggesarily by applying the fully distributed
cost methodology discussed above. Our affiliates abntract services from third parties on our BeRar these services, the third parties bill
our affiliates who in turn charge us for our regpecshare of these third-party expenses.

The methodologies discussed above for determirfiiighte revenue and charges are based on ruleghibd=CC adopted pursuant to the
Communications Act, as amended by the TelecommtioiAct. We believe the accounting estimategedl#o affiliate revenue and charges
are “critical accounting estimates” because deteingimarket rates and determining the allocatiothodology and the supporting allocation
factors: (i) requires judgment and is subject fomesment as facts and circumstances change onaso& causation relationships or cost
drivers are identified, (ii) are based on regukatoes which are subject to change, and (iii) Qazitasionally changes which affiliates provide
them services which can impact overall costs alade® affiliate charges, all of which require sfggant judgment and assumptions.

Loss Contingencies and Litigation Reserv

We are involved in several material legal procegsliras described in more detail in “Legal Procegsliin Item 3 of this report. We
assess potential losses in relation to these drat pending or threatened legal matters. If aissnsidered probable and the amount can be
reasonably estimated, we recognize an expenshdastimated loss. If a loss is considered posaitdethe amount can be reasonably
estimated, we disclose it if material. To the ekterse estimates are more or less than the ditbiity resulting from the resolution of these
matters, our earnings will be increased or decrkaseordingly. If the differences are material, consolidated financial statements could be
materially impacted.
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Revenue Recognition and Related Reser

Revenue for services is recognized when the rekgedces are provided. Payments received in advaredeferred until the service is
provided. Up-front fees received, primarily actieatfees and installation charges, as well as $e@ated customer acquisition costs, are
deferred and recognized over the expected custmtaionship period, which range from one to fieags. Customer arrangements that inc
both equipment and services are evaluated to detenvhether the elements are separable based ectiobjevidence. If the elements are
deemed separable and separate earnings procesgetoead consideration is allocated to each el@ased on the relative fair values of the
separate elements and the revenue associatedagithetement is recognized as earned. If separatenga processes do not exist, total
consideration is deferred and recognized ratabéyr twe longer of the contractual period or the etgxk customer relationship period. We
believe that the accounting estimates relatedttmated lives and to the assessment of whetherledrelements are separable are “critical
accounting estimates” because: (i) they requireagament to make assumptions about how long weetdin customers; (ii) the assessment
of whether bundled elements are separable is giugedii) the impact of changes in actual retentperiods versus these estimates on the
revenue amounts reported in our consolidated stattsmof operations could be material; and (iv)akgessment of whether bundled elements
are separable may result in revenue being reportdifferent periods than significant portions bétrelated costs.

As the telecommunications market experiences greatapetition and customers shift from traditiotzadd based telecommunications
services to wireless and Interriiised services, our estimated customer relatiomshipd could decrease and we will accelerateghegnitior
of deferred revenue and related costs over a stestienated customer relationship period.

Restructuring Charge:

Periodically, QCII commits to exit certain busin@ssivities, eliminate administrative and netwaskdtions and/or reduce our number of
employees. Our portion of the charge to record sudbcision depends upon various assumptions dimgiseverance costs, sublease income
and costs, disposal costs, length of time on mddtetbandoned rented facilities and contractuahieation costs. Such estimates are
inherently judgmental and may change materiallyedagoon actual experience. The estimate of futsges of sublease income and disposal
activity generally involves the most significantigment. Due to the estimates and judgments invdlvéite application of each of these
accounting policies and changes in our plans, teeSmates and market conditions could materiafigact our financial condition or results of
operations.

Economic Lives of Assets to be Depreciated or Anzed

We perform annual internal studies to determineetgpble lives for most categories of propertynpkand equipment. These studies
utilize models that take into account actual uspbgsical wear and tear, replacement history, aptons about technology evolution, and, in
certain instances, actuarially determined probidslito calculate the remaining life of our asseteh

Due to rapid changes in technology and the conipetiinvironment, 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 increaskorease in the estimated useful lives of
our property, plant and equipment would have dem@aepreciation by approximately $290 millionrmreased depreciation of approxima
$390 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&&0/million or increased amortization by approxiehat100 million, respectively.
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Pension and Po-Retirement Benefits

Our employees participate in the QCII pension, gaalified pension, post-retirement healthcare #edrisurance, 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 healthcare and life insurance bsnafid the associated obligations and assetsdadisletermines 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 heafthand life insurance benefit expenses, the sigsificant assumptions QCIlI 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 terms of QCII's post-
retirement plan benefits covered by collective baring agreements as negotiated with our employ@@sns can also significantly impact the
amount of expense we record.

Changes in any of the assumptions QCIl made in ctimgpthe pension and post-retirement healthcagdisinsurance benefit costs
could have a material impact on various expensgamtit components that are allocated to us as ibestcabove. For further discussion of the
QCII pension, non-qualified pension, post-retiretreamd other post-employment benefit plans and titieal accounting estimates, see QCII’s
Annual Report on Form 10-K for the year ended Ddmam31, 2006.

Recoverability of Lon-Lived Assets

We follow the provisions of Statement of Finand\aktounting Standards, or SFAS, No. 144, “Accounfimgthe Impairment or Disposal
of Long-Lived Assets.” Under the provisions of tktdndard, we must review the recoverability of long-lived assets whenever events or
changes in circumstances indicate that the cargingunt of those assets may not be recoveraldgelits or changes in circumstances ind
that the carrying amount of an asset, or groupssés, may not be recoverable, we will evaluategheverability of the carrying value of long-
lived assets using gross undiscounted cash floyegions. These evaluations require identificatbithe lowest level of identifiable, largely
independent, cash flows for purposes of groupisgtasand liabilities subject to review. Cash flawjpctions include long-term forecasts of
revenue growth, gross margins and capital experditlAll of these items require significant judgrmand assumptions. If estimates of future
cash flows are different from our assumptions, ves monclude that some of our long-lived assetsiateecoverable, which would likely
cause us to record a material impairment chargs M future cash flows are significantly lowerththe projections we may determine at s
future date that some of our long-lived assetnatgecoverable.

Recently Adopted Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 15&8plByers’ Accounting for Defined Benefit Pensiordadther Postretirement
Plans-An amendment of FASB Statements No. 87, @88, dnd 132(R),” or SFAS No. 158. Our ultimate p&ar&Cll, adopted SFAS No. 158,
which was effective for its year ended December2BD6. Upon adoption of SFAS No. 158, QCII recogdinn its consolidated balance sheet
the over-funded or under-funded amounts of itsrdefibenefit pension, posttirement and other post employment benefit pI8FAS No. 15
does not impact us because the defined benefis plenthe responsibility of QCII. However, we retgat in our consolidated statements of
operations the expense associated with our em@qyeticipating in the QCII defined benefit plans.

Additionally, in September 2006, the Securities Bmdhange Commission (“SEC”) issued Staff Accoupfulletin No. 108,
“Considering the Effects of Prior Year Misstatensawhen Quantifying
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Misstatements in Current Year Financial StateméntsSAB 108. SAB 108 was effective for us begirmimith our fiscal year ended on
December 31, 2006. SAB 108 did not have a matefiatt on our financial position or results of ogtéwns for the year ended December 31,
2006.

Effective January 1, 2006, we adopted SFAS No.RP3Ghare-Based Payment,” or SFAS No. 123(R) cWhevises SFAS No. 123,
“Accounting for Stock-Based Compensation.” See NBteStockBased Compensation to our consolidated financaéstents in Item 8 of th
report for additional information.

In December 2005, we adopted FIN 47. See Note 5pdPryy Plant and Equipment—Asset Retirement Olibigatto our consolidated
financial statements in Item 8 of this report fdd@ional information.

In May 2005, the FASB, as part of an effort to @onf to international accounting standards, issUefiSSNo. 154, “Accounting Changes
and Error Corrections,” or SFAS No. 154, which wé#fective for us beginning on January 1, 2006. SM&S 154 requires that all voluntary
changes in accounting principles be retrospectigpllied to prior financial statements as if thamgple had always been used, unless it is
impracticable to do so. When it is impracticableatculate the effects on all prior periods, SFAS M54 requires that the new principle be
applied to the earliest period practicable. Theptida of SFAS No. 154 has not had a material eféecour financial position or results of
operations.

Recently Issued Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 1541y Value Measurements,” which is effective foragginning 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 adopifahis pronouncement to have a material impaarfinancial position or results of
operations.

In July 2006, the FASB issued FIN 48, “Accountitng Uncertainty in Income Taxes,” or FIN 48, whisheiffective for us as of the
interim reporting period beginning January 1, 200e validity of any tax position is a matter of taw, and generally there is no controversy
about recognizing the benefit of a tax positiomicompany’s financial statements when the degreermidence is high that the tax position
will be sustained upon examination by a taxing ariti. The tax law is subject to varied interprétat and whether a tax position will
ultimately be sustained may be uncertain. Under 4&8N\the impact of an uncertain income tax positinrthe income tax provision must be
recognized at the largest amount that is moreyliklghnnot to be sustained upon audit by the relevanhtpauthority. An uncertain income 1
position will not be recognized if it has less tteaB0% likelihood of being sustained. FIN 48 aksquires additional disclosures about
unrecognized tax benefits associated with uncei@iome tax positions and a reconciliation of thargye in the unrecognized benefit. In
addition, FIN 48 requires interest to be recognigedhe full amount of deferred benefits for unaertax positions. An income tax penalty is
recognized as expense when the tax position ddeseet the minimum statutory threshold to avoidithposition of a penalty. We continue
evaluate the impact of FIN 48 on our consolidatedrfcial statements. At this time, we do not knolatthe impact will be upon adoption of
this standard. However, we do not expect the imfmabe significant.

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

The information under the caption “Risk ManagemeémtManagement’s Discussion and Analysis of Finah€ondition and Results of
Operations” in Item 7 of this report is incorpoxhteerein by reference.
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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,
2006 and 2005, and the related consolidated statsméoperations, stockholder’s equity, and césivg for each of the years in the three-year
period ended December 31, 2006. These consolifiatial statements are the responsibility of@teenpany’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamlogUnited 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 tliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemenielhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Qwest Corporation and subsidiaries as of Decembe2@6 and 2005, and the results of their oparatimd their cash flows for each of the
years in the thre-year period ended December 31, 2006, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompanying coregelitifinancial statements, effective January 1620@& Company adopted SFAS
No. 123(R),Share-Based Paymenflso, as discussed in note 2 to the accompargangolidated financial statements, effective Decemdq,
2005, the Company adopted FASB Interpretation NoAécounting for Conditional Asset Retirement Obligjas.

KPMG LLP

Denver, Colorado
February 8, 2007
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Operating revenug
Operating revenu

QWEST CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Operating reveni—affiliates

Total operating revent
Operating expense

Cost of sales (exclusive of depreciation and armmatitin)
Cost of sale—affiliates

Selling, general and administrati

Selling, general and administrat—affiliates

Depreciatior

Capitalized software amortizatic
Asset impairment chargt

Total operating expens:

Other expense (incomr—net:

Interest expen—net

Loss on early retirement of d—net

Gain on sale of asse
Othe—net

Total other expense (incon—net

Income before income taxes, discontinued operatiodscumulative effect of changes in accounting

principles
Income tax expens

Income from continuing operatiol

Loss from discontinued operations, net of tax bignef $0, $0 and $34, respective

Income before cumulative effect of changes in anting principles

Cumulative effect of changes in accounting prirespinet of taxes of $0, $8 and $0, respecti

Net income

The accompanying notes are an integral part oktheasolidated financial statements.
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Years Ended December 31,

2006 2005 2004
(Dollars in millions)

$8,88( $ 8,99: $ 9,261
991 1,05¢ 1,064
9,871 10,04¢ 10,33!
2,09t 2,13: 2,13¢
22¢ 24¢€ 30€
1,73 1,74¢ 1,754
1,057 1,107 1,07
2,09¢ 2,33( 2,321
261 32¢ 36€
— — 54
7,47 7,89z 8,01¢
61€ 607 584
9 37 6
(65) — ©)
(12 (18) (12)
54¢ 62€ 573
1,851 1,53( 1,742
(64€) (541) (69€)
1,20t 98¢ 1,044
— — (53
1,20t 98¢ 991

- (12) -
$1,20: $ 977 $ 991
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QWEST CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS

Current asset:

Cash and cash equivalel

Shor-term investment

Accounts receivab—net

Accounts receivab—affiliates

Deferred income taxe

Prepaid expenses and other current a:
Total current asse
Property, plant and equipm—net
Capitalized softwar—net
Other asset
Prepaid pensic—affiliates
Total asset

LIABILITIES AND STOCKHOLDER 'S EQUITY
Current liabilities:
Current borrowing:
Accounts payabl
Accounts payab—affiliates
Dividends payab—QSC
Accrued expenses and other current liabili
Accrued expenses and other current liabilities prity related to employee bene—affiliates
Deferred revenue and advance billit

Total current liabilities

Long-term borrowing—net of unamortized debt discount of $126 and $i@gectively

Deferred revenu

Deferred income taxe

Other lon¢-term liabilities

Other lon¢-term liabilities primarily related to pc-retirement and other pcemployment benefi—affiliates
Total liabilities

Commitments and contingencies (Note

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

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

The accompanying notes are an integral part oktbeasolidated financial statements.
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December 31,

2006

2005

(Dollars in millions)

$ 274 $ 16C
42 8
1,03¢ 1,01¢
147 127
18C 08
177 21¢
1,85¢ 1,63(
12,99¢ 14,03’
41¢ 594
23¢ 28t
962 1,02t
$16,47C  $17,57
$ 71 s 1
392 454
41¢ 547
20C 12€
782 72¢
17€ 19
467 492
2,50z 2,367
7,61( 7,66¢
172 192
1,67¢ 1,881
22( 23¢
2,56: 2,89:
14,74( 15,23t
10,34¢ 10,15’
(8,616  (7,82))
1,73( 2,33¢
$16,47C  $17,57
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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:
Loss from discontinued operations, net of tax bigh
Depreciation and amortizatic
Gain on sale of asse
Provision for bad det—net
Deferred income taxe
Asset impairment chargs
Cumulative effect of changes in accounting priret—net of taxe:
Income tax benefit distributed to Q¢
Loss on early retirement of d—net
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 accrued expenses and othrentliabilitie—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 eaqtalized softwar
Interest in net proceeds from investments manageg3C
Proceeds from sale of property and equipn
Other
Cash used for investing activiti
Financing activities
Equity infusions from QS(
Payment of current borrowin—affiliate by Qwest Wireles
Proceeds from lor-term borrowings
Repayments of lor-term borrowings, including current maturiti
Dividends paid to QSt¢
Collection of note receivat—affiliate
Other
Cash used for financing activiti
Cash and cash equivaler
Increase (decrease) in cash and cash equivs
Beginning balanc
Ending balanci

Cash flows from discontinued operatio
Net cash used in discontinued operating activ
Cash used in investing activit—discontinued operatior
Cash provided by financing activit—discontinued activitie

Net decrease in ce—discontinued operatior

The accompanying notes are an integral part oktheasolidated financial statements.
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Years Ended December 31,

2006
$ 1,20t

2,36(
(65)
65
(28¢)

2005 2004
(Dollars in millions)

$ 977 $ 991
— 53
2,65¢ 2,69:
— )
74 32
(302) (42t
— 54
12 —
— (32
37 6
24 23
(27) 221
29 (30)
38 73
(13) (335)
(84) 14C
(55) (184)
47 44
3,41¢€ 3,31¢
(1,232) (1,437
21C 48
— 11
9 (5)
(1,019 (1,387%)
— 2,231
— (2,185
1,15(C 83€
(1,156 (952)
(2,536) (2,451)
— 28€
43 14
(2,58%) (2,249
(182) (319
34z 65E
$ 16C $ 34z
— (62
— Q)
— 67
$ — $ —
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDER'’S EQUITY

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

Note

Receivable— Accumulated
Common
Stock Affiliate Deficit Total
(Dollars in millions)

$ 8,23¢ ($286) ($4,879) $ 3,077
— — 991 991
= = (2,669 (2,662
(32) — — (32)
2,231 — — 2,231
(29€) — — (29€)
11 28€ — 297
10,15( — (6,546 3,60¢
— — 977 977
— — (2,250 (2,250
— — 2 2
7 — — 7
10,157 — (7,82)) 2,33¢
— — 1,20: 1,20¢
= = (2,000 (2,000
— — 2 2
18¢ — — 18¢
$10,34¢ $ — ($8,616) $1,73(

The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2006, 2005 and 200

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 and video
services within our local service area, which csissof the 14-state region of Arizona, Coloradahia, lowa, Minnesota, Montana, Nebraska,
New Mexico, North Dakota, Oregon, South Dakota,HJ#&ashington and Wyoming. Our operations are bhetlin the consolidate
operations of our ultimate parent, QCII, and gelheecount for the majority of QCII’s consolidateevenue. We also rely on joint marketing
relationships with our affiliates to provide a frdinge of competitive services. These relationsailpsv us to bundle our services with our
affiliates’ wireless, long-distance, private linggdeo and other services.

Our telecommunications products and services argged through our telephone network located within local service area. In
addition to our operations, QCIlI maintains a wissl®usiness and a national fiber optic networkrésathes out of our local service area. QCI|
provides the following wireline products and seedthat we do not provide:

. InterLATA long-distance service:

. Dedicated internet acce:

. Virtual private network

. Web hosting

. Data integration

. VolP;

. MPLS-based services sold as iQ Networkihgand
. Cable-based videc

For certain other products and services we provdd,for a variety of internal communications fuoies, we utilize other parts of QCII's
network to transport voice and data traffic. Aldopugh its network, QCII provides nationally arldlgally some data and Internet access
services, including private line, ATM and framearethat are similar to services we provide withim tocal service area.

Until May 1, 2004, we provided wireless servicea®tigh our wholly owned subsidiary, Qwest WireletL(“Qwest Wireless”). On
May 1, 2004, we transferred ownership of Qwest W& to our parent, QSC. As a consequence, wengeldave wireless operations, and
results of operations and financial position of @Wireless are included in discontinued operatiormir consolidated financial statements.
Please see Note 8—Transfer of Qwest Wireless Opesatio our consolidated financial statements éatitonal information on discontinued
operations.
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Note 2: Summary of Significant Accounting Policies
Basis of Presentatiol

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

We record intercompany charges at the amountgdhitleis 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 arded in the period they become kno
We purchase services, such as marketing and aslmgrtinformation technology, product and techngelvices as well as general support
services from affiliates. We provide to our affiéa telephony and data services as well as othéces.

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

Use of Estimates

Our consolidated financial statements are preparadcordance with accounting principles generatlgepted in the United States of
America (“GAAP"). These accounting principles remuiis to make certain estimates, judgments andrggns. We believe that the
estimates, judgments and assumptions made whenraowp for items and matters such as, but not &cthib, long-term contracts, customer
retention patterns, allowance for bad debts, déguien, amortization, asset valuations, internbblacapitalization rates, recoverability of
assets, impairment assessments, employee beteefiés, reserves and other provisions and continggace reasonable, based on information
available at the time they are made. These estimaiggments and assumptions can affect the reparteunts of assets and liabilities as o
date of the consolidated financial statements, elsag the reported amounts of revenue and expehség) the periods presented. We also
assess potential losses in relation to threatenpdraling legal and tax matters. For matters rlated to income taxes, if a loss is considered
probable and the amount can be reasonably estimageecognize an expense for the estimated Ibase have the potential to recover a
portion of the estimated loss from a third partg, make a separate assessment of recoverabilitiednde the estimated loss if recovery is also
deemed probable. For income tax related matterseeard a liability computed at the statutory ineotax rate if we determine that (i) we do
not believe we are more-likely-than-not to preaailan uncertainty related to the timing of recagnifor an item, or (ii) we do not believe it is
probable that we will prevail and the uncertairstyot related to the timing of recognition. Howewffective January 1, 2007, our policy for
accounting for income taxes changed upon adopfi6iASB Interpretation (“FIN”) No. 48, Accounting faJncertainty in Income
Taxes” (“FIN 48”). Actual results could differ frothese estimates. See Note 16—Commitments andrgemities.

Reclassifications

Certain prior year balances have been reclasdifiednform to the current year presentation incigdieclassifications of affiliate
balances within current liabilities and within leteym liabilities.

Revenue Recognitio

Revenue for services is recognized when the rekgedces are provided. Payments received in advaredeferred until the service is
provided. Up-front fees received, primarily activatfees and installation charges, as well as $se@ated customer acquisition costs, are
deferred and recognized over the expected
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customer relationship period, which range from tifive years. The amount of customer acquisitiosts that are deferred is limited to the
amount of up-front fees deferred. Costs in excéspdront fees are recorded as an expense indhiecincurred. Expected customer
relationship periods are estimated using histoegplerience. Termination fees or other fees ortiagigontracts that are negotiated in
conjunction with new contracts are deferred andgazed over the new contract term.

Revenue related to equipment sales is recognized apceptance by the customer, and when all thdittamms for revenue recognition
have been satisfied. Customer arrangements tHatimboth equipment and services are evaluatedteymine whether the elements are
separable based on objective evidence. If the elenaee separable and separate earnings procedstesotal consideration is allocated to e
element based on the relative fair values of tipausge elements and the revenue associated withedarment is recognized as earned. If
separate earnings processes do not exist, totaidmration is deferred and recognized ratably tivelonger of the contractual period or the
expected customer relationship period.

We offer some products and services that are peoMiy third party vendors. We review the relatiopdietween us, the vendor and the
end customer on an individual basis to assess wheglienue should be reported on a gross or nit. Besan example, our resold satellite
digital television is reported on a net basis. &aluation and ultimate determination is basechdicators provided in Financial Accounting
Standards Board (“FASB”) Emerging Issues Task F@IEETF”) Issue No. 99-19, “Reporting Revenue Grassa Principal versus Net as an
Agent” (“EITF 99-19).

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 ifbthmelled offerings. The allocation is based
on the relative value of products included in elchdle 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 accounting for certizies assessed by a governmental authority thathaased on and concurrent with specific
revenue-producing transactions between a sellenangtomer. These taxes and surcharges includmgathers, universal service fund
charges, sales, use, value added, and some exxise We follow EITF 99-19 when determining thegamoaccounting for the taxes under the
scope of EITF 06-03. Under EITF 99-19, we determihether we are the primary obligor in each jug§dn in which we do business. Our
revenue and expenses include taxes and surchdr§i2domillion, $256 million and $226 million fohé years ended 2006, 2005 and 2004,
respectively.

Advertising Cost:

Costs related to advertising are expensed as egtutdvertising expense was $234 million, $240iomlland $158 million for the years
ended December 31, 2006, 2005 and 2004, respsgtam is included in selling, general and admiatste on our consolidated statements of
operations.

Restructuring Charge:

Periodically, QCIl commits to exit certain businessivities, eliminate administrative and netwaskdtions, and/or significantly reduce
our number of employees. At the time a restructuglan is approved by QCII, we record a chargeutoconsolidated statement of operations
for our estimated costs associated with the plam.al§o record a charge when we permanently ceasef asleased location. Charges
associated with these
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exits or restructuring plans incorporate variougmeses, including severance costs, sublease ineoeosts, disposal costs, length of time on
market for abandoned rented facilities and contildermination costs. Estimates of charges assatisith abandoned operating leases, some
of which entail long-term lease obligations, aredshon existing market conditions and the net antsathiat 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 casiséd 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 amhéamaxes currently payable, an amount for tansamuences deferred to future
periods, and adjustments to our liabilities for emain tax positions, including interest. Defermecbme tax assets and liabilities are recognized
for the future tax consequences attributable taltfierences between the financial statement andvéais of assets and liabilities as well as for
operating loss and tax credit carryforwards usimgceed tax rates expected to apply in the yeamhisiwthe differences are expected to affect
taxable income. The effect on deferred income &sets and liabilities of a change in tax rate é@gaized in operations in the period that
includes the enactment date. Valuation allowancegstablished when necessary to reduce defercethimtax assets to the amounts that we
believe are more-likely-than-not to be recovered.

We use the deferral method of accounting for fddevestment tax credits earned prior to the repéaluch credits in 1986. We also
defer certain transitional investment tax credéimed after the repeal, as well as investmentredits earned in certain states. We amortize
these credits ratably over the estimated servies [0f the related assets as a credit to our indarprovision in our consolidated statement of
operations.

Cash and Cash Equivalents

We utilize the cash management services of QCIIlI @@nages our cash in accordance with its casbsimvent policy, which restricts
investments to ensure preservation of principalraathtenance of liquidity. Although cash and caghiealents balances are generally
unsecured, our balances are maintained with fimhirgstitutions that QCII and we believe are creditthy. We consider cash on hand, depr
in banks and investments purchased with originafagye maturities of three months or less to be aadtcash equivalents. Our cash
investment policy limits the concentration of intrasnts with specific financial institutions or angocertain products and includes criteria
related to credit worthiness of any particular fio&l 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 accountsgtdg on our consolidated balance sheets. As ofeee31, 2006 and 2005, the book
overdraft balance was $18 million and $54 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.
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Property, Plant and Equipmer

Property, plant and equipment are carried at phss, the estimated value of any associated legjabmeent obligations. Property, plant
and equipment are depreciated primarily using tteght-line group method. Under the straight-lgreup method, assets dedicated to
providing telecommunications services (which costhe majority of our property, plant and equipthérat have similar physical
characteristics, use and expected useful livesategorized in the year acquired on the basis wédldife groups for purposes of depreciation
and tracking. Generally, under the straight-lineugr method, when an asset is sold or retired, dbeis deducted from property, plant and
equipment and charged to accumulated depreciatithnout recognition of a gain or loss. A gain ordas recognized in our consolidated
statements of operations only if a disposal is atnabor unusual. Leasehold improvements are aneattiwer the shorter of the useful lives of
the assets or the lease term. Expenditures forter@nce and repairs are expensed as incurredeshisrcapitalized during the construction
phase of network and other internal-use capitgkepts. Employee-related costs directly relatedotastruction of internal use assets are also
capitalized during the construction phase. Prop@tgnt and equipment supplies used internallycaréed at average cost, except for
significant individual items for which cost is basen specific identification.

We have asset retirement obligations associatddthé removal of a limited group of property, plant equipment assets from leased
properties, and the disposal of certain hazardaatenals present in our owned properties. Whensastaetirement obligation is identified,
usually in association with the acquisition of #sset, we record the fair value of the obligatism diability. The fair value of the obligation is
also capitalized as property, plant and equipmedttaen amortized over the estimated remainingulifié of the associated asset. Where the
removal obligation is not legally binding, the wett to remove assets is expensed in the periathich the costs are actually incurred.

We perform annual internal studies to determineetgpble lives for most categories of propertynpkand equipment. These studies
utilize models that take into account actual uspbgsical wear and tear, replacement history, aptions about technology evolution, and, in
certain instances, actuarially determined probi@slito calculate the remaining life of our assetdo During 2006, we changed the estimates of
our remaining lives. The changes in these estintegdted in a net increase of $18 million in defgon expense in our consolidated
statement of operations.

Impairment of Lonc-Lived Assets

We review long-lived assets, other than intang#ssets with indefinite lives, for impairment at @€Ill level whenever facts and
circumstances indicate that the carrying amounte®fssets may not be recoverable. For measurgmerdses, long-lived assets are grouped
with other assets and liabilities, including othssets and liabilities of QCII. An impairment lassecognized only if the carrying amount of
the asset group is not recoverable and exceefigritgalue. Recoverability of the asset group tdbll and used is measured by comparing the
carrying amount of the asset group to the estimateliscounted future net cash flows expected tgdmerated by the asset group. If the asset
group’s carrying value is not recoverable, an impaint charge is recognized for the amount by wttiehcarrying amount of the asset group
exceeds its fair value. We determine fair valuesisipg a combination of comparable market valuesdiscounted cash flows, as appropriate.

Capitalized Software

Internally used software, whether purchased or ldpeel, is capitalized and amortized using the gltaline group method over its
estimated useful life. In accordance with Amerigastitute of Certified Public Accountants StatemehPosition 98-1, “Accounting for the
Costs of Computer Software Developed or Obtainedinternal Use,” we capitalize certain costs assted with software such as costs of
employees devoting time to the projects and extelinact costs for materials and services. Costs@ated with internally developed software
to be used internally are expensed until the patimthich the project has reached the
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development stage. Subsequent additions, modditaibr upgrades to internase software are capitalized only to the extertttiey allow the
software to perform a task it previously did notfpem. Software maintenance and training costeapensed in the period in which they are
incurred. The capitalization of software requinedgment in determining when a project has reachedi¢velopment stage and the period over
which we expect to benefit from the use of thatwafe. We review the economic lives of our captedi software annually.

Fair Value of Financial Instruments

Our financial instruments consist of cash and &aglivalents, investments, accounts receivable,.edsgayable and borrowings. The
carrying values of these instruments, excludingjttarm borrowings, approximate their fair valuesdiese of their short-term nature. The fair
value of our long-term borrowings was approximat&8y2 billion at December 31, 2006 and 2005. Tlreviues of our long-term borrowings
are based on quoted market prices where availabiermt available, based on discounted futuréndamsvs using current market interest rates.

Pension and Po-Retirement Benefits

Our employees participate in the QCII pension, gaalified pension, post-retirement healthcare #edrisurance, 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 pension, non-qualified pension, and
post-retirement healthcare and life insurance bsnafid the associated obligations and assetsdadisletermines our cash contribution.
Historically, QCII has only required us to pay @artion of their required pension contribution.

The allocation of cost to us is based upon demdicamf our employees compared to all the remaipeagicipants. In computing the
pension and post-retirement healthcare and lifierarece benefit expenses, the most significant ggons QCII makes include employee
mortality and turnover, expected salary and wageeises, discount rate, expected rate of retuplamassets, expected future cost increases,
health care claims experience and QCII's evaluatitthe legal basis for plan amendments. The mamg of QCII’'s post-retirement plan
benefits covered by collective bargaining agreesiastnegotiated with our employees’ unions canstgtficantly impact the amount of
expense we record.

For further information on QCII pension, non-quiakif pension, postretirement and other post-employinenefit plans, see QClIlI's
Annual Report on Form 10-K for the year ended Ddwam31, 2006.

Stockholde’s Equity

In the normal course of business, we transfer agsetnd from our parent, QSC. It is QGl&nd our policy to record asset transfers tc
from QSC based on carrying values.

Recently Adopted Accounting Pronouncemel

In September 2006, the FASB issued Statement afn€ial Accounting Standards (“SFAS”) No. 158, “Eoy#rs’ Accounting for
Defined Benefit Pension and Other Postretiremeami$2An amendment of FASB Statements No. 87, 88,di$132(R)” (“SFAS No. 158").
Our ultimate parent, QCII, adopted SFAS No. 158ictvhvas effective for our year ended December 8062Upon adoption of SFAS No.
158, QCII recognized on its consolidated balan@asthe over-funded or under-funded amounts aféfned benefit pension, post-retirement
and other post employment benefit plans. SFAS 8.dbes not impact us because the defined benafis mre the responsibility of QCII.
However, we recorded in our consolidated statemafperations the expense associated with our@yapk participating in the QCII defined
benefit plans.

Additionally, in September 2006, the Securities Bmdhange Commission (“SEC”) issued Staff Accoupfulletin No. 108,
“Considering the Effects of Prior Year Misstatensawhen Quantifying
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Misstatements in Current Year Financial Statemefi®AB 108”). SAB 108 was effective for us begingiwith our fiscal year ended on
December 31, 2006. SAB 108 did not have a matefiatt on our financial position or results of ogtéwns for the year ended December 31,
2006.

Effective January 1, 2006, we adopted SFAS No.RP3Ghare-Based Payment” (“SFAS No. 123(R)"), whievises SFAS No. 123,
“Accounting for Stock-Based Compensation.” See N&teStock-Based Compensation.

In December 2005, we adopted FASB InterpretatiéiN") No. 47, “Accounting for Conditional Asset Retment Obligations an
interpretation of SFAS No. 143,” (“FIN 47"). See tdcc—Property, Plant and Equipment—Asset Retirerfidligations for additional
information.

In May 2005, the FASB, as part of an effort to @onf to international accounting standards, issUefiSSNo. 154, “Accounting Changes
and Error Corrections” (“SFAS No. 154”), which weféective for us beginning on January 1, 2006. SMN®S154 requires that all voluntary
changes in accounting principles be retrospectigpllied to prior financial statements as if thamgple had always been used, unless it is
impracticable to do so. When it is impracticableatculate the effects on all prior periods, SFAS M54 requires that the new principle be
applied to the earliest period practicable. Theptida of SFAS No. 154 has not had a material eféecour financial position or results of
operations.

Recently Issued Accounting Pronouncemel

In September 2006, the FASB issued SFAS No. 1540y Value Measurements” (“SFAS No. 157"), whiclefgective for us beginning
January 1, 2008 and provides a definition of failue, establishes a framework for measuring fdirejeand expands disclosures about fair
value measurements for future transactions. Weotlexpect the adoption of this pronouncement teetematerial impact on our financial
position or results of operations.

In July 2006, the FASB issued FIN 48, which is efifiee for us as of the interim reporting period in@ing January 1, 2007. The validity
of any tax position is a matter of tax law, andeyafly there is no controversy about recognizirglienefit of a tax position in a company’s
financial statements when the degree of confidénbéh that the tax position will be sustained mgxamination by a taxing authority. The
law is subject to varied interpretation, and wheth&ax position will ultimately be sustained mayuncertain. Under FIN 48, the impact of an
uncertain income tax position on the income tawigion must be recognized at the largest amountishaore-likely-than-not to be sustained
upon audit by the relevant taxing authority. An emain income tax position will not be recognizéd has less than a 50% likelihood of being
sustained. FIN 48 also requires additional disales@bout unrecognized tax benefits associatedumitkertain income tax positions and a
reconciliation of the change in the unrecognizeifie In addition, FIN 48 requires interest toreeognized on the full amount of deferred
benefits for uncertain tax positions. An income paxalty is recognized as expense when the tatigrosioes not meet the minimum statutory
threshold to avoid the imposition of a penalty. ¥éatinue to evaluate the impact of FIN 48 on oursmiidated financial statements. At this
time, we do not know what the impact will be upawopgtion of this standard. However, we do not expleetimpact to be significant.

Note 3: Stock-Based Compensation
Adoption of SFAS No. 123(R

Effective January 1, 2006, we adopted SFAS No.RP3Prior to 2006, we accounted for stock award®@fl stock granted to our
employees under the intrinsic-value recognition amdsurement principles of Accounting PrinciplesuBldOpinion No. 25, “Accounting for
Stock Issued to Employees” (“APB No. 25”). HoweVBFAS No. 123(R) requires that compensation expbasaeasured using estimates of
the fair value of all stock-based awards and apptienew awards and to awards modified, repurchasezhncelled after December 31, 2005,
as well as to the unvested portion of awards ondistg as of January 1, 2006.
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Our direct parent also adopted SFAS No. 123(R)asnudry 1, 2006, and as a result of its increasstb cib increased its billings to us
during the year ended December 31, 2006 by appairi;n$14 million. These costs are not directlyigrssd, but are billed to us based on a
general allocator and are included in the sellgemeral and administrative—affiliates expenseilineur consolidated statements of operations.
As of December 31, 2006, QCII had a total $49 onillof total unrecognized compensation cost reladadvested stockased awards, whick
will recognize over the remaining weighted averagsting terms of 2.7 years, and because our diggent will continue to record such stock-
based compensation, it will continue to bill a pmrtof such costs to us. However, based on the rfeartgrs that affect the allocation, the
amount that is ultimately billed to us as a restistock-based compensation recorded at our ddent may fluctuate.

We are applying the “modified prospective methaal’fecognizing the expense over the remaining nggieriod for awards that were
outstanding but unvested at January 1, 2006. Uthéemodified prospective method, the adoption ASINo. 123(R) applies to new awards
and to awards modified, repurchased, or cancefted Becember 31, 2005, as well as to the unvgsbeiion of awards outstanding as of
January 1, 2006. In accordance with the modifiedpective method, we have not adjusted the finhat@éements for periods ended prior to
January 1, 2006.

Compensation cost arising from stock-based awanaisted to our employees is recognized as expersg te straight-line method over
the vesting period and is included in the costadés and selling, general and administrative ex@@nsur consolidated statements of
operations. The total compensation cost for awaf@3Cll stock granted to our employees was less $iamillion for the year ended
December 31, 2006. Because we purchase a sigriiicaount of services from our parent, the direstlstbased compensation costs recorded
by us for stock-based awards granted to our empkgee not necessarily indicative of the costs welavhave incurred had we operated as a
stand-alone entity during the periods presented.

The following table illustrates the effect on netome for the year ended December 31, 2005 asripeasation costs arising from stock-
based awards of QCII stock granted to our emplohadsheen determined based on the fair value ajrtre dates:

Years Ended December 31,
2005 2004
(Dollars in millions)

Net income:
As reportec $ 977 $ 991
Deduct: Total stoc-based employee compensation expense determined thied@i-

value-based method for all awards, net of reladscetfects of $26 and $33,

respectively (57 (22)
Pro forma net incom $ 92C $ 96¢

The pro forma amounts reflected above may not peegsentative of the effects on our reported nairimein future years because the
number of future shares to be issued under theses i not known and the assumptions used to disetime fair value can vary significantly.
Following are the weighted-average assumptions wstidthe Black-Scholes option-pricing model toimstte the fair value of all QCII options
granted to our employees in 2006, 2005 and 2004:

Years Ended December 31,

2006 2005 2004
Risk-free interest rat 4.2-5.C% 3.2-4.4% 2.6-4.2%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected option life (year: 5.C 4.4 4.3
Expected stock price volatilit 80% 88% 88%
Weighte-average grant date fair val $ 4.3¢€ $ 274 $ 3.1C

57



Table of Contents

On August 18, 2005, the Compensation and HumanlRes® Committee of QCII's Board of Directors accafed the vesting of all
outstanding and unvested stock options that hawxartise price equal to or greater than $3.79¢hvhias the closing market price of QClIlI's
common stock on such date. The impact of the at&la on net income as shown in the above tabkamancrease in pro forma stock-based
compensation expense of approximately $33 milliloB005. Aside from the acceleration of the vestlate, the terms and conditions of the
stock option agreements governing the underlyingksbptions remain unchanged.

The purpose of the acceleration was to avoid rézognfuture compensation expense associated Wilatcelerated options upon the
adoption of SFAS No. 123(R). SFAS No. 123(R) setthfaccounting requirements for “share-based” eamsption to employees and requires
companies to recognize in their income statemémtgtant-date fair value of stock options and o#ugrity-based compensation.

Stock Options

Some of our employees participate in QCII's stoekdrl compensation plans. Prior to 2006, these plarsaccounted for using the
intrinsic value recognition and measurement prilesipf Accounting Principles Board Opinion No. 2A¢counting for Stock Issued to
Employees.” Under the intrinsic value method no pensation expense is recognized for options grantedployees when the strike price of
those options equals or exceeds the value of therlying security on the measurement date. Any €xoé the stock price on the measurement
date over the exercise price is recorded as defeompensation and amortized over the service gelioing which the stock option award
vests using the accelerated method described ir2BJNAccounting for Stock Appreciation Rights a@ther Variable Stock Option or Award
Plans.” QCII allocates to us our share of the defecompensation expense described herein basagtions granted to our employees.

Employee Stock Purchase Ple

Our employees may participate in QCII's Employeec8tPurchase Plan (“ESPP”). Under the terms oEBEP, eligible employees may
authorize payroll deductions of up to 15% of theise compensation, as defined, to purchase Q@itrsmon stock at a price of 85% of the fair
market value of the stock on the last trading dath® month in which the stock is purchased. Inbadance with APB No. 25, prior to 2006,
did not recognize compensation expense for therdiffce between the employees’ purchase price arfditrmarket value of the stock. During
the year ended December 31, 2006, we recognizegamsation expense of less than $1 million for tffe@nce between the employees’
purchase price and the fair market value of theksto

Note 4: Accounts Receivable
The following table presents details of our acceunteivable balances as of December 31, 2006 G0t 2
December 31

2006 2005
(Dollars in millions)

Accounts receivab—net:

Trade receivable $ 67F $ 64¢
Earned and unbilled receivabl 19¢ 205
Purchased receivabl 21t 23€
Total accounts receivab 1,08¢ 1,08t

Less: Allowance for bad dek (53 (66)
Accounts receivable n-affiliates—net 1,03t 1,01¢
Accounts receivab—affiliates 147 127
Accounts receivab—net $1,182 $1,14¢
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We are exposed to concentrations of credit risknfomstomers within our local service area and fother telecommunications service
providers. We generally do not require collatesade¢cure our receivable balances. We have agresmvéhtother telecommunications service
providers whereby we agree to bill and collectlogirtbehalf for services rendered by those progideiour customers within our local service
area. We purchase accounts receivable from otlegot@munications service providers on a recoursestzand include these amounts in our
accounts receivable balance. We have not expedemte significant losses related to these purchesssivables.

Note 5: Property, Plant and Equipment
The components of property, plant and equipmenf &ecember 31, 2006 and 2005 are as follows:
Depreciable December 31,

Lives 2006 2005
(Dollars in millions)

Property, plant and equipm~—net:

Land N/A $ 95 $ 10C
Buildings 15-30 years 2,79¢ 2,90¢
Communications equipme 8-10 years 18,98: 18,65
Other network equipmel 8-50 years 19,90( 19,49¢
General purpose computers and o 5-11 years 1,60( 2,011
Construction in progres N/A 101 13€
Total property, plant and equipme 43,47 43,31(
Less: accumulated depreciati (30,47°) (29,279)
Property, plant and equipm—net $ 12,99¢ $ 14,03;

Asset Retirement Obligatior

In December 2005, we adopted FIN 47, which requiget recognize asset retirement obligationsahatonditional on a future event,
such as the obligation to safely dispose of asbegt®n a building is demolished or renovated ueddrain 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 hivin and net of income taxes of $8 million) for themulative effect of change in accounting
principle.

Asset retirement obligations are included in otbeg-term liabilities on our consolidated balanbeets. The following table reconciles
our asset retirement obligations for the years émiscember 31, 2006, 2005 and 2004:

2006 2005 2004
(Dollars in millions)

Asset retirement obligations as of Janua $ 27 $ 4 $ 4
Accretion expens 2 — —
Liabilities incurred, including adoption of FIN ¢ — 23 —
Revisions in estimated cash flo (1) — —

Asset retirement obligations as of Decembe $ 28 $ 27 $ 4

As of December 31, 2006, our asset retirement atitigs balance was primarily related to costs ofa@ng circuit equipment from
expired leased properties and costs of properpyodisg of asbestos and other hazardous materials ngmnodeling or demolishing buildings.
During 2005, we sold our wireless towers and, innggction with that sale, the related asset retirgrobligations were transferred to the
buyer. See Note 8—Transfer of Qwest Wireless Operafor additional information.
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Note 6: Capitalized Software

As of December 31, 2006 and 2005, we had capithbpétware with finite lives with carrying costs $f,249 million and $1,455 million,
respectively, and accumulated amortization of $880on and $861 million, respectively. We recordeaiortization expense of $261 millior
2006 for intangible assets with finite lives, baseda life range of 4 to 5 years in 2006.

Based on the current balance of intangible asséiet to amortization, the estimated future araation is as follows:

Estimated
Amortization
(Dollars in millions)
Estimated future amortization expen

2007 $ 142
2008 11z
2009 77
2010 43
2011 23
2012 and thereafte 20
Total estimated future amortization expe $ 41¢

Note 7: Borrowings
Current Borrowings
As of December 31, 2006 and 2005, current borrosvoansisted of:

December 31
2006 2005
(Dollars in millions)

Current borrowings

Current portion of lon-term borrowings $ 70 $ —
Current portion of capital lease obligatic 1 1
Total current borrowing $ 71 $ 1

Long-Term Borrowings
As of December 31, 2006 and 2005, long-term bomgwiconsisted of the following:

December 31,
2006 2005
(Dollars in millions)

Long-term borrowings
Notes with various rates ranging from 5.625% t&/8%, including

LIBOR* + 3.25%, with maturities from 2007 to 20 $7,79¢ $7,78¢
Unamortized discount and premit (12€) (129
Capital lease obligatior 8 5
Less: current portio (71) (1)

Total lon¢-term borrowings $7,61(C $7,66¢

* London interbank offering rat
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Our long-term borrowings had the following interesties and maturities at December 31, 2006:

Maturities
2012 and
2007 2008 2009 2010 2011 Thereafter Total
(Dollars in millions)

Interest rates

Above 5% to 6% $ 70 $32¢ $— $— $— $ — $ 39C

Above 6% to 7% — — — 50C — 1,00C  $1,50(

Above 7% to 8% — 2 — — 82t 2,58  $3,40¢

Above 8% to 9% — — — — — 2,500  $2,50(
Total notes $ 70 $322 $— $50C $82F $ 6,082 $7,79¢
Capital lease obligatior 8
Unamortized discount and premit (12€)
Less: current portio (71)
Total lon¢-term borrowings 7,61(

Covenants

The indentures governing the notes in the above tantain certain covenants including, but noftiah to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitatiormergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with retgatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2806.

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

On June 17, 2005, we issued a total of $1.15 hilliggregate principal amount of new debt consistirgr50 million of Floating Rate
Notes due 2013 with interest at LIBOR plus 3.25%186 as of December 31, 2006) and $400 million.62%% Notes due 201

The aggregate net proceeds from the above offehiage been or will be used for general corporatpgaes, including funding or
refinancing our investments in telecommunicatiosess These notes are unsecured obligations akecamally in right of payment with all
other unsecured and unsubordinated indebtedneesoMenant and default terms are substantiallgdinge as those associated with our other
long-term debt.

Tender Offers and Related Payments at Maturity
On June 7, 2005, we commenced the following castieteoffers:

. We offered to purchase up to $250 million aggregairecipal amount of our 6 5/8% Notes due 2005.réteived and accepted
tenders of approximately $211 million face amourthese notes for $212 million. On September 1B520ve repaid the remaining
$39 million of these notes that matured on thag«

. We offered to purchase up to $150 million aggregaitgcipal amount of our 6 1/8% Notes due Novenitier2005. We receive
and accepted tenders of approximately $129 mifizme amount for $130 million. On November 15, 2008, repaid the remaining
$21 million of these notes that matured on thag«
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Prepayment

Concurrent with the issuance of the notes on Augu2006 as discussed above, we called the renga$§ifi0 million aggregate principal
amount of our floating rate term loan maturingumd 2007, plus accrued interest of $3 million. Phepayment resulted in a loss on early
retirement of debt of $9 million.

On June 20 and June 23, 2005, we pre-paid an aafgref$750 million face amount of the $1.25 billidoating rate tranche of our
senior term loan that matures in June 2007 for $7iNgon.

Redemption

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.

Registered Exchange Offers

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

On December 30, 2005, QC commenced a registerdthrge offer for its 7.625% Notes due 2015 andlaatihg Rate Notes due 2013
pursuant to the registration rights agreementittettered into in connection with the issuancéheke notes. QC completed the registered
exchange offer on February 8, 2006.

On May 27, 2005, we commenced registered exchaffges dor our 7.875% Notes due 2011 and our 8% Notes due 2012 pursuant to
the registration rights agreements that we entietedn connection with the issuance of these ndiés completed the registered exchange
offers for these notes on July 5, 2005.

Other Debt Related Matters
As of December 31, 2006, QCII and its subsidianiese in compliance with all of the provisions amyenants of their borrowings.

Interest

Interest expense—net primarily relates to inteoesiong-term borrowings. Other interest expenseh &s interest on income taxes, is
included in other—net in our consolidated statemehbperations. The following table presents tim@ant of gross interest expense,
capitalized interest and cash paid for interesingu2006, 2005 and 2004

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

Interest expen—net:

Gross interest expen $ 624 $614 $ 598
Capitalized interes (8) (7) (9
Total interest expen—net 61€ 607 584
Cash interest pai $ 59¢ $ 58E $ 567
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Note 8: Transfer of Qwest Wireless Operations

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

On May 1, 2004, we transferred ownership of QwestWss to an affiliate. The transfer was madénenform of a dividend to QSC, and
as a result, no consideration was exchanged. Dtéstéransfer, we no longer have wireless openatiand the results of Qwest Wireless
operations are presented as discontinued operatidhsse financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. We now redegrithe Qwest revenue from affiliate wireless opers in our consolidated statements of
operations.

In 2006, we adjusted a previous distribution of GW&ireless carrying amount of assets and liabdlitotaling $58 million in connection
with the transfer of ownership in 2004.

The following table presents the summarized regfltgperations related to our discontinued openatifor the year ended December 31,
2004:

Year Ended
December 31,
2004
(Dollars in millions)
Revenue $ 16€
Discontinued operation
Qwest revenue from affiliate wireless operati (43
Net revenue 12t
Costs and expense
Costs of sale (64)
Selling, general and administrati (89)
Depreciation and amortizatic )
Loss from operation (39
Other expens (53
Loss before income tax (87)
Income tax benef 34
Loss from discontinued operatio ($59)

Note 9: Severance

We accrued $34 million and $26 million of severanests in 2006 and 2005, respectively. These eests included in our consolidated
statements of operations in selling, general amdisidtrative expenses. We paid approximately $1ianiof the 2005 severance costs thro
2006, and we expect to pay the remaining balan2@d7. We paid $11 million of the 2006 severancdf6, and we expect to pay
substantially all the 2006 severance costs in 2007.
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Note 10: Other Financial Information
Prepaid Expenses and Other Current Ass

Prepaid expenses and other current assets inchldé@smillion and $170 million of deferred instaitat and activation charges as of
December 31, 2006 and 2005, respectively.

Accrued Expenses and Other Current Liabilitit
Accrued expenses and other current liabilitiesfd3exember 31, 2006 and 2005 consist of the folhguvi

December 31,
2006 2005
(Dollars in millions)

Accrued expenses and other current liabilit

Accrued interes $ 13t $ 124
Employee compensatic 232 211
Accrued property and other tax 25C 26¢
Other 165 124
Total accrued expenses and other current lials| $ 782 $ T72¢

Other Long-Term Liabilities

Other long-term liabilities primarily include unaniaed investment tax credits, customer deposéferded rents and SFAS 143 asset
removal obligation.

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-retirement anceoftost-employment benefit plans. No
pension funding was required during 2006 or 2006 asof December 31, 2006 and 2005, the fair valtlee assets in the qualified pension
trust exceeded the accumulated and projected bamdifjation of the qualified pension plan. Durid@05, we contributed $6 million to the
post-retirement healthcare trust.

Our allocated pension expense (credit) for 2006052@nd 2004 was $51 million, $19 million, and (B@dllion, respectively. Our
allocated post-retirement benefit expense for 22065, and 2004 was $99 million, $160 million, &&29 million, respectively. These
allocated amounts represent our share of the peesizsense (credit) and post-retirement benefitsdoased on the actuarially determined
amounts. Our allocated portion of these amounts7##és, 76% and 85% for the years ended Decembe&(®8, 2005 and 2004, respectively.

The accumulated benefit obligation (*“ABQO”) for QGllbccupational (union) healthcare and life insgeapost-retirement plan benefits is
estimated based on the terms of QCII's written glamegotiated with our employees’ unions. In mgkinis determination, QCII considers the
exchange of benefits between it and our employesoccurs as part of the negotiations as weluasanous assumptions, estimates and
judgments, including but not limited to, healthcaost trend rates and mortality trend rates. Inthivel quarter of 2005, we negotiated n
three-year collective bargaining agreements cogeapproximately 23,000 unionized employees. Theseagreements reflect changes for the
post-1990 retirees who are former occupationalofuinémployees, including: (i) a Letter of Agreemedhich states retirees begin contributing
to the cost of healthcare benefits in excess dfiipd limits on the company-funded portion of re&é healthcare costs (also referred to as
“caps”) beginning January 1, 2009, rather than danli, 2006, which is the previous effective ddtthe
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caps: (ii) the beneficiaries of po$®90 retirees who were former occupational (uneamployees are eligible for a reduced life insurdreeefit
of $10,000 effective January 1, 2006 and the bereies of other pre-1991 retirees who were foroeaupational (union) employees are
eligible for a reduced life insurance benefit 00FI00 effective January 1, 2007; and (iii) postd 8&irees pay increased out of pocket costs
through plan design changes starting January 1.2l0fese changes have been considered in the diedtion of the ABO for QCII's
occupational (union) employee benefits under th@ prhe additional costs to QCII of deferring tidoecement of the caps by three years \
substantially offset in negotiation by the addiibbenefit to it of the reduction in life insuranoenefits. As a result of this exchange of ben
with the affected plan participants (the retirgethis case), QCII has determined that the capgagiom beginning January 1, 2009 is
substantive. If the caps were not considered taubstantive in its determination of the ABO, QCHhlarent calculation of the ABO would
increase by approximately $2.3 billion. The colleetbargaining agreements with our employees’ unimmtain caps that are effective January
1, 2009, and QCII currently intends to enforce ¢hlesalthcare caps beginning on that date in ocderatintain its healthcare costs at
competitive levels.

For 2006, 2005, and 2004, the net pension andrptistment benefit expense allocated to non-aféili@lated cost of sales was
$102 million, $123 million and $104 million respiey. For 2006, 2005, and 2004, the net pensiahpast-retirement benefit expense
allocated to non-affiliate related SG&A expense %48 million, $56 million and $55 million, respectly.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescription Drogarbvement and Modernization Act of 2003 (the “Mede Act”) became law in the
United States. The Medicare Act introduced a pip8on drug benefit under Medicare as well as a&fatisubsidy to sponsors of retiree
healthcare benefit plans that provide a benefitithat least actuarially equivalent to the Medéchenefit. QCII sponsors a post-retirement
healthcare plan with several benefit options thavide prescription drug benefits that it deemsiacdally equivalent to Medicare Part D.
Accordingly, we adopted the provisions of FASB SRdsition No. 106-2, “Accounting and Disclosuregiigements Related to the Medicare
Prescription Drug, Improvement and Modernizatiort 8fc2003.” As a result of adoption, we reduced allwcated accumulated pasttiremen
benefit obligation by $197 million, and reduced aliocated net periodic post-retirement benefit &ys$31 million and $27 million for the
years ended December 31, 2005 and 2004, respgctiMeting 2005, the Center for Medicare and Medicaérvices issued and clarified ru
for implementing the Medicare Act. The actuaridlreate of the federal subsidy using the DecembefB06 and 2005 measurement dates
reduced QCII's accumulated post-retirement bemdiigation by $388 million and $510 million, respigely. QCII recorded this reduction as
an unrecognized actuarial gain that will be amedito expense. We will record our allocated portibthis reduction as QCII recognizes this
gain. The issuance and clarification of the rut@srhplementing the Medicare Act during 2005 furtheduced our allocated portion of the
prescription benefit cost by $70 million for theayeended December 31, 2006.

Other Benefit Plans
401(k) Plan

QCIl sponsors a qualified defined contribution fén@an 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 Internal Revenue Service (“IRS”). CullserQCII, on our behalf, matches a percentageunfeanployees’ contributions in cash. We
made cash contributions in connection with our eyeés’ participation in QCII's 401(k) plan of $41liion and $43 million for 2006 and
2005, respectively.

Deferred Compensation Plans

QCIl sponsors several non-qualified unfunded defeoompensation plans for various groups that detertain of our current and
former management and highly compensated emplo@sztain of these plans are
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open to new participants. Participants in thesagitaay, at their discretion, invest their deferrethpensation in various investment choices,
including QCII's common stock.

Our portion of QCII's deferred compensation obligas for these plans is included on our consolidi@i@ance sheet in other long-term
liabilities. Investment earnings, administrativgperses, changes in investment values and increasiesreases in the deferred compensation
liability resulting from changes in the investmeatues are recorded in our consolidated statenfespierations. Our deferred compensation
liability in the QCII plan as of December 31, 2086 2005 was $4 million and $3 million, respectiv@ur portion of QCII's deferred
compensation plans’ assets was $1 million and $lomat December 31, 2006 and 2005, and is inaudeother long-term assets on our
consolidated balance sheets.

Note 12: Stockholder’'s Equity
Common Stock (no par value)
We have one share of issued and outstanding cormstook owned by QSC.

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

In the normal course of business, we transfer agsetnd from QSC. It is our policy to record thasseet transfers as contributions or
distributions, based on carrying values.

In 2006, in connection with employee transfersup affiliates we also transferred the associategleyee benefit related obligations of
$79 million, net of $50 million in taxes. In additi, we adjusted a previous distribution of Qwestaléss carrying amount of assets and
liabilities totaling $58 million. See Note 8—Trarsfof Qwest Wireless Operations for more informatio

In April 2004, we received a capital contributio$@.185 billion from QSC related to our transféownership of Qwest Wireless to an
affiliate, as further described in Note 8—TransiEQwest Wireless Operations.

Also, in 2004 we received $332 million in cash frQBC comprised of $286 million for payment of asceivable and $46 million as
an additional equity infusion. During 2004, we sBared to an affiliate $296 million for the nesats of Qwest Wireless.

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.

We declared cash dividends to QSC of $2.0 bill&h250 billion and $2.664 billion during 2006, 20&%d 2004, respectively. We paid
cash dividends of $1.926 billion, $2.536 billiondg$2.451 billion in 2006, 2005 and 2004, respedtivat December 31, 2006, we had
$200 million in dividends payable.

Contested Liability Trust

We established a contested liability trust, or gwatrust, related to the payment of certain caygint obligations. During 2000, the trust
was funded with a contribution of a note receivaifl§286 million. We recorded the $286 million asiacrease to common stock, and the
related $286 million note receivable into commarcktas well. During 2004, we received $286 millzash from affiliates in settlement of the
note receivable.
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Note 13: Income Taxes
The components of the income tax expense from oini operations are as follows:
Years Ended December 31,

2006 2005 2004
(Dollars in millions)

Current tax provision

Federal $ 81¢ $ 711 $1,007
State and loce 117 131 14C
93¢ 84z 1,143

Deferred tax (benefit) expens
Federal (223) (210) (414
State and loce __(69 (92) (35)
_(289) (301) (449
Income tax expens $ 64¢ $ 541 $ 69¢

The effective tax rate for our continuing operasiatiffers from the statutory tax rate as follows:

Years Ended December 31

2006 2005 2004
(in percent)
Federal statutory income tax ri 35.(% 35.(% 35.(%
State income tax—net of federal effec 1.8% 1.7% 3.%%
Other (1.89% (1.9% 1.1%
Effective income tax rat 35.(% 35.4% 40.C%
The components of the deferred tax assets anditiedare as follows:
December 31,
2006 2005

(Dollars in millions)

Property, plant and equipme

($2,24)) ($2,57¢)

Prepaid pensic—affiliates (373 (387)
Other (179) (115)
Total deferred tax liabilitie (2,799 (3,079
Pos-retirement and other p-employment benefi—affiliates 1,07z 1,09¢
Other 227 19€
Total deferred tax asse 1,30¢ 1,29¢

Net deferred tax liabilitie ($1,49)  ($1,78)

We paid $1,013 million, $940 million, and $1,044liman to QCII, through QSC, for income taxes in B0Q005, and 2004, respectively.

In 2006, we reduced our state tax rate based upeview of the temporary difference reversals. Thange resulted in a $16 million st
deferred tax benefit, net of federal effect.

We had unamortized investment tax credits of $86aniand $90 million as of December 31, 2006 af8%, respectively, which are
included in other long-term liabilities on our colidated balance sheets. These
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credits are amortized over the life of the relaedet. Amortization of investment tax credits ofdilion, $7 million, and $17 million are
included in the provision for income taxes for yfears ended December 31, 2006, 2005, 2004, regplycti

In accordance with SFAS No. 109, “Accounting focdme Taxes” (“SFAS No. 109”), we have performecdteaaluation of the
recoverability of our deferred tax assets. It is @pinion that it is more-likely-than-not that theferred tax assets will be realized and should
not be reduced by a valuation allowance.

Note 14: Contribution to QCIl Segments

Our operations are integrated into and are pati@gegments of the QCII consolidated group. Thef dperating decision maker
(*CODM”) for QCII makes resource allocation decisgoand assessments of financial performance fozdhsolidated group based on wireline
services, wireless services and other services egmOur business contributes to the segmentstegploy QCII. However, the QCII CODM
reviews our financial information only in connectiwith our quarterly and annual reports that we fiith the SEC. Consequently, we do not
provide our discrete financial information to th®BM on a regular basis.

Due to the May 1, 2004 transfer of our wirelessrapiens to one of our affiliates, we no longer utd# wireless revenue and expenses in
our continuing operations. Wireless revenue aneese are included in our discontinued operatioes.bte 8—Transfer of Qwest Wireless
Operations. Following the transfer of the wirelepgrations, essentially all of our operations dbnote to QCII's wireline services segment. As
such, we no longer report our contribution to Q€Hegments, as this information does not diffeleniegty from our consolidated statements
operations, excluding affiliate transactions andaketing and advertising expenses. However, we paatto provide the following enterprise-
wide information on revenue from external custoniersach group of similar products and services.

We generate revenue from the provision of voiceises, data, Internet and video services and atimtices, as well as from the
provision of services to our affiliates.

. Voice services Voice services include local voice services,dh&TA long-distance voice services and access services. ko
services include basic local exchange, switching,@nhanced voice services. Local voice servicsiatlude network transport,
billing services and providing access to our lotwork through our wholesale channel. Access sesvinclude fees we charge to
other telecommunications providers to connect thestomers and their networks to our netw

. Data, Internet and video servic. Data, Internet and video services representamte$t growing source of revenue. We offer data
and Internet services through all three of our@usr channels. Our mass markets customers purphiasarily high-speed Internet
access and resold satellite digital televis

. Affiliate and other service. We provide to our affiliates billing and colleati, marketing and advertising and other suppotices.
In addition, we provide to our affiliates local eei access, and data services which we also pravigeternal customers. Other
services include subleases of our unused reakestath as space in our office buildings, wareh®ase other propertie

Depending on the products or services purchasedstamer may pay an up-front or monthly fee, a esdmrge or a combination of
these.
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Revenue derived from external customers for theetlyears ended December 31, 2006, 2005 and 2804#imarized in the following
table:

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

Revenue
Voice service: $6,27¢ $6,75¢ $7,117%
Data, Internet and video servic 2,58¢ 2,22¢ 2,13¢
Other service 17 15 12
Total operating revent $8,88( $8,99: $9,261

Note 15: Related Party Transactions

We purchase services from our affiliates, such aketing and advertising, information technologywduct and technical services as\
as general support services. We provide to ouliéfs billing and collections, marketing and adisang 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 basesarket 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 lgligssigned to us for the services we use. If coatsmot 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. From time to timell @djusts the basis for allocating the costs shared service among affiliates. Such cha
in allocation methodologies are generally billedgmectively.

We describe in further detail below the services/pled by our affiliates:

. Marketing, sales and advertisir. Marketing, sales and advertising support jointketing of our services, include the development
of marketing and advertising plans, sales unitdasts, market research, sales training and comi@mgdans.

. Information technology servict. Information technology services primarily incluie labor cost of developing, testing ¢
implementing the system changes necessary to supl@r entry, provisioning, billing, network anddncial systems, as well as
the cost of improving, maintaining and operating operations support systems and shared intermahzmications network:

. Product and technical servic. Product and technical services relate to foraugstemand volumes and developing plans around
network utilization and optimization, developingdamplementing plans for overall product developtmernovisioning and
customer care

. General support service. General support services include legal, regwa@eneral finance and accounting, tax, human ress
and executive suppoil
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Note 16: Commitments and Contingencies
Commitments

Future Contractual Obligations

The following table summarizes our future contrattbligations, as of December 31, 2006:

Payments Due by Perioc

2012 and
2007 2008 2009 2010 2011 Thereafter Total
(Dollars in millions)
Future contractual obligatiors:
Long-term debi $70 $ 322 $— $ 50C $ 825 $ 6,08 $ 7,79¢
Interest on deb® 602 59¢  58C 562 54E 4,43: 7,32(
Telecommunications commitmer 81 79 79 37 — — 27¢
Operating lease 81 74 58 49 44 13t $ 441
Capital lease obligations and purchase commitmi&nts 3 3 2 1 1 13 23
Total future contractual obligatiol $837 $1,07¢ $71¢ $1,14¢ $141t $ 10,66 $15,85¢

(1) The table does not includ

our open purchase orders as of December 31, 20@&€elpurchase orders are generally at fair vakreerglly cancelable without
penalty and are part of normal operatic

accounts payable including affiliates of $810 roillj dividends payable to QSC of $200 million, aecrexpenses and other curr
liabilities including affiliates of $958 million,eferred income taxes of $1.7 billion and other loengn liabilities including affiliates
of $2.8 billion primarily related to post-retirenteand other post-employment benefits, all of whicé recorded on our
December 31, 2006 consolidated balance s

amounts related to the legal contingencies destileéow in“Contingencie” except for the amount related to our settlemertt
the New Mexico General Services Department destnilmgler the headir*Regulatory Matte” and

potential indemnification obligations to countertfEs in certain agreements entered into in thenabcourse of business. T
nature and terms of these arrangements vary. litiatly; we have not incurred significant costs tethto performance under these
types of arrangement

(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 pasefcommitments for services with various vendorslta processing, technical and
software support. Future payments under certaiicgecontracts will vary depending on our actuages In the table above we estime
payments for these service contracts based ortietdf services we expect to recei

Capital Leases

We lease certain office facilities and equipmerdemvarious capital lease arrangements. Assetsradghirough capital leases during
2006, 2005 and 2004 were $4 million, $0 million &idmillion, respectively. Assets recorded undguitedized lease agreements included in
property, plant and equipment consisted of $32ioni/l$29 million and $35 million of cost less acauated amortization of $12 million,
$10 million and $14 million at December 31, 200602 and 2004, respectively.
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The future minimum payments under capital leased 8®cember 31, 2006 are reconciled to our codatdd balance sheet as follows:

Future Minimum
Payments
(Dollars in millions)

Capital lease obligation

Total minimum payment $ 21
Less: amount representing interest and execut®ts (13
Present value of minimum payme $ 8
Less: current portio (1)
Long-term portion $ 7

Operating Leases

Certain office facilities, real estate and equiptrame subject to operating leases. We also havareat (right-of-way) agreements with
railroads and public transportation authorities #ra accounted for as operating leases. Rent sgperder these operating leases was $134
million, $162 million and $162 million during 2008005 and 2004, respectively, net of sublease Ieeaf&6 million, $6 million and $7
million, respectively. Future contractual obligaisofor operating leases as reported in the taldeeabave not been reduced by minimum
sublease rentals of $46 million we expect to realinder non-cancelable subleases.

Letters of Credit and Guarantees

On our behalf, QCII maintains letter of credit agaments with various financial institutions. Atd@enber 31, 2006, we had outstanding
letters of credit of approximately $4 million and autstanding 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. Ndge included below a discussion of these mattegether with a discussion of those matters
to which we are a party (primarily the matter dssed under the heading “Regulatory Matter” andrh#er discussed under the heading “DOJ
Investigation and Remaining Securities Actions—@thenly those matters to which we are a party reptesantingencies for which we he
recorded, or could reasonably anticipate recordingaccrual if appropriate to do so.

Throughout this note, when we refer to a clasads “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 havederéfied 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.

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 recentglamt 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.
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In November 2005, QCII, certain other defendantsl, the putative class representatives enterechimddiled 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 wrongdogpgaat of the settlement. Pursuant to the settleng@@ll has deposited approximately
$400 million in cash into a settlement fund—$200iom of which was deposited in 2006, and $200 iarillof which (plus interest) was
deposited on January 12, 2007. In connection wighsettlement, QCII received $10 million from AnttAndersen LLP, which is also being
released by the class representatives and thetbagssepresent. If the settlement is not impler@en@ClIl will be repaid the $400 million, less
certain expenses, and QCII will repay the $10 onillio Arthur Andersen.

If implemented, the settlement will resolve anctaske the individual claims of the class represeettnd the claims of the settlement
class they represent against QCII and all defesdaxtept Joseph Nacchio, our former chief execwuifieer, and Robert Woodruff, our forn
chief financial officer. In September 2006, thedea district court in Colorado issued an orderraping the proposed settlement and certify
a settlement class on behalf of purchasers of @@liblicly traded securities between May 24, 1989 &uly 28, 2002. Messrs. Nacchio and
Woodruff have appealed that order, and their apigganding.

As noted below under “Remaining Securities Actibaspumber of persons, including large pension fynwere excluded from the
settlement class at their request. Some of thesggefunds have filed individual suits against QQICII will continue to defend against such
claims vigorously.

Settlement of Consolidated ERISA Action

Seven putative class actions brought against Q@pgrtedly on behalf of all participants and bediefies of the Qwest Savings and
Investment Plan and predecessor plans, or the W&xe, consolidated into a consolidated action defal district court in Colorado. Other
defendants in this action include current and fardiectors of QCII, former officers and employedéQCIlI and Deutsche Bank Trust
Company Americas, or Deutsche Bank (formerly ddinginess as Bankers Trust Company). These suitpafport to seek relief on behalf of
the Plan. The first of these actions was filed iarth 2002. Plaintiffs asserted breach of fiduc@uty claims against QCIl and others under the
Employee Retirement Income Security Act of 1974amended, alleging, among other things, variousamipeties in managing holdings of
QCIlI stock in the Plan from March 7, 1999 until dary 12, 2004. Plaintiffs sought damages, equitabtedeclaratory relief, along with
attorneys’ fees and costs and restitution. Couiasqdlaintiffs indicated that the putative classuddseek billions of dollars of damages.

On April 26, 2006, QCII, the other defendants, Hrlputative class representatives entered intgpal&ion of Settlement that, if
implemented, will settle the consolidated ERISA@tagainst QCII and all defendants. No partiesiadny wrongdoing as part of the
proposed settlement. QCII has deposited $33 milliczash into a settlement fund in connection wlith proposed settlement. Pursuant to the
Stipulation of Settlement, QCII has also agreeplap, subject to certain contingencies, the amdtiahg) by which the Plan’s recovery from
the settlement of the consolidated securities adidess than $20 million. Deutsche Bank has dégb$4.5 million in cash into a settlement
fund to settle the claims against it in connectigth the proposed settlement. QCII received ceritanrance proceeds as a contribution by
individual defendants to this settlement, whictseff$10 million of our $33 million payment. If teettiement is not ultimately effected, QCII
will be repaid the amounts it has deposited ineogéttiement fund, less certain expenses, and @iCHepay the insurance proceeds.

In January 2007, the district court issued an oagi@roving the settlement and certifying a settieinetass on behalf of participants in ¢
beneficiaries of the Plan who owned, bought, soldedd shares or units of the Qwest Shares FUrRlWWEST Shares Fund or QCIl common
stock in their Plan accounts from March 7, 19991 Jahuary 12, 2004. That order is subject to appea
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Remaining Securities Actions and DOJ Investigation

The remaining securities actions and the Departmwiedtistice (“DOJ”) investigation described beloregent material and significant
risks to QCII. The size, scope and nature of tistatements of QCII's consolidated financial statetséor 2001 and 2000, which are described
in QCII's previously issued consolidated finandtdtements for the year ended December 31, 20@2Cdfs 2002 Financial Statements, af
the risks presented by this investigation and tlaesiens, as these matters involve, among otheg$hiQCII's prior accounting practices and
related disclosures. Plaintiffs in certain of teenaining securities actions have alleged QCII'satesnent of items in support of their claims.
We can give no assurance as to the impacts onrd@€d’s financial results or financial condition that magimately result from these matte

QCII has reserves recorded in its financial statémfor the minimum estimated amount of loss Q@lldves is probable with respect to
the remaining securities actions as well as anjytiaddl actions that may be brought by parties,thatdescribed below under “Remaining
Securities Actions,” have opted out of the settletwé the consolidated securities action. QCII feorded its estimate of the minimum
liability for these matters because no estimatgrobable loss for these matters is a better estithain any other amount. If the recorded
reserves are insufficient to cover these matte®) @ill need to record additional charges to itmsolidated statement of operations in future
periods. The amount QCII has reserved for theséensas its estimate of the lowest end of the fmssiange of loss. The ultimate outcomes of
these matters are still uncertain and the amoulatssfQCII may ultimately incur could be substditimore than the reserves it has provided.

QCII continues to defend against the remaining is&esl actions vigorously and is currently unaldetovide any estimate as to the
timing of the resolution of these actions. Settlateer judgments in several of these actions saobatly in excess of QCII's recorded reserves
could have a significant impact on QCII. The magué of such settlements or judgments resulting fiteese actions could materially and
adversely affect QCII's financial condition and lapito meet its debt obligations, potentially ingtiag its credit ratings, its ability to access
capital markets and its compliance with debt coméndn addition, the magnitude of any such settiets or judgments may cause QCII to
draw down significantly on its cash balances, whidght force QCII to obtain additional financing @éxplore other methods to generate cash.
Such methods could include issuing additional séesror selling assets. As a wholly owned subsjdad QCII, our business operations and
financial condition would be similarly affected.

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 liabilities, and QCGsHtbeen advancing legal fees and costs to
many current and former directors, officers and leyges in connection with the securities action®JDnvestigation and certain other matters.

Remaining Securities Actions

QCIl is a defendant in the securities actions diesdrbelow. At their request, plaintiffs in thesgians were excluded from the settlement
class of the consolidated securities action. Assalt, their claims were not released by the distourt's order approving the settlement of the
consolidated securities action. These plaintifigeheariously alleged, among other things, that Q@H others violated federal and state
securities laws, engaged in fraud, civil conspiraoy negligent misrepresentation, and breachedifiduduties owed to investors by issuing
false and misleading financial reports and statesyéalsely inflating revenue and decreasing expgnsreating false perceptions of revenue
and growth prospects and/or employing improper @aeting practices. Other defendants in one or mbtkase actions include former
directors, officers and employees of QCII, Arthurdersen LLP, certain investment banks and othéagtRfs variously seek, among other
things, compensatory and punitive damages, rastituequitable and declaratory relief, pre-judgmiatérest, costs and attorneys’ fees.

Together, the parties to these lawsuits conteridttiey have incurred losses resulting from therestments in QCII’s securities in excess
of $860 million; they have also asserted claimgpfanitive damages and interest, in addition tonetafo recover their alleged losses.
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Plaintiff(s) Date Filed Court Where Action Is Pending

State of New Jersey (Treasury Department, Division November 27, 200 New Jersey Superior Court, Mercer Cou
Investment

State Universities Retirement System of Illin January 10, 200 Circuit Court of Cook County, Illinoi

Shriners Hospitals for Children March 22, 2004 Federal District Court in Colorado

October 31, 200

Teacher Retirement System of Louisial March 30, 200« Federal District Court in Colorac

New York State Common Retirement Ft April 18, 2006 Federal District Court in Colorac

San Francisco Employees Retirement Sys April 18, 2006 Federal District Court in Colorac

Fire and Police Pension Association of Color April 18, 2006 Federal District Court in Colorac

Commonwealth of Pennsylvania Public School Empl¢’ May 1, 200€ Federal District Court in Colorac
Retirement Syster

Merrill Lynch Investment Master Basic Value Trustrid, et al June 21, 200 Federal District Court in Colorac

Denver Employees Retirement P August 7, 200¢ Federal District Court in Colorac

FTWF Franklin Mutual Beacon Fund, et October 17, 200 Superior Court, State of California, County

San Francisc

Since the beginning of the fourth quarter of 20Q€|I settled the claims of certain of those pantig® were excluded from the settlerr
class of the consolidated securities action.

At their request, other persons (including largesien funds) who have not yet filed suit were agoluded from the settlement class. As
a result, their claims will not be released bydhger approving the settlement of the consolidatlirities action even if that order is affirmed
on appeal. QCII expects that some of these otheops will file actions against it if it is unakile resolve those matters amicably. In the
aggregate, the persons who have requested exclissiarthe settlement class, excluding those ligtetie table above and those whose claims
have been settled, contend that they have inclossés resulting from their investments in QCIlEsurities of approximately $1.19 billion,
which does not include any claims for punitive dgesor interest. Due to the fact that many of #rsg@ns who requested exclusion from the
settlement class have not filed lawsuits, it ificlilt to evaluate the claims that they may asgeegardless, QCII will vigorously defend agai
any such claims.

Other

A putative class action purportedly brought on lfetfapurchasers of QCII's stock between June Z®)®and June 27, 2002 and owners
of U S WEST, Inc. stock on June 28, 2000 is pendingolorado in the District Court for the CountfyRBoulder. We are also a defendant in
action. This action was filed on June 27, 2002infifés allege, among other things, that QCII andes defendants issued false and misleading
statements and engaged in improper accountingipeadh order to accomplish the U S WEST/Qwest e make QCIl appear successful
and to inflate the value of QCII's stock. Plairgi§eek unspecified monetary damages, disgorgerhéietgal gains and other relief.

DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. Atey’s Office for the District of Colorado of a mrinal investigation of its business.
QCIl believes the U.S. Attorney’s Office has invgated various matters that include transactiolzsed to the various adjustments and
restatements described in QCII's 2002 Financial
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Statements, transactions between QCII and certais vendors and certain investments in the séesrof those vendors by individuals
associated with QCII, and certain prior disclosuresgle by QCII. QCII is continuing in its effortseooperate fully with the U.S. Attorney’s
Office in its investigation. However, QCII cannatgict the outcome of this investigation or theitighof its resolution.

KPNQwest Litigation/Investigation
Settlement of Putative Securities Class Action

A putative class action was brought in the feddistkict court for the Southern District of New aagainst QCII, certain of its former
executives who were also on the supervisory boakPdNQwest, N.V. (of which QCII was a major sharkt®es), and others. This lawsuit was
initially filed on October 4, 2002. The most recenmplaint alleged, purportedly on behalf of certairchasers of KPNQwest securities, that,
among other things, defendants engaged in a frantiatheme and deceptive course of business in ordglate KPNQwess revenue and tl
value of KPNQwest securities. Plaintiffs sought pemsatory damages and/or rescission as appropgatest defendants, as well as an award
of plaintiffs’ attorneys’ fees and costs. In Febyua006, QCII, certain other defendants and thatpue class representative in this action
executed an agreement to settle the case againsa@Ccertain other defendants. No parties adohiiigy wrongdoing as part of the settlem
The settlement agreement settled the individuandaf the putative class representative and thiensl of the class he purports to represent
against QCII and all defendants except KoninkliéN N.V. a/k/a Royal KPN N.V., Willem Ackermans, [Ee Blok, Joop Drechsel, Martin
Pieters, and Rhett Williams. Those defendants arées to a separate settlement agreement withutaive class representative. In January
2007, the federal district court for the Southeistiict of New York issued an order approving te&lements and certifying a settlement class
on behalf of purchasers of KPNQwest's publicly #ddecurities from November 9, 1999 through May2802. The district court’s order
approving the settlements is subject to appeal.

At their request, certain individuals and entitiesre excluded from the KPNQwest securities settigroiass. As a result, their claims
not be released even if the court order approviegsettlement is implemented. Some of these indalgland entities have already filed actions
against QCII, as described below, and QCII is wagsty defending against these claims. QCII expinetsat least some of the other persons
who were excluded from the settlement class walbglursue actions against it if it is unable t@hestheir claims amicably. In the aggregate,
those who were excluded from the settlement clas®tly contend that they have incurred lossesltiag from their investments in
KPNQwest securities during the settlement claswgeaf at least $76 million, which does not inclualey claims for punitive damages or
interest. The amount of these alleged losses nagadse or decrease in the future as we learn nhong ghe potential claims of those who
opted out of the settlement class. Due to thetfedtsome of them have not filed lawsuits, it #iclilt to evaluate the claims that they may
assert. Regardless, QCII will vigorously defendimgtaany such claims.

Other KPNQwest-Related Proceedings

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 subsidiarie3)seph Nacchio and John McMaster, the former dasand Chief Executive Officer of
KPNQwest. Plaintiffs claim to have lost approxintat®10 million in their investments in KPNQwest. & kuperior court granted defendants’
motion for partial summary judgment with respecatsubstantial portion of plaintiffs’ claims anetremainder of plaintiffs’ claims were
dismissed without prejudice. Plaintiffs appealeel tammary judgment order to the Arizona Court opégls, which affirmed in part and
reversed in part the superior court’s decision.aieseeking review by the Arizona Supreme Coutthalf portion of the Court of Appeals
decision that reversed the superior court.
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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 bineafdfiduciary duty and mismanagement
under Dutch law. QCII is a defendant in this lawsiibng with Joseph Nacchio, Robert S. Woodruff dolkdn McMaster. Plaintiffs allege,
among other things, that defendants’ actions wexauae of the bankruptcy of KPNQwest and they sleekages for the bankruptcy deficit of
KPNQwest of approximately $2.4 billion. Plaintifisso seek treble damages as well as an awardiofifita attorneys’ fees and costs. On
October 17, 2006, the court issued an order grautaiendants’ 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 Limitedneaship I, 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, JohrvMdster and Koninklijke KPN N.V., or
KPN. The complaint alleges that defendants violfégral securities laws in connection with thechasse by plaintiffs of certain KPNQwest
debt securities. Plaintiffs seek compensatory dasaas well as an award of plaintiffs’ attorneysd$ and costs.

On September 13, 2006, Cargill Financial Markels,a@nd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, The
Netherlands, against QCII, KPN Telecom B.V., Kotlijkk KPN N.V., Joseph Nacchio, John McMaster, attter former employees
supervisory board members of QCII, KPNQwest, or KPhe lawsuit alleges that defendants misrepredefiRNQwest’s financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPN¥@st to borrow funds under that facility.
Plaintiffs allege damages of approximately €219iamil(or $289 million based on the exchange rat®enember 31, 2006).

On August 23, 2005, the Dutch Shareholders AssoaigVereniging 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@02®, the Enterprise Chamber ordered an inquirytime management a
conduct of affairs of KPNQwest for the period Jaiyuathrough May 23, 2002. Purporting to speakdiemunspecified number of shareholders,
VEB also sought exclusion from the settlement claghe settlements of the KPNQwest putative séiesrtlass action described above. The
information that VEB provided in support of its texgt for exclusion did not indicate the losseswéal to have been sustained by VEB or the
unspecified shareholders that VEB purports to iegmg and thus those claims are not included imgpeoximately $76 million of losses
claimed by those who requested exclusion from #tesnent class, as described above. In view aettamd other deficiencies in VEB'’s
request for exclusion, VEB was not excluded fromdbttlement class. QCII can provide no assurdrmeever, that the settlement would be
enforced against VEB or the shareholders it pusprtepresent if VEB or such shareholders welwitg claims against QCIl in The
Netherlands

Other than the putative class action in which Q@l$ entered into a settlement that has been apblgvthe district court (and for which
it has a remaining reserve of $5.5 million in coetian with the settlement), QCII will continue tefénd against the pending KPNQwest
litigation matters vigorously.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatamymission opened a proceeding to investigate whetbevere in compliance with
were likely to meet a commitment that we made i822® invest $788 million in communications infrastture in New Mexico through March
2006 pursuant to an Alternative Form of Regulaptan, or AFOR. Multiple parties filed comments ivat proceeding and variously argued
we should be subject to a range of requirementaditty an escrow account for capital spending, mgstment obligations, and customer
credits or price reductions.
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On April 14, 2005, the Commission issued its Fi@adier in connection with this investigation. Then@uission concluded in this Final
Order that we had an unconditional commitment t@& $788 million over the life of the AFOR. Ther@mission also ruled that if we failed
satisfy this investment commitment, any shortfalisinbe credited or refunded to our New Mexico cuslics. The Commission also opened an
enforcement and implementation docket to reviewiouestments and consider the structure and siaepfefunds or credits to be issued to
customers. On May 12 and 13, 2005, we filed appedkderal district court and in the New Mexicatet Supreme Court, respectively,
challenging the lawfulness of the Commission’s FDeler. On February 24, 2006, the federal distrairt granted the defendants’ motion to
dismiss and on June 29, 2006, the New Mexico Supi@aurt issued its opinion affirming the Commis&drinal Order. The opinion
concluded that the Commission had the authorigdto the AFOR the incentive requiring Qwest smuéscredits or refunds in the amount of
the shortfall between the investment commitmenttaedamount invested during the term of the AFOR.

On July 26, 2006, we entered into a settlement thithNew Mexico General Services Department andNthe Mexico Attorney General
that would have resolved the disputes describedealithis settlement was subject to approval bybmmission. The Commission conducted
hearings on this settlement and then an amend#éensent. The amended settlement included the CosionisStaff as a party. On
December 28, 2006, the Commission conditionallyrapgd the settlement subject to certain modificegiand a compliance filing. On January
18, 2007, the settling parties submitted a compédiling, and during an open meeting on January2807, the Commission indicated its
acceptance of that filing. The effective date & slettlement was February 1, 2007. Under the sedtie we would contribute $5 million to the
Students and Teachers Reaching Optimal New Goajsd®ra program established and operated undexutigices of the New Mexico
Department of Education. This $5 million contrilmutiis subject to approval by the New Mexico Ledigla. The settlement obligates us to
issue credits in the total amount of $10 milliorNleew Mexico customers within 120 days of the effextlate of the settlement. In addition, we
would invest in our New Mexico network a total &f35 million in five specific categories of telecomnications infrastructure projects. These
projects include, among other things, expandingatralability of high speed Internet access andvigiing various network and asset
improvements. The settlement requires us to compiet high speed Internet access project withim86ths of the effective date and the other
projects within 42 months of the effective date.

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, Illinois, Indiartéansas, Mississippi, Missouri, Oregon,
South Carolina, Tennessee and Texas. For the radstipe complaints challenge QCII's right to idisita fiber optic cable in railroad rights-of-
way. Complaints in Colorado, lllinois and Texasoathallenge QCII's right to install fiber optichta in utility and pipeline rights-of-way. The
complaints allege that the railroads, utilities gijgeline companies own the right-of-way as an eesg that did not include the right to permit
QCII to install its fiber optic cable in the righf-way without the plaintiffs’ consent. Most act®(California, Colorado, Georgia, Kansas,
Mississippi, Missouri, Oregon, South Carolina, Tessee and Texas) purport to be brought on behatht#-wide classes in the named
plaintiffs’ respective states. Several actions ptrfo be brought on behalf of mulitate classes. The lllinois state court action gusgto be or
behalf of landowners in lllinois, lowa, Kentucky idigan, Minnesota, Nebraska, Ohio and Wisconsire MMinois federal court action purpc
to be on behalf of landowners in Arkansas, CalifnrRlorida, Illinois, Indiana, Missouri, NevadagiN Mexico, Montana and Oregon. The
Indiana action purports to be on behalf of a naiatass of landowners adjacent to railroad rigiftsray over which QCII's network passes.
The complaints seek damages on theories of tregpalssnjust enrichment, as well as punitive damages

On September 1, 2006, Ronald A. Katz Technologghsing, L.P. (“Katz”") filed a lawsuit in Federaldbiict Court in Delaware against
QCII (including a number of its subsidiaries). Taw/suit alleges infringement by QCII of 24 pateritse lawsuit also names as defendants a
number of other entities that are
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unrelated to QCII. Katz is also involved in approgiely 24 other cases against numerous other tededatities both in Delaware and in the
Eastern District of Texas. Although the complaigaiast QCII is vague, it generally alleges infrirgent based on QCII's use of interactive
voice response systems to automate processingstifroar calls to it. Katz seeks unspecified damatgeisling of the damages based on alle
willful infringement, attorney’s fees and injunativelief.

QCII has tax related matters pending against itageof which are before the Appeals Office of tR&. In addition, tax sharing
agreements have been executed between QCII andpseaffiliates, and QCII believes the liabilitiesany, arising from adjustments to
previously filed returns would be borne by thel&ffed group member determined to have a deficiemder the terms and conditions of such
agreements and applicable tax law. Generally, @&s$lnot provided for liabilities of former affiled members or for claims they have asserted
or may assert against QCII. QCII believes it hasgadtely provided for these tax-related matterthdfrecorded reserves for these tax-related
matters are insufficient, QCII may need to recatdiional amounts in future periods.

Note 17: Subsequent Events
On January 31, 2007 we declared a dividend of $6illbn and paid a dividend of $375 million to QSC.

Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

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

2006

Operating revenu $2,47¢ $2,46( $2,47¢ $2,457 $ 9,871
Net income 284 263 277 37¢ 1,20:
2005

Operating revenu $2,551 $2,54:% $2,47( $2,48¢ $10,04¢
Income before cumulative effect of changes in anting principles 262 25C 21C 267 98¢
Net income 262 25C 21C 25k 977
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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, 2006. 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 2006 that materially affected,
or are reasonably likely to materially affect, anternal control over financial reporting.

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. Pursuant to the tACoinmittee’s charter, which was amended and ex$tat May 8, 2003 and further
amended on February 19, 2004 and December 16, #@Audit Committee pre-approves all audit andwpssible nonaudit services provide
by our independent auditor. The approval may bemas part of the Audit Committee’s approval ofshepe of the engagement of our
independent auditor or on an individual basis. pleapproval of non-audit services may be deleg@atete or more of the Audit Committse’
members, but the decision must be reported touthédidit Committee. Our independent auditor may be retained to perform the non-audit
services specified in Section 10A(g) of the ExcleaAgt.

Fees Paid to the Independent Auditor

QCII first engaged KPMG LLP to be our independamditor in May 2002. The aggregate fees billed tcated to us for professional
accounting services, including KPMG'’s audit of amnual consolidated financial statements, arecs#t in the table below.

2006 2005
(Dollars in thousands)
Audit fees 2,731 $ 2,92¢
Audit-related fee: 865 28t
Tax fees — —
Total fees $ 3,59/ $ 3,211

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

Audit fees—These are fees for professional serbilkesd for the audit of the consolidated finan@gtdtements included in our Form KO-
filings, the review of consolidated financial statnts included in our Form 10-Q filings, comfotttdes, consents and assistance with and
review of documents filed with the SEC. Audit féeseach year shown include amounts billed or alled to us through the date of this
Form 10-K for that particular year.
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Audit-related fees—These are fees for assuranceadaidd services that traditionally are perforrbgdur independent accountant. More
specifically, these services include: internaticstatutory audits; regulatory filings; employee &ftrplan audits.

Tax fees—These are fees for all professional sesvierformed by professional staff of our indepebhdecountant’s tax division except
those services related to the audit of our findreteEtements. These include fees for tax compligtaceplanning and tax advice. Tax
compliance involves preparation of original and adex tax returns, refund claims and tax paymenices. Tax planning and tax advice
encompass a diverse range of subjects, includisigtaace with tax audits and appeals, tax adviegeetto mergers, acquisitions and
dispositions, and requests for rulings or techréchiice from taxing authorities.

All of the services performed by KPMG describedabwere approved in advance by QCII's Audit Comesitt
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PART IV
ltem 15.  Exhibits and Financial Statement Schedule
(a) Documents filed as part of this report:
Page
(1) Report of Independent Registered Public Accourfing 45
Financial Statements covered by the Report of laddpnt Registered Public Accounting Fil
Consolidated Statements of Operations for the yeaded December 31, 2006, 2005 and 2 46
Consolidated Balance Sheets as of December 31,&20D800¢ 47
Consolidated Statements of Cash Flows for the yeraled December 31, 2006, 2005 and ~ 48
Consolidated Statements of Stockha's Equity for the years ended December 31, 20065 20d 200« 49
Notes to the Consolidated Financial Statementthiyears ended December 31, 2006, 2005 and 5C
(2) Schedule for the years ended December 31, 2006, 2@ 2004
Report of Independent Registered Public Accourfimm S-1
Schedule —Valuation and Qualifying Accoun S-2

(a)(3) and (b) Exhibits required by Item 601 of Riagjon S-K:

Exhibits identified in parentheses below are om Wiith 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)

(4.5)

Description

Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qwest Corporasid\nnual Report on
Form 10-K for the year ended December 31, 1997,

File No. 00:-03040).

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

Amended and Restated Bylaws of Qwest Corporatimco(porated by reference to Qwest Corporation’sushiiReport on
Form 1(-K for the year ended December 31, 2002, File NG-03040).

Indenture, dated as of April 15, 1990, by and betw#ountain States Telephone and Telegraph Comaaahyl he Firs
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 April1991, 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. 00-03040).

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, datesicd March 12, 2002 (including forms of’8 8 % notes due March 15, 2012)
(incorporated by reference to Qwest CorporatiowetS-4,
File No. 33:-115119).

First Supplemental Indenture, dated as of Augus@04, by and between Qwest Corporation and UaBkBlationa
Association (incorporated by reference to Qwest @omications International Inc.’s Quarterly Repartfeorm 10-Q for the
quarter ended September 30, 2004,

File No. 00:-15577).
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Exhibit
Number Description
(4.6) Second Supplemental Indenture, dated as of Nove2#)e2004, by and between Qwest Corporation and BaSk National
Association (incorporated by reference to QwespOrmation’s Current Report on Form 8-K filed NovemB8, 2004, File
No. 002-03040).
4.7 Third Supplemental Indenture, dated as of JunQJd5, by and between Qwest Corporation and U.Sk Bitional Association
(incorporated by reference to Qwest Corporé¢ s Current Report on Forn-K filed June 23, 2005, File No. 0-03040).
(4.8) Fourth Supplemental Indenture, dated August 8, 269@&nd between Qwest Corporation and U.S. BartloNa Associatior
(incorporated by reference to Qwest Corporé's Current Report on Forn-K filing August 8, 2006, File No. 0(-03040).
(10.1) Registration Rights Agreement, dated June 17, 2005nd among Qwest Corporation and the initiatpasers listed therein
(incorporated by reference to Qwest Corporés Current Report on Forn-K filed June 23, 2005, File No. 0-03040).
(10.2) Registration Rights Agreement, dated August 8, 209Gind among Qwest Corporation and the initiatpasers listed therein
(incorporated by reference to Qwest Corporé's Current Report on Forn-K filing August 8, 2006, File No. 0-03040).
12 Calculation of Ratio of Earnings to Fixed Charg
31.1 Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
31.2 Chief Financial Officer Certification pursuant teion 302 of the Sarbar-Oxley Act of 2002
32 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002

() Previously filed.

In accordance with Item 601(b) (4) (iii) (A) of Regtion 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 SEC upon
request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized, in the City of Denver, State ofl@@ado, on February 8, 2007.

Q WESTC ORPORATION,
A C 0LORADO C ORPORATION

By: /s/  JoHNW. RICHARDSON
John W. Richardson
Controller and Senior Vice President
(Duly Authorized Officer and Principal Accounting @icer)

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 indicatedrebruary 8, 2007.

Signature Titles
/s/ RicHARD C. N OTEBAERT Director, Chief Executive Officer and PresidentiiBipal
Richard C. Notebaert Executive Officer:
/s| ORENG. SHAFFER Director, Vice Chairman and Chief Financial Offi¢@rincipal
Oren G. Shaffer Financial Officer)
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of February 8, 2007, we reported orcdimsolidated balance sheets of Qwest Corporatidrsabsidiaries (the Company) as
of December 31, 2006 and 2005, and the relatedbtidated statements of operations, stockhoklequity, and cash flows for each of the y:
in the three-year period ended December 31, 2G06omtained in the December 31, 2006 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 8, 2007
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Allowance for doubtful account

2006
2005
2004

QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

S-2

Balance at
beginning of

period
$ 66

72
10z

Charged tc
expense Deductions
(Dollars in millions)
$ 65 $ 78
74 80
32 62

Balance a

end of
period

$ 53
66
72



Exhibit 12

QWEST CORPORATION

CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Unaudited)

Years Ended December 31,
2006 2005 2004 2003 2002
(Dollars in millions)

Income from continuing operations before incomesgaxiscontinued operations &

cumulative effect of changes in accounting prines $1,851 $1,53( $1,74:% $1,75¢ $2,43¢
Add: Estimated fixed chargt 66¢ 66¢ 647 643 634
Add: Estimated amortization of capitalized intel 10 12 12 13 14
Less: Interest capitalize (8) (7) (9) (13) (24)
Total earnings available for fixed charg 2,52 2,20z 2,392 2,401 3,05¢
Estimate of interest factor on rent 45 54 54 57 69
Interest expense, including amortization of prensudiscounts and debt issual

costs 61€ 607 584 578 541
Interest capitalize 8 7 9 13 24
Total fixed charge $ 66¢ $ 66¢ $ 647 $ 64% $ 634

Ratio of earnings to fixed charg 3.8 3.3 3.7 3.7 4.8



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Richard C. Notebaert, 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 donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,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) angre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))3¢r 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 consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Evaluated the effectiveness of the registraisslosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

c) Disclosed in this report any change in the tegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the 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 directfws persons 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 8, 2007

/s/  RicHARD C. N OTEBAERT
Chief Executive Officer and President




Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Oren G. Shaffer, 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 donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,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, amdtfe periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))3¢r the registrant and have:

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

b) Evaluated the effectiveness of the registrasisslosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

c) Disclosed in this report any change in the tegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the 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 theittemmmittee of the registrant’s board of directfws persons 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 8, 2007

/s ORENG. SHAFFER
Vice Chairman and Chief Financial Officer




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, 2006, 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 operation of Qwest. This writteriesteent is being furnished to the Securities anchBrge 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 8, 2007 By: /s RicHARD C. N OTEBAERT
Richard C. Notebaert
Chief Executive Officer and President

Dated: February 8, 20( By: /s| ORENG. SHAFFER
Oren G. Shaffer
Vice Chairman and Chief Financial Officer




