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Item 5. Other Events.

On August 11, 2004, Qwest Corporation ("®tver the "Company" or "we" or "us" or "our") anmmaed that it is offering an expected
$500 million aggregate principal amount of unsedutebt securities (the "Notes Offering") in a ptevplacement to be conducted pursuant to
Rule 144A under the Securities Act of 1933, as atednAlso on August 11, 2004, Qwest announceditistommencing a cash tender o
for up to $750 million aggregate principal amouhit® outstanding debt securities. Copies of ttesprreleases announcing the same are
attached as Exhibit 99.1 and Exhibit 99.2 to thisrént Report on Form 8-K.

Item 9. Regulation FD Disclosure.

In anticipation of potentially accessing ttapital markets pursuant to the Notes Offeringe§ is disclosing the information contained
in Exhibit 99.3 and Exhibit 99.4 to this Currentf®et on Form 8-K. This information consists of umhfinancial statements and other
disclosures from Qwest's previously filed AnnuapBe on Form 10-K for the year ended December B032These disclosures have been
updated to reflect the discontinued operationswé€§ Wireless LLC, which was the entity through ethQwest conducted its wireless
operations until the transfer of such operationant@ffiliate on May 1, 2004.

Forward Looking Statements Warni

This Current Report on Form 8-K containgj@ctions and other forward-looking statements itmadlve risks and uncertainties. These
statements may differ materially from actual futawents or results. Readers are referred to thendeuats filed with the SEC by QC,
specifically the most recent reports which identifiportant risk factors that could cause actualltedo differ from those contained in the
forward-looking statements, including but not liedtto: access line losses due to increased coimpetitcluding from technology
substitution of our access lines with wireless eable alternatives; our and QCII's substantial libelgness, and the inability to complete any
efforts to de-lever our or its balance sheets tiincasset sales or other transactions; any advatseme of the SEC's current investigation
into QCII's accounting policies, practices and prhaes and certain transactions; any adverse oetobthe current investigation by the U.S.
Attorney's office in Denver into certain matterkatimg to QCII; adverse results of increased revéed scrutiny by Congress, regulatory
authorities, media and others (including any iraéanalyses) of financial reporting issues andtpas or otherwise; rapid and significant
changes in technology and markets; any adversdagewents in commercial disputes or legal proceesjimgeluding any adverse outcome of
current or future legal proceedings related to enatthat are the subject of governmental investigat and, to the extent not covered by
insurance, if any, our or QCII's inability to s&fisny resulting obligationsom funds available to us, if any; potential fluations in quarterl
results; volatility of QCII's stock price; intensempetition in the markets in which we competeluding the likelihood of certain of our
competitors emerging from bankruptcy court protatior otherwise reorganizing their capital struetand competing effectively against us;
changes in demand for our products and servicesjaation of the deployment of advanced new sesyisuch as broadband data, wireless
and video services, which could require substaetipknditure of financial and other resources tess of contemplated levels; higher than
anticipated employee levels, capital expendituresaperating expenses; adverse changes in theategubr legislative environment
affecting our business; changes in the outcometafé events from the assumed outcome includedrisignificant accounting policies; and
any negative consequences as a result of our geaaftidistributing much or all of our net incomelegear to QCII.

The information contained in this Curremp@rt on Form 8-K is a statement of the our presgantion, belief or expectation and is
based upon, among other things, the existing régyla




environment, industry conditions, market conditiansl prices, the economy in general and our assomspiWe may change our intention,
belief or expectation at any time and without natisased upon any changes in such factors, inssungptions or otherwise. The cautionary
statements contained or referred to in this CurRegort on Form 8-K should be considered in conoeatith any subsequent written or oral
forward-looking statements that we or persons gatimour behalf may issue.

By including any information in this CurteReport on Form 8-K, we do not necessarily ackeoge that disclosure of such information
is required by applicable law or that the inforroatis material.

The information contained in this CurrerpRrt on Form 8-K should be read in conjunctiorhveitir other disclosures contained in our
recent filings on Forms 10-K and 10-Q, which comtaiore fulsome descriptions of our business, @&kdrs affecting our business, defined
terms used herein and other important information.




SIGNATURES

Pursuant to the requirements of the Seeariixchange Act of 1934, Qwest has duly causedépiort to be signed on its behalf by the
undersigned thereunto duly authorized.

QWEST CORPORATIONM

DATE: August 11, 2004 By: /s/ STEPHEN E. BRILZ

Stephen E. Brilz
Assistant Secretal
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Exhibit 99.1

Qwest =

Spirit of Service

QWEST CORPORATION ANNOUNCES OFFERING OF $500 MILLIO N DEBT SECURITIES

DENVER, August 11, 2004—Qwest Communications International Inc. (NYSE: @paunced today that its Qwest Corporation (QC)
subsidiary is offering an aggregate principal antair$500 million of debt securities in a privatagement to be conducted pursuant to
Rule 144A under the Securities Act of 1933, as atednThe net proceeds of the offering will be usedyeneral corporate purposes
including funding or refinancing QC investmentgeéfecommunications assets.

This press release does not constitutdfanto sell, or the solicitation of an offer toyawsecurities. Any offers of the securities will be
made only by means of a private offering circuildre notes have not been registered under the Sesukict of 1933, as amended, or the
securities laws of any other jurisdiction and mayIme offered or sold in the United States absegistration or an applicable exemption from
registration requirements.

About Qwest

Qwest Communications International Inc. & Q) is a leading provider of voice, video anthdsrvices. With more than 40,000
employees, Qwest is committed to the "Spirit ofves" and providing world-class services that exceestomers' expectations for quality,
value and reliability. For more information, pleagsit the Qwest Web site at www.gwest.com

#H#tH#
Forward Looking Statement Note

This release may contain projections and otherdogwooking statements that involve risks and urageties. These statements may differ materiatyfractual future events or
results. Readers are referred to the documentsbijeus with the Securities and Exchange Commissipecifically the most recent reports which idgnitnportant risk factors that could
cause actual results to differ from those containgtie forward-looking statements, including bot limited to: access line losses due to increasedpetition, including from technology
substitution of our access lines with wireless ealle alternatives; our substantial indebtednesspar inability to complete any efforts to de-lewerr balance sheet through asset sales or
other transactions; any adverse outcome of the S&i€tent investigation into our accounting pobgipractices and procedures and certain transactory adverse outcome of the current
investigation by the U.S. Attorney's office in Deminto certain matters relating to us; adversalte®f increased review and scrutiny by Congresgulatory authorities, media and others
(including any internal analyses) of financial refpwy issues and practices or otherwise; rapidsagdificant changes in technology and markets;adwerse developments in commercial
disputes or legal proceedings, including any advergcome of current or future legal proceedindgtee to matters that are the subject of governaiémiestigations, and, to the extent
not covered by insurance, if any, our inabilitysttisfy any resulting obligations from funds avkliéto us, if any; potential fluctuations in qualyeesults; volatility of our stock price;
intense competition in the markets in which we cetepncluding the likelihood of certain of our coetipors emerging from bankruptcy court protectiorotherwise reorganizing their
capital structure and competing effectively agairsstchanges in demand for our products and sexvazeeleration of the deployment of advanced rewices, such as broadband data,
wireless and video services, which could requitgsgntial expenditure of financial and other resesrin excess of contemplated levels; higher tinticipated employee levels, capital
expenditures and operating expenses; adverse chante regulatory or




legislative environment affecting our business; ehdnges in the outcome of future events from siseimed outcome included in our significant accagngiolicies.

The information contained in this release is aestant of Qwest's present intention, belief or etgtean and is based upon, among other things, Xistireg regulatory environment,
industry conditions, market conditions and pri¢kes,economy in general and Qwest's assumptionssQwey change its intention, belief or expectatatrany time and without notice,
based upon any changes in such factors, in Quasstisnptions or otherwise. The cautionary statenwamtmined or referred to in this release shoulddyesidered in connection with any
subsequent written or oral forward-looking statetadéhat Qwest or persons acting on its behalf rmayd. This release may include analysts' estinaatg®ther information prepared by
third parties for which Qwest assumes no respalitgibi

Qwest undertakes no obligation to review or confamalysts' expectations or estimates or to relpabbcly any revisions to any forward-looking staents to reflect events or
circumstances after the date hereof or to refleeiccurrence of unanticipated events.

By including any information in this release, Qwesees not necessarily acknowledge that disclosiuseah information is required by applicable lawtloat the information is
material.

The Qwest logo is a registered trademark of Qwesti@unications International Inc. in the U.S. andaia other countries.

Contacts Media Contact: Investor Contact:
Steve Hammac Stephanie Comfol
(303) 89¢-3030 80(-567-7296
steve.hammack@qwest.cc IR@qgwest.con
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Exhibit 99.2

Qwest—=

Spirit of Service

QWEST CORPORATION ANNOUNCES OFFER TO PURCHASE $750MILLION
OF NOTES DUE NOVEMBER 2004

DENVER, August 11, 2004—Qwest Communications International Inc. (NYSE: @paunced today that its Qwest Corporation (QC)
subsidiary is offering to purchase for cash anyahdf its $750 million aggregate principal amowifit7.20% notes due November 1, 2004.

Holders who validly tender their notes apror to 5:00 p.m. EDT, on Tuesday, August 2402Qthe Early Participation Payment
Deadline), will receive total consideration of $19040 per $1,000 principal amount of notes accefatedurchase, consisting of a purchase
price of $989.40 per $1,000 principal amount ofesand an early participation payment of $20 ped@lL principal amount of notes (the
Early Participation Payment). Holders who validinder their notes at or prior to the Early Partitign Payment Deadline will receive
payment on or about the first business day follgvthre Early Participation Payment Deadline. Tendérsotes may be withdrawn only prior
to 5:00 p.m. EDT on Early Participation Payment diee.

The offer is scheduled to expire at midhigDT on Wednesday, September 8, 2004, unlessdadieor earlier terminated (the Expirat
Time). Holders who validly tender their notes afteg Early Participation Payment Deadline and adrimr to the Expiration Time will only
receive the purchase price of $989.40 per $1,0@@ipal amount of notes accepted for purchase dhaet be entitled to receive the Early
Participation Payment. Payment for Notes tendefted the Early Participation Payment Deadline andrarior to the Expiration Time will
be made on or about the first business day follgutie Expiration Time. All holders whose notesaceepted for payment in the offer will
also receive accrued and unpaid interest up tonduincluding, the applicable date of paymenttfar notes.

The offer is subject to the satisfactiorteftain conditions, including the completion of ftrivate offering of $500 million aggregate
principal amount of new QC debt securities launcéietlltaneously with this offer. The offer is notgect to the receipt of any minimum
amount of tenders.

The complete terms and conditions of teradre set forth in an offer to purchase thatist sent to holders of notes. Copies of the
Offer to Purchase and Letter of Transmittal maypb®ined from the Information Agent for the Off&lpbal Bondholder Services
Corporation, at (866) 470-3500 (US toll-free) aBdZ) 430-3774 (collect).

This announcement is not an offer to pusehar a solicitation of an offer to purchase argusées. The offer will be made solely by the
Offer to Purchase dated, August 11, 2004 and théexkletter of transmittal.

Lehman Brothers and Goldman, Sachs & Gotler Dealer Managers for the Offer. Questionsrdigg the Offers may be directed to
Lehman Brothers, Liability Management Group at (8088-3242 (toll-free) and (212) 528-7581 or Goldm@achs & Co., Credit Liability
Management Group, at (800) 828-3182 (toll-free) gi®) 357-3019.




About Qwest

Qwest Communications International Inc. & Q) is a leading provider of voice, video anthdservices. With more than 40,000
employees, Qwest is committed to the "Spirit ofv@es" and providing world-class services that exceestomers' expectations for quality,
value and reliability. For more information, pleagsit the Qwest Web site at www.gwest.com

HH#
Forward Looking Statement Note

This release may contain projections and other diotwooking statements that involve risks and uradeties. These statements may differ materiabyfractual future events or
results. Readers are referred to the documentsbijeus with the Securities and Exchange Commissipecifically the most recent reports which idgnitnportant risk factors that could
cause actual results to differ from those containgtie forward-looking statements, including bot himited to: access line losses due to increasaapetition, including from technology
substitution of our access lines with wireless ealdle alternatives; our substantial indebtednesspar inability to complete any efforts to de-lewerr balance sheet through asset sales or
other transactions; any adverse outcome of the Sg&i€tent investigation into our accounting pokgipractices and procedures and certain transactory adverse outcome of the current
investigation by the U.S. Attorney's office in Deminto certain matters relating to us; adversalte®f increased review and scrutiny by Congresgulatory authorities, media and others
(including any internal analyses) of financial refpw issues and practices or otherwise; rapidsagdificant changes in technology and markets;adwerse developments in commercial
disputes or legal proceedings, including any advergcome of current or future legal proceedindgted to matters that are the subject of governaiémestigations, and, to the extent
not covered by insurance, if any, our inabilitystdisfy any resulting obligations from funds aviaiéto us, if any; potential fluctuations in qualyeresults; volatility of our stock price;
intense competition in the markets in which we cetepncluding the likelihood of certain of our coetipors emerging from bankruptcy court protectiorotherwise reorganizing their
capital structure and competing effectively agairsstchanges in demand for our products and sexvameeleration of the deployment of advanced rewices, such as broadband data,
wireless and video services, which could requitesgantial expenditure of financial and other resesrin excess of contemplated levels; higher tidicipated employee levels, capital
expenditures and operating expenses; adverse chante regulatory or legislative environment effieg our business; and changes in the outcometofed events from the assumed
outcome included in our significant accounting piels.

The information contained in this release is aestent of Qwest's present intention, belief or etgtean and is based upon, among other things, xistireg regulatory environment,
industry conditions, market conditions and pri¢bes,economy in general and Qwest's assumptionssQwey change its intention, belief or expectatatrany time and without notice,
based upon any changes in such factors, in Quasstisnptions or otherwise. The cautionary statenwamitained or referred to in this release shoulddsesidered in connection with any
subsequent written or oral forward-looking statetadhat Qwest or persons acting on its behalf rmayd. This release may include analysts' estinaatg®ther information prepared by
third parties for which Qwest assumes no respalitgibi

Qwest undertakes no obligation to review or confamalysts' expectations or estimates or to relpabbcly any revisions to any forward-looking staents to reflect events or
circumstances after the date hereof or to refleeiccurrence of unanticipated events.

By including any information in this release, Qwdees not necessarily acknowledge that disclosiuseah information is required by applicable lawtloat the information is
material.




The Qwest logo is a registered trademark of Qwesti@unications International Inc. in the U.S. andaia other countries.

Contacts Media Contact: Investor Contact:
Steve Hammac Stephanie Comfol
(303) 89¢-3030 80(-567-7296
steve.hammack@qwest.cc IR@qwest.con
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Exhibit 99.3

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Business Overview and Presentation

We provide local telecommunications agldted services, long-distance services and dat&idro services within our local service
area, which consists of the 14-state region ofdkrig Colorado, Idaho, lowa, Minnesota, Montana,rlgta, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyomivig previously provided wireless services in owalcservice area through our
wholly owned subsidiary Qwest Wireless. On Apri| 2004, our direct parent, QSC, made a capitalritarion to us of $2.2 billion. We in
turn made a capital contribution of the same amantQwest Wireless, which used these proceegayadown its $2.2 billion in outstandi
borrowings. On May 1, 2004, we transferred owngrsiiiQwest Wireless to an affiliate and no longavdnwireless operations. The results of
Qwest Wireless are included in loss from discorgthoperations in our consolidated statements afatipes for all periods presented in this
Current Report on Form 8-K. See Note 7 — Transf&west Wireless Operations to our audited conatdid financial statements for more
information.

Our operations constitute a substantaign of the operations of QCII. In addition tor@mperations, QCII maintains a wireless
business (comprised of the wireless operationsavesterred to an affiliate in May 2004) and a nagidiber optic network. Through its fiber
optic network, QCII provides long-distance serviaes data and Internet services that we do notigeov

The results as of and for the years em@krbmber 31, 2003, 2002 and 2001 are presented bEhe analysis is organized in a way
provides the information required, highlighting ihéormation that we believe will be instructiver fanderstanding the relevant trends going
forward that will affect our business in the futugpecific variances from overall trends are furéiselained in the relevant revenue and
expense discussion and analysis that follows #reds discussion.

Our operations are integrated into amdpart of the segments of the QCII consolidatedigrd he chief operating decision maker, or
CODM, for us is the same as that for the consadidigroup. The CODM makes resource allocation datisand assessments of financial
performance for the consolidated group based oeliwé, wireless and other segmentation. For mdaermation about QCII's reporting
segments, see QCII's annual report on Form 10-khyear ended December 31, 2003. Our continuilsgnbss contributes primarily to the
wireline segment reported by QCII, but the QCIl AQ@keviews our financial information only in conniget with our SEC filings. See furtl
discussion in Note 14 — Contributions to QCII Segtado our audited consolidated financial statesénthis Current Report on Form 8-K.

Business Trends

Our results continue to be impacted by piimary factors influencing the telecommunicasiamdustry. First, technology substitution
and competition are expected to continue to caddiianal access line losses. We expect industdewiompetitive factors to continue to
impact our results and we have developed new gtestdor offering complementary services such éallga television and DSL. Second, our
results continue to be impacted by regulatory resps to the competitive landscape for both oui laed long-distance services.

1




Revenue Trend

Historically, at least 95% of our reverazne from our wireline services, including voieevices and data and Internet services.
However, on May 1, 2004, we transferred ownershiQwest Wireless to an affiliate. As a result, gahsally all of our future revenue will
come from our wireline services.

In general, we have experienced a dedtihecal voice-related revenue as a result of@ekese in access lines and our competitors'
accelerated use of unbundled network element-pratfor UNE-P, and unbundled local loops to deliweice services. Access lines are
expected to continue decreasing primarily becatisechnology substitution, including wireless ardble substitution for wireline telephony,
and cable modem and DSL substitution for dial-uprimet access lines. UNE rules, which require wsetbaccess to our wireline network to
our competitors at wholesale rates, will continm@rpact our results. The use of UNEs, includingBJR, is expected to cause incremental
losses of retail access lines and apply downwagdsure on our revenue. The recent action by thénMgten DC Circuit Court vacating the
FCC UNE-P rules, in conjunction with our effortsrtegotiate new contracts with CLECs and data asmrssce providers may help mitigate
this downward pressure on wireline margins. Buhwilite current status of rules in doubt, we cannedipt how much or when the migration
may occur.

We have also begun to experience andotxpereased competitive pressure from telecomnatioics providers either emerging from
bankruptcy protection or reorganizing their capitalicture to more effectively compete againstissa result of technology substitution and
low-cost competitors benefiting from low UNE rat@sbankruptcy reorganization, we have been andcoatinue to be forced to respond
with less profitable product offerings and priciplgns in an effort to retain and attract customers.

Expense Trend:

Our expenses continue to be impactedtftirsy demand due to increased competition andepansion of our product offerings.
Expenses associated with our new product offeriegd to be more variable in nature. While exisfingducts tend to rely upon our
embedded cost structure, the mix of products weep sell, combined with regulatory and markétipg stresses, may pressure operating
margins.

In order to improve operational efficiees; and in response to the decline in revenudjave implemented restructuring plans in wt
we reduced the number of employees and consolidatédubleased idle real estate properties. Wtalbave realized savings due to
reductions in salaries and wages resulting fromrestructuring efforts, we continue to experienadiplly offsetting increases in costs rela
to employee benefits. We will continue to evaluatie staffing levels and cost structure and willestjthese as deemed necessary. The pt
of the cost savings measures is to facilitate fforts, in the face of downward price pressuresiagttasing competition, to maintain or
improve our cash flow, financial position and réswlf operations for the foreseeable future.

Beginning in 2002, we reduced capitalemgitures and expect to continue at this reducesl fer the foreseeable future. We believe
that our current level of capital expenditures wilbtain our business at existing levels and stigpwrcore growth requirements given the
current business environment.




Results of Operations

Overview

We generate revenue from the provisiomadée services, data and Internet services, aetices and services to our affiliates. Certain
prior periods revenue and expense amounts haverbelassified to conform to the current year préséon. Depending on the product or
service purchased, a customer may pay an up-feentf monthly fee, a usage charge or a combinatititese. The following is a description
of the sources of our revenue:

Voice services. Voice services revenue includes local voice sesjilntraLATA long-distance voice services andeasc
services. Local voice services revenue includesmes from basic local exchange services, switcbangices, custom calling
features, enhanced voice services, operator senpoblic telephone services, collocation serviares CPE. Local voice
services revenue also includes revenue from thdgiom of network transport, billing services armt@ss to our local network
on a wholesale basis. IntraLATA long-distance vaeevices revenue includes revenue from IntraLA@#gldistance services
within our local service area. Access servicesmagdncludes fees charged to other long-distanoeighers to connect to our
network.

Data and Internet servicesData and Internet services revenue includessdataces (such as traditional private lines,
wholesale private lines, frame relay, integrategtises digital network ("ISDN"), and asynchronotextsfer mode), and
Internet services (such as DSL and Internet die¢ss) and related CPE.

Other services. Other services revenue is predominantly deriverdhfthe sublease of some of our unused real exdatds,
such as space in our office buildings, warehousd#her properties.

Affiliate services. Affiliate revenue is derived from telecommunicais services provided to our affiliated entitiese W
generally provide the same products and servicesttaffiliated entities as we do in the marketplathese services include
both retail and wholesale products and services.




Results of Operations for the Three Months and Sionths Ended June 30, 2004 and 20(

The following table summarizes our resolt operations for the three months and six moattted June 30, 2004 and 2003:

Three Months Ended June 30

Six Months Ended June 30

Increase/ % Increase/ %
2004 2003 (Decrease)  change 2004 2003 (Decrease) change
(Dollars in millions)
Operating revenu $ 256¢£$% 2707 $ (143 (5)%$ 5,182 % 546 % (28)) (5)%
Operating expense
Cost of sales (exclusive of
depreciation and amortization
detailed below 64¢ 661 (12 @) 1,24¢ 1,29( (42 3)
Selling, general and
administrative 67€ 76¢ (93 12 1,402 1,51¢ (112) )
Depreciatior 584 601 17) ©)] 1,15¢ 1,20z (44) 4
Intangible assets amortizati 95 84 11 13 187 164 23 14
Impairment, restructuring and
other charges (credit 73 11 62 nm 75 23 52 nm
Operating incomi 487 581 (94) (26) 1,111 1,26¢ (15¢) 12
Other expense (income
Interest expens— net 14€ 13¢ 7 5 294 27¢€ 18 7
Other income— net 5) (6) 1 17 9) — 9 nm
Total other expens— net 141 13z 8 6 28t 27¢€ 9 3
Income before income taxes,
discontinued operations and
cumulative effect of change in
accounting principlt 34¢€ 44¢ (102 (23 82¢€ 99:¢ (167) (%)
Income tax expens 13¢ 17C (39 (20 322 37¢ (57) (15)
Income from continuing
operations 21C 27¢ (68) (24) 504 614 (110) (18)
Loss from discontinued
operations — net of taxes of $7,
$19, $34 and $40, respectivt (12 (30 18 60 (53 (62 9 (15)
Income before cumulative effect
of change in accounting princig 19¢ 24¢ (50 (20 451 552 (201) (18)
Cumulative effect of change in
accounting principle, net of tax — — — — — 21¢ (219) (200)
Net income $ 19¢ $ 248 $ (50 (200 $ 451 $ 771 $ (320 (42)
I N I N

nm — percentages greater than 200% and comparfisangositive to negative values or to zero valaesconsidered not meaningful.
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Operating Revenu
The following table compares operatingeraies for the three and six months ended Jun208@d, and 2003:

Three Months Ended June 30 Six Months Ended June 30

Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Voice service: $ 1,79E$ 198 $ (190 (10)%$ 3,64t $ 4,027 $ (382) (9%

Data and Internet servic 541 534 7 1 1,07: 1,07¢ 3 —

Other service 2 2 — — 9 9 — —

Affiliate services 22¢€ 18€ 40 22 45k 351 104 30

Total operating revent $ 256¢% 2,707 $ (143) 5) $ 518-$% 546 3 (281) (5)
I N I N

For a description of the products andises included in each revenue line item, see "@gar' above.
Operating revenue — Three months ended June 3@,&00ompared to the three months ended June 8G; 20
Voice Services

Voice services revenues, comprised dllgoice, long distance and services, decreased illion, or 10%, for the three months
ended June 30, 2004 as compared to the three mamdesl June 30, 2003. The voice services reverareate was primarily the result of
access line losses and pricing declines. We hawerenced competition from technology substitutiGhECs and other telecommunications
providers reselling our services by using UNE. Tégulated pricing structure of the UNE has apptiednward pressure on revenues. Als
migration of consumer and business customers to@wrvalue packages with lower rates has causedenall decrease in revenue for our
local voice products.

For the three months ended June 30, a8@bmpared to the three months ended June 30, B@8Bvoice revenue declined
$129 million, or 9%. Local voice revenue declinesrgvprimarily driven by losses of access linestdusompetition from both technology
substitution and other telecommunications providesglling our services through the use of UNEsisixtent with the table below, the
average net access line loss was approximatelyot$hé four consecutive quarters ended June 3@L.200

Access Lines

Percentage
June 30, 200¢  June 30, 200: (Decrease Change
(Lines in thousands)
Total 15,83¢ 16,50" (66€) (4)%

As shown above, between June 30, 2003and 30, 2004, total access lines declined byo883or 4%. Local voice wholesale revel
gains from increased UNE access lines were offgétwer revenue for collocation, operator and oewices. The increase in UNE access
lines partially offset the loss of consumer andifiess retail access lines but, because the redytaieing structure of UNEs mandates lower
rates, this transition has caused downward pressuceir gross margins. Competitive pressures dafeand package pricing and a
migration of customers to our new value packages lbaused a decrease in rates for our local vomugts.
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Data and Internet Services

Data and Internet services revenue ise@&7 million, or 1%, for the three months endateJ30, 2004 as compared to the three
months ended June 30, 2003. Pursuant to the amahdfmeur agreement with Microsoft in July 2003, berame responsible for providing
broadband services to end-user customers, whilgraxgously provided related services to Microsaftaowholesale basis. As a result, we are
recognizing revenue at higher consumer retail natiger than the lower wholesale rates we chargiedosbft. In addition, expanded
availability and increased marketing efforts amating volume growth for broadband services. Tlreg®ases were offset by a decline in in-
region wholesale Internet services, a result ofremh losses and renegotiations of contracts tcesoinour large, bankrupt customers. Also,
Internet and DSL rates are trending down as atre$ulcreased competition, although the overathber of DSL customers is growing.

Affiliate Services

Affiliate services revenue consists détemmunications services provided to affiliatetbeprises. Affiliate services revenue increased
$40 million, or 22%, for the three months endedels8®, 2004 compared to the same period in 2003inkneases in affiliate services revel
were primarily caused by a migration of telecommoations services from third-party providers onto metwork and by QCII's entrance into
the InterLATA long-distance business with the FCallthorization of QCII's Section 271 filings. Thesgvices and related revenue increases
were related primarily to increases in InterLATAstamer levels, and increases in marketing, salé$#éimg and collection services provid
to QCIlI's long-distance subsidiary.

Operating revenue — six months ended June 30, @dpared to the six months ended June 30, 2003:
Voice Services

Voice services revenue decreased $38®mibr 9%, for the six months ended June 30, 2804ompared to the six months ended
June 30, 2003. The voice services decrease wasiigirthe result of a decrease in local voice smsirevenue. Local voice revenue declines
were primarily driven by losses of access lines tugompetition from both technology substitutiordather telecommunications providers
reselling our services through the use of UNEs.tBe@ccess line loss trend table above for digmuss access line trends. The average
access line loss per quarter was approximately0087during the four quarters ended June 30, 2004.

Data and Internet Services

Data and Internet services revenue wlasvely flat with a $3 million, or 0%, decrease the six months ended June 30, 2004 as
compared to the six months ended June 30, 2008u&uirto the amendment of our agreement with Maftas July 2003, we became
responsible for providing broadband services to@ser customers, while we previously provided eglagervices to Microsoft on a wholesale
basis. As a result, we are recognizing revenudéglieh consumer retail rates rather than the lowsslasale rates we charged Microsoft. In
addition, expanded availability and increased mamgeefforts are creating volume growth for broadéaervices. These increases were o
by a decline in in-region wholesale Internet sersia result of contract losses and renegotiatibnentracts to some of our large, bankrupt
customers. Also, Internet and DSL rates are trandown as a result of increased competition, atjhdhe number of DSL customers is
increasing.




Affiliate Services

Affiliate services revenue consists dé¢emmunications services provided to affiliatetbeprises. Affiliate services revenue increased
$104 million, or 30%, for the six months ended JBAe2004 compared to the same period in 2003ifdreases in affiliate services revenue
were primarily caused by a migration of telecomroations services from third-party providers onto metwork and by QCII's entrance into
the InterLATA long-distance business with the FC&Llghorization of QCII's Section 271 filings. Thesevices and related revenue increases
were related primarily to increases in InterLAT Astamer levels and increases in marketing, saled#iimy and collection services provided
to QCIllI's long-distance subsidiary.

Operating Expense
The following table shows a breakdowmpérating expenses for the three months and sixhma@nded June 30, 2004 and 2003:

Three Months Ended June 30 Six Months Ended June 30

Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Operating expense

Cost of sale: $ 64¢ $ 661 $ (12 (2%$ 1,246 $ 129 $ (42 (3)%

Selling, general and

administrative ("SG&A") 67€ 76¢ (93 (12 1,40z 1,51« (112) @)

Depreciatior 584 601 a7) (3) 1,15¢ 1,20: (44) 4

Intangible assets amortizati 95 84 11 13 187 164 23 14

Impairment, restructuring and

other charge 73 11 62 nm 75 23 52 nm
Total operating expens $ 2077$ 212 $ (49 2 $ 4071% 419 % (123 (3)

nm — percentages greater than 200% and comparffisangositive to negative values or to zero valaesconsidered not meaningful.
Cost of Sales
The following table shows a breakdowrtadt of sales by major component for the threesidhonths ended June 30, 2004 and 2

Three Months Ended June 30 Six Months Ended June 30

Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Employee and servi-relatedcost $ 415 $ 404 $ 11 3%3$ 83C $ 811 % 19 2%
Network costs 51 50 1 2 90 93 (©)] 3
Non-employee related cos 82 94 (12 (13) 15¢ 18t (27 (15)
Affiliate costs 101 112 (12) (11) 17C 201 (31) (15)
Total costs of sale $ 64c$ 6619 (12 2% 124638 1,29 $ (42 (3)
. & N | . & N |

Cost of sales includes network costarged and wages, benefits, materials and suppliedracted engineering services and computer
systems support.




Cost of Sales — Three months ended June 30, 20fhgsared to the three months ended June 30, 2003

Cost of sales as a percent of revenue2bgisfor the period ended June 30, 2004, compar2d% for the period ended June 30, 2003.
Total cost of sales decreased $12 million or 2%Herthree months ended June 30, 2004 as compatled three months ended June 30,
2003.

Employee and service-related costs, ascalaries and wages, benefits, commissions addpiduty customer service costs increased
$11 million, or 3%, for the three months ended J8®e2004 as compared to the three months ended3Dyr2003. While we have realized
savings due to reduction in salaries and wagegasfdssional fees resulting from our restructuefigrts, we incurred increased overtime
costs related to lower overall staffing levels smiteased amortization of deferred costs assocuithddeferred revenue.

Non-employee related costs, such asastate costs and reciprocal compensation paynfeets for terminating our customers' local
calls onto other networks), decreased $12 millar, 3%, for the three months ended June 30, 20@4érapared to the three months ended
June 30, 2003. The decrease is primarily due tocextlaccess costs related to lower volumes.

Affiliate costs decreased $12 million,1d2s, for the three months ended June 30, 200d4rapared with the same period in 2003. The
decrease is primarily attributable to adjustmerith eertain affiliates to clarify costs subjectdfiiliates billings.

Cost of Sales — Six Months Ended June 30, 200dmapared to the six months ended June 30, 2003

Total cost of sales decreased $42 millar8%, for the six months ended June 30, 20@bawpared to the six months ended June 30,
2003. The cost of sales decline is consistent loitier revenue, although we have been unable t@aelsavings in certain costs such as
employee benefits and some non-employee related, assdiscussed above under "— Expense Trendst.dfeales as a percentage of
revenue for the six months ended June 30, 2004aaribe six months ended June 30, 2003 was 24%.

Employee and service-related costs, ssctalaries and wages, benefits, commissions @&depidrty customer service costs increased
$19 million, or 2%, for the six months ended JuBeZ)04 compared to the six months ended June(B3,. 2Vhile we have realized savings
due to reduction in salaries and wages and prafieakfees resulting from our restructuring effovtg, continue to experience some offsetting
increases in overtime expense and increased awmiotizof deferred costs associated with deferredmee.

Nonemployee related costs decreased $27 million, &, I8r the six months ended June 30, 2004 as cadgarthe six months end
June 30, 2003. The decrease is attributable torleMielesale volumes in addition to a favorablelsgtént on a reciprocal compensation
agreement.

Affiliate costs decreased $31 million,1&%, for the six months ended June 30, 2004 apawed with the same period in 2003. The
decrease is primarily attributable to adjustmenith wertain affiliates.
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SG&A Expense
The following table shows a breakdowiB&&A by major component for the three and six merghded June 30, 2004 and 2003:

Three Months Ended June 30 Six Months Ended June 30

Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Employee and servi-related cost  $ 17C $ 20: $ (33 (16)%$ 36C $ 411 $ (51) (12)%
Bad debt (39 23 (57 nm 3 64 (61) (95)
Property and other tax 92 10€ (14 13 15¢ 20€ (49 (24)
Non-employee related cos 121 95 26 27 2717 204 73 36
Affiliate cost 327 34z (15) 4 603 627 (24) 4)
Total SG&A $ 67€ $ 76¢ $ (99 (12) $ 140:% 1514 % (112 @)
I N I N

nm — percentages greater than 200% and comparfisangositive to negative values or to zero valaesconsidered not meaningful.
SG&A — Three months ended June 30, 2004 as comfiatkd three months ended June 30, 2003

SG&A expenses include taxes other thaarire taxes, bad debt charges, salaries and wagdseuily attributable to the provision of
products or services, benefits, sales commissiens for administrative space, advertising, praf@sa service fees and computer systems
support.

SG&A, as a percent of revenue, was 268the three-month period ended June 30, 2004 a#gf@aBthe same period in 2003. Total
SG&A decreased $93 million, or 12%, for the threenths ended June 30, 2004 as compared with the garioel in 2003 for the reasons
discussed below.

Employee and service-related costs, sscalaries and wages, benefits, sales commissioertime, professional fees (such as
telemarketing, and customer service costs) deaeb®@ million, or 16%, for the three months endexe]30, 2004 as compared to the same
period in 2003. The decline is primarily due tdfitg reductions related to planned restructuring eeduced professional fees related to
accounting and network costs and decreased festedeb providing certain features.

Bad debt expense decreased $57 milliothiothree months ended June 30, 2004 as comfuatieel same period in 2003. The decrease
is due to one time settlements of $45 million froompanies emerging from bankruptcy. Also, decreaseehues and better collections
practices, allowing us to reduce our overall resem additional $8 million.

Property and other taxes decreased $llidmior 13%, for the three months ended June2B04 compared to the same period in 2003.
Reduced property taxes are primarily attributedhanges in property tax estimates recorded basézbsiocations and taxable property and
lower gross receipts taxes incurred related to taeeenue levels in 2004.

Non-employee related costs, such asastate, insurance, marketing and advertising, n@tnounts capitalized, increased $26 million,
or 27%, for the three months ended June 30, 20@4érapared to the same period in 2003. The incrisgsémarily attributable to increased
external commissions and increased marketing anerising costs in the 2004 period. Prior to 20&mmission expenses were paid by (
and allocated to us as an affiliate cost.

Affiliate costs decreased $15 million486, for the three months ended June 30, 2004rapai@d with the same period in 2003. As
noted above, external commission expenses,




previously included in affiliate costs are now ditg paid by us and included in non-employee costs.
SG&A — Six months ended June 30, 2004 as compatbd six months ended June 30, 2003

SG&A, as a percentage of revenue, was rathe six months ended June 30, 2004 as compar28Pso for the six months ended
June 30, 2003. Total SG&A decreased $112 milliory,%, for the six months ended June 30, 2004 apaced to the six months ended
June 30, 2003. The SG&A decline is consistent withongoing efforts to improve operational efficies although we have been unable to
achieve savings in certain costs such as emplogeefits, as discussed above in "— Expense Trends".

Employee and service-related costs, ssctalaries and wages, benefits, sales commissieegime and professional fees, decreased
$51 million or 12% for the six months ended JungeZ8D4 as compared to the six months ended Jur2083, The decrease can be attributed
to reductions in total salaries and wages due wendizing of employee numbers, a decrease in priofesisfees related to accounting and
network enhancement costs and decreased feedredgieoviding certain features. These decreases wféset by increases in employee
benefits and overtime expense.

Property and other taxes decreased $#@mior 24%, for the six months ended June 3@428s compared to the six months ended
June 30, 2003. The cause of the reduction in ptpaed other taxes was due both to changes in pgsof@x estimates recorded based on
fewer locations and less taxable property and atiome expense reduction from a successful progastyappeal for the six months ended
June 30, 2004.

Bad debt expense decreased $61 millio85®, for the six months ended June 30, 2004 agpaced to the six months ended June 30,
2003 as a result of one-time settlements of $4liamifrom companies emerging from bankruptcy. Alsmjuced revenue levels and better
collection practices allowed us to reduce our dvegaerve an additional $8 million.

Nonemployee related costs increased $73 million, &,36r the six months ended June 30, 2004, as cadpa the six months end
June 30, 2003. The increase can be primarily atgtto the $46 million increased spending for ratirly and advertising programs, and a
$15 million increase in external commissions expsn®rior to 2004, commission expenses were pa@3®@ and allocated to us as an
affiliate cost. Beginning in 2004, commissions wpaéd directly by us.

Affiliate costs decreased $24 million486, for the six months ended June 30, 2004 as amdpvith the same period in 2003. As
noted above, external commission expenses, prdyiouwgduded in affiliate costs are now directly gdiy us and included in non-employee
costs.

Combined Pension and Post-Retirement Benefits

Our results include post-retirement birefpenses allocated to us by QCII, net of pensiedits, of $50 million in the second quarter
of 2004 and $54 million, in the second quarter@2 We recorded a net pension expense of $10@madhd $108 million for the six mont
ended June 30, 2004 and 2003, respectively. Theemsion expense or credit is a function of thewamof pension and post-retirement
benefits earned, interest on projected benefigakithns, amortization of costs and credits fronoiplienefit changes and the expected return
on the assets held in the various plans. The metipe expense or credit is allocated partiallydstof sales and the remaining balance
included in SG&A.
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In December 2003, the Medicare Presanipirug, Improvement and Modernization Act of 2@B® "Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgponsors of retiree health care benefit
plans that provide a benefit that is at least a@lia equivalent to the Medicare benefit. In actamce with Financial Accounting Standards
Board ("FASB"), Staff Position No. 106-1 and 106'&¢ccounting and Disclosure Requirements Relatetti¢dViedicare Prescription Drug,
Improvement and Modernization Act of 2003", we &écto defer recognition of the effects of the ikcany measures of the benefit
obligation or cost until the adoption of the firmaithoritative guidance on accounting for the Aaeiguired in the third quarter of 2004. When
adopted, the accounting guidance could require aeange previously reported information. Currentlg do not believe we will need to
amend our plan to benefit from the Act.

Depreciation

Depreciation expense for the three moattged June 30, 2004 decreased $17 million, orc8%pared to the three months ended
June 30, 2003. For the six months ended June 8@, 2@preciation expense decreased $44 milliod%grwhen compared to the same pe
of 2003. The decrease was the result of the thiedtgr 2003 wireless impairment and reduced capxpénditures in 2003 and 2004, which
caused more assets to become fully depreciateiveeta asset additions during the period.

Intangible Assets Amortization

Amortization expense increased $11 nillior 13%, for the three months ended June 30, 200vpared to the same period in 2003.
For the six months ended June 30, 2004, amortizatipense increased $23 million, or 14% compar¢desame period in 2003. The
increase was attributed to increases in capitaboéaivare.

Impairment and Restructuring Charges

The restructuring reserve for the thneg six months ended June 30, 2004, included chafg&s4 and $57 million respectively, for the
severance benefits pursuant to established sewepaticies and was partially offset by reversapobr charges. QCII reviewed our employ
levels in certain areas of our business and asudtrédentified 1,700 employees from various fumeal areas to be terminated as a part of this
restructuring for the six months ended June 304288 a result of these restructuring activities, @xpect to realize annualized savings of
approximately $170 million.

In conjunction with our effort to sellrtain assets we determined that the carrying ansouate in excess of their expected sales price,
which indicated that our investments in these agsety have been impaired at that date. In May 200uant to SFAS No. 144 "Accounti
for the Impairment or Disposal of Long-Lived AsSet'SFAS No. 144"), we compared gross undiscourtesh flow projections to the
carrying value of our pay phones and determinetithiacarrying value of those assets was not eggddotbe recovered through future
projected cash flows. We then estimated the fdirevasing recent selling prices for comparable tassed determined that our assets relating
to our pay phone business were fully impaired baggregate amount of $19 million.
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Total Other Expense — Net

Other expense — net, includes interegenge, net of capitalized interest and other inceamet, which includes interest income.
Components of other expense — net for the threesexnithonths ended June 30, 2004 and 2003 arelaw/fol

Three Months Ended June 30 Six Months Ended June 30

Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Interest expens— net $ 14€ $ 13¢ $ 7 5%$ 294 $ 27€ $ 18 7%
Other income (5) (6) 1 17 9) — 9 nm
Total other expenses — net $141% 13 % 8 6 $ 28:% 27€ 3 9 3
I I I I

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

Interest expense — net, increased $1omibr 7% for the six months ended June 30, 2@04pmared to the same period ended 2003.
The increase was attributable to higher averagehi@ances during the period, although total deltls are lower as of June 30, 2004.
Additionally, amortization of debt issuance expeliseluded in interest expense, is higher in tlxensonths ended June 30, 2004, as comg
to the same period in the prior year.

Loss From Discontinued Operatior

On April 30, 2004, our direct parent, Q®@de capital contributions of $2.185 billion & We, in turn, made capital contributions of
the same amount into Qwest Wireless, which usezkthbeoceeds to pay down its $2.185 billion in @utding affiliate borrowings due to
related parties.

On May 1, 2004, we transferred ownersliiQwest Wireless. The transfer was made in the fof a dividend to QSC, our direct
parent, and, as a result, no consideration wasagged. Due to this transfer, we no longer havelesseoperations, and the results of Qwest
Wireless operations are accounted for as discoadirmperations.

Income Tax Provisior

The effective income tax rate is the [Bimn for income taxes as a percentage of preresme. Our effective income tax rate for the
three months ended June 30, 2004 increased to 3s3%mpared to 37.9% for the three months endwsel 30, 2003. The rate also increased
to 39% for the six months ended June 30, 2004 mpared to 38.2% for the six months ended June@B.2The change reflects an annual
accrual adjustment for our state income tax litibgi

Restatement of 2001 and 2000 Consolidated Financi@tatements

Our annual report on Form 10-K for fis2@D2, or our 2002 Form 10-K, was filed in Janu2®@4 and contains, among other things,
our restated consolidated financial statementthiyears ended December 31, 2001 and 2000. Irectian with this restatement, we
performed an analysis of our previously issued clidated financial statements for 2001 and 2000idedtified a number of errors. This
restatement resulted in, among other things, aregate
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reduction in revenue of approximately $354 milleomd an aggregate reduction in net income of apprabdly $624 million. The net impact
the restatement is summarized as follows:

December 31, 200:

Revenue Pre-Tax Income Net Income

(Dollars in millions)

Previously reporte $ 12,678 $ 2,77¢ % 1,73
Net restatement (13¢) (539 (330
As restated, before reclassification of discontthue

operations $ 12537 $ 2,24 $ 1,407
Reclassification for discontinued operatic (539 58¢ —
As restate( $ 12,00¢ $ 283 % 1,407

December 31, 200l

Revenue Pre-Tax Income Net Income

(Dollars in millions)

Previously reporte $ 12,30C $ 1,90« $ 1,19¢
Net restatement (21€) (25¢) (2949)
As restated, before reclassification of discontthue

operations $ 12,08: $ 1,64¢ $ 902
Reclassification for discontinued operatic (270 557 —
As restate( $ 11,81« $ 2,20¢ $ 902

The restatements involve revenue recimgnissues related to termination fees, wirelegemaes and installation fees, and expense
recognition, as well as other matters. A completgcdption of the nature and reason for the indiglty significant restatement items is
included in Note 3 to our 2002 Form 10-K.

We have not amended our prior filingsetfect the restatement. As a result, the inforamapireviously filed in our annual reports on
Form 10-K for fiscal years 2001 and 2000, our qeréyrtreports on Form 10-Q for the quarterly periotsuded in those fiscal years and for
the quarter ended March 31, 2002 and any curr@ort®on Form 8-K, or other disclosures, contairfisgal years 2002, 2001 or 2000
information filed or made prior to the filing of p@002 Form 10-K on October 16, 2003 should natetied upon.
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Results of Operations for the Years Ended Decemb&l, 2003, 2002, and 2001
The following table summarizes our resolt operations for the years ended December 33,2002 and 2001:

Percentage
Absolute Change Change
Year Ended December 31,

2003 v 2002v  2003v 2002 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Operating revenue $ 1081:$ 1137¢$ 12,00¢ $ (568 $ (625) (5)% (5)%
Operating expense
Cost of sales (exclusive of depreciation and

amortization detailed belov 2,65( 2,41¢ 2,66¢ 234 (24¢) 10 9
Selling, general and administrati 3,041 3,17C 2,828 (129 347 4 12
Depreciatior 2,41z 2,541 2,772 (129 (231) (5) (8)
Intangible assets amortizati 33¢ 287 174 52 11z 18 65
Asset impairment chargs — — 32 — (32 — nm
Restructuring and other char¢— net 57 45 20¢€ 12 (167) 27 (78)
Mergerrelated (credits) charg— net — (30) 93 30 (123 nm (132)
Operating incom 2,31: 2,95( 3,24( (63¢) (290) (22 9)
Other expense

Interest expens— net 573 541 465 32 76 6 16
Gain on sale of rural exchanges and other fixed

assett — — (52) — 51 nm nm
Other income— net (29 (26) ) 7 (29) 27 nm
Total other expens— net 554 51t 407 39 10¢ 8 27

Income from continuing operations before income

taxes cumulative effect of change in accounting

principle 1,75¢ 2,43t 2,83: (677) (39¢) (28) (14)
Income tax expens 67t 93: 1,06t (25¢) (132 (28) (12

Income from continuing operations before

cumulative effect of change in accounting princ 1,08: 1,50z 1,76¢ (419 (26€) (28) (15)
Discontinued Operation

Loss from discontinued operations, net of taxes of

$159, $444 and $2- (252) (697) (36]) 44t (33€) 64 (93)
Income before cumulative effect of change in

accounting principlt 831 80t 1,407 26 (602) 3 43
Cumulative effect of change in accounting

principle, net of taxes of $139, $0, and 21¢ — — 21¢ — nm —
Net income $ 1,05 $ 80t $ 1,407 $ 24t $ (602) 30 (43)

nm — not meaningful
Operating Revenues

Percentage
Absolute Change Change
Year Ended December 31

2003 v 2002v  2003v 2002 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Voice service: $ 7,88: $ 8,60z $ 9,29t $ (719 % (693) (8)% ()%



Data and Internet servic
Other service
Affiliate services

Total operating revenues

2,12t 2,18¢ 2,16¢ (64) 21
19 20 19 1) 1
784 56€ 522 21€ 46

$ 10,817 $ 11,37¢$ 12,000 $  (568$  (625)
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For a description of the products andises included in each revenue line item, see "Resll Operations — Overview" above.
Voice Services
Voice services revenue decreased $71®mibr 8%, in 2003 and decreased $693 million7%r, in 2002.

The voice services revenue decreasetmymars was primarily the result of access lirssés, pricing declines and a reduction in ac
services revenue. Additional reasons include fedsses and lower long-distance volumes. We hgperi=nced competition from
technology substitution and CLECs and other telenanications providers reselling our services bygisiNE-Ps.

Local voice services revenue and othéevservices revenue declined $589 million for 28668 $390 million in 2002. The declines
were primarily associated with the losses of actires, as we have experienced competition frorh bethnology substitution and other
telecommunications providers reselling our servimesising UNE-Ps. As shown below, access linesmisttlby 797,000, or 5%, in 2003 and
by 781,000, or 4%, in 2002. Local voice revenue discreased in both years due to reductions in derua services such as collocation,
public telephone services and directory assistance.

Percentage
Access Lines Increase/Decreas Change
Years Ended December 31,

2003v 2002v 2003v 2002v
2003 2002 2001 2002 2001 2002 2001

(Lines in thousands)
Total 16,20¢ 17,00¢ 17,78 (797) (781) @A.N% (4.49%

In addition to the revenue decreasesritestabove, long-distance voice services revemrgérd $52 million in 2003 and $95 million
in 2002. These decreases were primarily due tardescin IntraLATA long-distance services driventhg soft telecommunications market
and competitive pricing. Throughout 2003 and 2002 evaluated specific long-distance products. Bapeah this evaluation, we de-
emphasized and stopped promoting certain prodincisiding IntraLATA long-distance.

We also experienced a revenue declirZ@fmillion in access services revenue for 2003%2a¥ million in 2002. This was primarily
due to the access line losses described aboveraimppdeclines. Pricing declines were driven atstregulatory actions and the CALLS
order. The CALLS order capped prices for certaiwises, including reductions in usage rates foeascservices. Additionally, in 2003 we
recorded a reserve of $34 million against reveouafiticipated customer credits resulting from tatgury rulings that redefined tariffs on
local calls.

Data and Internet Services

Data and Internet services revenue redall decrease of $64 million, or 3%, in 2003 aemained relatively flat during 2002. The
2003 decline is primarily due to the loss of revefm@m the bankruptcies of large customers, pritpani2002, such as Touch America, Inc.,
MCI, Inc. (formerly known as Worldcom, Inc.) and@sty, Inc. Pursuant to the amendment of our agesemwith Microsoft in July 2003, w
became responsible for providing broadband sert@esd-user customers, while we previously pradiddated services to Microsoft on a
wholesale basis. As a result, we are recognizimgmee at higher retail rates rather than the lomi@lesale rates we charged Microsoft.

15




In 2002, data and Internet services regencreased $21 million, or 1%. Internet dial asceevenue increased primarily from sales to
large ISPs and businesses for use in their intéefedommunications networks, while DSL and dedidahternet access grew in response to
increased demand for access to the Internet. Thessases were partially offset by declines in datarices such as wholesale private line
ISDN, precipitated in part by the weakened economy.

Affiliate Services

Affiliate services revenue consists dé¢emmunications services provided to affiliatetbeprises. Affiliate services revenue increased
$216 million, or 38%, in 2003 and increased $48iam| or 9%, in 2002. In 2003, the increases iiliaté services revenue were primarily
caused by a migration of telecommunications sesvigam third-party providers onto our network aryd@ClI's entrance into InterLATA
long-distance business with FCC's authorizatioitsofection 271 filings. A new affiliate, Qwest LgpDistance Corporation, or QLDC, was
established to provide long-distance services4@gion customers. These services and related ueviecreases were related primarily to
increases in private line services, and increasesarketing, sales and billing and collection sssiprovided to QLDC.

In 2002, the increases in affiliate seegirevenue were caused by a migration of telecariwaions traffic from third-party providers
onto our network.

Operating Expenses

The following table provides further detagarding our operating expenses for the yeaded December 31, 2003, 2002 and 2001:

Percentage
Absolute Change Change
Year Ended December 31
2003 2002
2003 vs. 2002 vs. VS. VS.

2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Operating expense

Cost of sale: $ 265(% 241€3$ 2,66 % 234$ (249 10% (9%
Selling, general and administrati 3,041 3,17( 2,82 (129 347 4) 12
Depreciatior 2,41z 2,541 2,77 (129 (23) (5) (8)
Intangible asset amortizatic 33¢ 287 174 52 11z 18 65
Asset impairment chargs — — 32 — (32 — nm
Restructuring and other charc— net 57 45 20¢€ 12 (161) 27 (78)
Mergerrelated (credits) charg— net — (30 93 30 (123) nm (132)
Total operating expens $ 849¢$ 842¢$ 8,76¢$ 70% (339 1 4

nm — not meaningful
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Cost of Sale!

The following table shows a breakdowreadt of sales by major component for the years @ieember 31, 2003, 2002 and 2001:

Percentage
Absolute Change Change
Year Ended December 31,
2003 2002
2003 vs. 2002vs. vs. VS.

2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Employee and servi-related cost $ 165 % 1531$% 162t 3% 11¢ $ (92) 8% (6)%
Network costs 20¢ 20¢€ 26€ 3 (60) 1 (23
Non-employee related cos 36E 314 441 51 (127 16 (29
Affiliate costs 42C 35¢ 32¢ 61 30 17 9
Total cost of sales $ 265($% 241€$ 266¢ % 234 $ (249 10 9

Cost of sales includes salaries and wdggreefits, network costs, materials and supptiestracted engineering services and computer
systems support. Network costs include third-pexiyenses to repair and maintain the network anplispo provide services to customers.

Cost of sales, as a percentage of reyvemage 25% for 2003, 21% for 2002 and 22% for 20@tal cost of sales increased $234 milli
or 10%, in 2003 and decreased $248 million, or @22002. The increase in cost of sales as a pexgerdf revenue in 2003 were caused in
part by the deterioration in product margins asifeccess line losses are partially offset by lomargin UNE-Ps sold to our competitors at
regulated rates. Also during 2003, our expensegeased due to higher employee and service-relasd,dnvestment in DSL line
conditioning expense, higher retiree healthcaréscarsd regulatory fees. During 2002, our expensebrabd primarily due to lower staffing
requirements and lower sales volumes. More disonssithese changes is provided below.

Employee and service-related costs, ascalaries and wages, benefits, commissions addpiduty customer service costs increased
$119 million, or 8%, in 2003 and decreased $9lionijlor 6%, in 2002. While we have realized savidgs to reduction in salaries and wa
resulting from our restructuring efforts, we comgnto experience offsetting increases in costse@lm our pension and post-retirement
benefit plans, as described more fully below. Teepension expense allocated to cost of sales ©2i5 ®illion in 2003, and the net pension
credit allocated to cost of sales was $33 milliod &187 million, for 2002 and 2001, respectivelgdiionally, in 2003 we experienced
increased incentive compensation and increasechiaftion technology costs as resources were pgrshlfted to system maintenance
activities from development activities, which aengrally capitalized. Partially offsetting the ieases were lower staffing costs and other
employee costs resulting from prior restructuriffgciencies and the reductions described above.ddwease in 2002 was related to lower
headcount requirements associated with prior retstrimg efficiencies and moving work previously foemed by third-party contractors to
employees, partially offset by a lower pension itradd higher healthcare costs in 2002. Also in2@@ reduced our employee incentive
compensation.

Our network costs, which include thirdtgaexpenses to repair and maintain our networksapplies to provide services to customers,
were essentially unchanged in 2003 and decreas®chiion, or 23%, in 2002. In 2003, we experienceduced contracted engineering
costs. Additionally, the July 2003 amendment of agreement with Microsoft required that we becoasponsible for all costs associated
with providing broadband services to end-user custs. As a result, the revenue and costs associdtethis expanded service offering
increased. During 2002, we reduced our reliancthind-party contractors to provide network maintece services by shifting this work to
our employees.
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Non-employee related costs, such asastate costs and reciprocal compensation paynifeets for terminating our customers' local
calls onto other networks), increased $51 milli@n16%, in 2003 and decreased $127 million, or 2@92002. The increase in 2003 was
primarily due to an increase in regulatory feexif®@cal compensation costs declined in 2003 afi® 2lue to the decline in local voice
services, and also as a result of regulatory actitnich limited the amount of charges. The decr&a®002 is also attributable to lower
postage and shipping costs associated with impromesthgement expense controls and lower cost of alelata and Internet CPE
associated with lower CPE sales.

Affiliate costs, such as services forpayate administration, information technology, atigeng and technical support, increased
$61 million, or 17%, in 2003 and increased $30iomill or 9%, in 2002. The increases in 2003 weretduegher costs for technical support
and sales and affiliate employee and related ckalge are allocated to us. We replaced old equipmih new equipment and entered into
maintenance contracts with an affiliate in the rextbgy area. The affiliate increased its techngzgdport personnel by 85 and accordingly,
software support and other technical assistands tuat are allocated to us increased. The incri@a®@02 is primarily due to increases of
purchased technical support resources and buymgdistance services from an affiliate rather thahird party.

SG&A

The following table shows a breakdowrS&&A by major component for the years ended Dece@bge2003, 2002 and 2001:

Percentage
Absolute Change Change
Year Ended December 31
2003 2002
2003vs. 2002vs. vs. VS,

2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Employee and servi-related cost $ 807 $ 76< $ 95¢ $ 38 % (189 5% (20)%
Bad debi 12t 26( 19¢€ (13%) 64 (52 33
Property and other tax 40z 41z 36¢ (10 44 2 12
Non-employer-related cost 39z 502 364 (110 13¢ (22 38
Affiliate costs 1,31¢ 1,22¢ 93¢ 88 29C 7 31
Total SG&A $ 3041$ 317C$ 2,82:% (129% 347 (4) 12

SG&A expenses include salaries and wéggsare not directly attributable to products envices, employee benefits, sales
commissions, bad debt charges, taxes other thamimt¢axes, rent for administrative space, advegjgrofessional service fees and
computer systems support.

SG&A, as a percent of revenue, was 2802883, 28% for 2002 and 24% for 2001. The variardréring the percentage changes are
described below. Total SG&A decreased $129 millmm%, in 2003 and increased $347 million, or 12%2002. The 2003 decrease
primarily results from decreases in professionasféad debt expense and other factors describadria detail below.

Employee and service-related costs, ssctalaries and wages, benefits, sales commissieegime and professional fees (such as
telemarketing and customer service costs) incref38dnillion, or 5%, in 2003 and decreased $18%anil or 20%, in 2002. The increase in
2003 was due to increases in incentive compensatidrour pension and post-retirement benefit pkperses. These increases were partially
offset by reduced salaries and wages resulting Btaifing reductions implemented in 2003 and 2088uced professional fees to third-party
vendors as we re-incorporated certain previoustgaurced customer service functions in our opematand reduced sales commissions due
to lower revenue and a revision to our sales coisgt@n
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plan. The net pension expense allocated to SG&A&BAsmillion in 2003, and the net pension creddadted to SG&A was $18 million and
$74 million for 2002 and 2001, respectively. Therdase in 2002 was due to reduced salaries andswesgplting from staffing reductions
implemented in 2002 and 2001, reduced professieeal reduced incentive compensation and redudesl sammissions. Partially offsetting
these decreases were expenses associated withishétgireserves for outstanding litigation andréases in our pension and post-retirement
benefit plan expenses.

Bad debt expense decreased $135 miling2%, in 2003 and increased $64 million, or 38%2002. Bad debt expense decreased as &
percentage of revenue to 1.2% in 2003 from 2.320®2. The decrease in our 2003 expense as comiwa?2€@2 was primarily caused by
large provisions associated with uncollectible resmlgles from MCI, Touch America and others thatreeorded in 2002 and improved
collection practices and tighter credit policie2B03. The 2002 increase was due primarily to hatkies of wholesale customers and weak
economic conditions offset by improved collectigmactices and tighter credit policies.

Property and other taxes, such as taneswmed or leased assets and real estate, anddtimsl items such as certain sales, use and
excise taxes, decreased $10 million, or 2%, in 20@8increased $44 million, or 12%, in 2002. Treeéase in 2002 is attributable to capital
expansion for the traditional telephone network thek place during 2001 and 2000.

Non-employee related costs, such as rtiagkand advertising, rent for administrative spand software expenses, decreased
$110 million, or 22%, in 2003 and increased $13Bioni, or 38%, in 2002. The decrease in 2003 wasgnily driven by lower marketing ai
advertising spending of $84 million which decreaded to increased management of these costs hifilatey and a decrease from prior yt
reserves for outstanding litigation. In 2002, nompéoyee expense increases were driven by a shiffanmation technology resources to
maintenance activities from development activithest were eligible for capitalization, and estatilig reserves for outstanding litigation.

Affiliate expenses, such as servicextwporate administration, information technologyvertising and technical support, increased
$88 million, or 7%, in 2003 and $290 million, or%®1in 2002. The 2003 increases were due to highmirastrative costs described in more
detail as follows: increases in the allocationss®f marketing, advertising and public relatioasulting from ouiSpirit of Service ™rand
commitment; allocated legal expenses grew as tie tepartment in one of our affiliates had a netdase in personnel; and billing and
allocation rates from the affiliate entities wenereased. Partially offsetting the increases irB208re decreases in software support costs an
decreases in self-insurance due to lower premiumdkaims. The 2002 increase was primarily duentmmarease in marketing, advertising,
and administrative costs from affiliates. Previgusl portion of these services were provided byesaployees; however, as noted above and
explained more fully below, these employees wearsferred to an affiliate and the costs are chabge# to us.

Prior to a company realignment that ogediin March 2001, our employees performed sentitasare now performed by QSC
employees. Employees that were transferred to G8@ded services such as technical support, mangesales, product management and
risk management. In addition, the level of serf&C employees were providing to us for our cormofimance, accounting, human
resources, executive management and public paticsices increased. As a result, during 2002 otliaéfs increased the proportionate share
of administrative costs billed to us.

In addition to the increases due to geatient, allocation of marketing costs from QSCdanereased in 2002 due to a proportionate
increase in revenue from the sale of our prodwgtive to the revenue generated from the salaioéfiiliates' products.
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Pension and Post-Retirement Benefits

Our results include an allocation by Q@flpension credits and post-retirement benefieasps, which we refer to on a combined basis
as a net pension expense or credit. We recordetlgension expense of $188 million in 2003, a reispn credit of $51 million in 2002 and
a net pension credit of $261 million in 2001. Tk pension expense or credit is a function of theunt of pension and post-retirement
benefits earned, interest on projected benefigakibns, amortization of costs and credits fronomplienefit changes and the expected return
on the assets held in the various plans. The netipe expense or credit is allocated primarily dstof sales and the remaining balance to
SG&A.

The change to a net expense for 2003 &arat credit in prior years is primarily due teeduction in the expected return on plan assets.
a reduction in recognized actuarial gains and arease in interest costs. These changes are dlmwdoexpected returns on plan assets, |
discount rates and increased medical costs forpgaaticipants.

We expect that our 2004 net pension espevill be higher than 2003 due to a reductiomaéxpected rate of return on plan assets
effect of amortizing losses incurred in the voagluity market of 2000 through 2002, a lower distoate and rising healthcare rates.

For additional information on our pensanrd post-retirement plans see Note 10 — Employseets to our consolidated audited
financial statements in this current report on F8HK. Also, for a discussion of the accounting tneent and assumptions regarding pension
and post-retirement benefits, see the discussi@rit€al Accounting Policies and Estimates below.

Depreciation

Depreciation expense decreased $12%mijlbr 5%, in 2003 and decreased $231 million,%r i 2002. The decrease in 2003 was the
result of certain assets becoming fully depreciate2D02 and the completion of certain capitalilEbe agreements in 2002. The decrease in
2002 was the result of higher depreciation in 2004 to a one-time "catch-up" adjustment of $222Zianilrelated to the termination of plans
to sell access lines.

Intangible Assets Amortization
Amortization expense increased $52 nmillior 18%, in 2003 and increased $113 million, %6in 2002. The increase in both 2003

and 2002 is attributable to increases in capitdlsatware costs due in part to improvements inoogtomer support information technology
systems as well as other product development anddefloyment.

Asset Impairment Charges
During 2001, we recorded asset impairnchatges of $32 million related to internal softevprojects that we terminated.
Restructuring and Merger-Related Charges

During the year ended December 31, 2883art of an ongoing effort of evaluating costsérations, QCII reviewed our employee
levels in certain areas of our business. As a tesal established a reserve and recorded a chama 2003 consolidated statement of
operations for $71 million to cover the relatedtsas this plan. The 2003 activities include chargé$65 million for severance benefits and
other charges pursuant to established severaniméegolAs part of this plan, QCII identified appharately 1,600 employees from various
functional areas to be terminated. Through Decer@beP003, approximately 1,100 of the planned riédns had been completed. The
remaining 500 reductions will occur over the nexary Severance payments generally extend
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for two to 12 months. In addition, we establishadserve of $6 million for real estate obligatiowhjch primarily include estimated future
net payments on abandoned operating leases. Asilh oéthese restructuring activities, we expeatealize annual cost savings of
approximately $105 million. Also during 2003, weveesed $14 million of the 2001 and 2002 restruotyplan reserves as those plans were
complete, and the actual cumulative costs assalvaith those plans were less than had been antigtpa

In response to shortfalls in employeaintidns as part of the 2001 restructuring pland{ssussed below), during 2002 QCII identified
employee reductions in several functional areasa fesult, we established a reserve and recordedrt®d002 consolidated statement of
operations $108 million for these restructuring\aties. This reserve was comprised of $78 millfonseverance costs and $30 million for
real estate exit costs. The 2002 restructuring plalnded the anticipated termination of 2,400 evgpks. During 2002 we recorded an
additional charge of $75 million relative to thed20restructuring plan, which was associated wighér than originally anticipated real estate
exit costs. In addition, during 2002 we reverse83tillion of severance and real estate exit relaiecruals relative to the 2001 restructuring
plan, as actual terminations and real estate esisavere lower than had been planned. The 20@ireleersal was comprised of $113 million
of severance and $22 million of real estate exstAlso, during the year ended December 31, 2602]ation to the Merger, we reversed
$30 million of reserves that were originally recetdn 2000. The reversals resulted from favorableetbpments relative to matters
underlying the related contractual settlements.

During the fourth quarter of 2001, a pieas approved by QCII to reduce our employee leartsconsolidate or abandon certain real
estate locations and projects. As a result, webbsheed a reserve and recorded a charge to our @isblidated statement of operations of
$206 million for these restructuring activities.iheserve was comprised of $182 million for semeeacosts and $24 million for real estate
exit costs. The 2001 restructuring plan includedlahticipated termination of 4,800 employees. latien to the Merger as earlier described,
during 2001, we charged to our consolidated stateéwfeoperations $106 million for additional corthaal settlements, legal contingencies
and other related costs, and $6 million for add#icseverance charges, net of Merger reversalsadtigional provisions and reversals of
Merger-related costs were due to additional Mergéated activities and modification to the previguaccrued Merger-related activities.

Total Other Expense — Net

Other expense — net includes interesersge, net of capitalized interest, gain on salesraf exchanges and other fixed assets, and
other income — net.

Percentage
Absolute Change Change
Year Ended December 31
2003 2002
2003 vs. 2002 vs. VS. VS.

2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Interest expens— net $ 57 $ 541 $ 46t $ 32 % 76 6% 16%

Gain on sale of rural exchanges and other fixedts — — (51) — 51 nm nm

Other income— net (19 (26) @) 7 (19 27 nm
Total other expens— net $ 554 $ 51t $ 407 $ 39 % 10¢ 8 27

nm — not meaningful
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Interest expense — netlnterest expense -ret was $573 million for 2003, compared to $541liamlfor 2002. The increase in inter
expense was primarily due to an increase in agtgeatebt of $495 million during 2003. This incre@séotal debt was primarily due to a
$1.75 billion term loan entered into in June 2008, proceeds of which were used to retire approtaty&1.1 billion in debt. Interest expense
was $541 million for 2002, compared to $465 millfon 2001. The increase in interest expense wasapify attributable to the issuance of
new indebtedness in 2002. In March 2002, we is§defl billion of 10-year bonds at an 8.875% interatg.

Income Tax Provisior

The effective income tax rate increage88.4% in 2003 from 38.3% in 2002 because 2002agwed beneficial state audit and accrual
adjustments. The 2002 effective tax rate of 38.8% mcreased as compared to the 2001 rate of 3Beg%4use of prior year Federal audit
adjustments reflected in 2001.

Loss from Discontinued Operatio—net of tax

Loss from discontinued operations de@e&45 million, or 64%, in 2003, and increasedéb®@lion, or 93% in 2002. Discontinued
operations relates to our wireless business. Theedse in 2003 was attributable to an afésrimpairment of $503 million recognized in 2(
versus an after-tax impairment of $140 million rgioiazed in 2003. A $100 million decrease in revennez003 also contributed to the
decrease in the loss from discontinued operatibng.increase in 2002 was due to the afierimpairment of $503 million recognized in 2(
versus a much smaller $10 million after-tax impa&ntrecognized in 2001. The effect of impairmentthie discontinued operations on the
increase in 2002 is offset by a $104 million deseeim network expense.

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSial is wholly owned by QCII. As such, factors talg to or affecting QCII's liquidity and
capital resources could have material impacts pimakiding changes in the market's perceptionspimpacts on our credit ratings and ac
to capital markets.

As of June 30, 2004 and December 31, 2Q@31 and its consolidated subsidiaries had totatowings of $17.2 billion and
$17.5 billion, respectively. Some of the borrowingsued by QCIl and QSC are secured by liens ostmek. As a result, ownership of our
stock could transfer if either QCIl or QSC weread&gdault on its debt obligations.

QCIl has cash management arrangemenigebptcertain of its subsidiaries that include liosredit, inter-company obligations,
capital contributions and dividends. As part ofstheash management arrangements, affiliates prém&eof credit to certain other affiliates.
Amounts outstanding under these lines of creditiatet-company obligations vary from time to tinmedaare classified as short-term
borrowings.

Near-Term View

Our working capital deficit, or the amady which our current liabilities exceed our cuntrassets, was $1.6 billion and $2.7 billion as
of June 30, 2004 and December 31, 2003, respecti@eir working capital deficit decreased $1.1 billwhen compared to December 31,
2003. The decrease was primarily due to the reéreraf $2.2 billion of affiliate borrowings relatéd the discontinuance of Qwest Wireless
operations, partially offset by an increase indtvid liability in the amount of $497 million andgwing capital expenditures. Due to the
repayment of these
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borrowings and the transfer of Qwest Wireless tafdiliate, going forward we will not be directlynpacted by either the results of operations
or by borrowings of Qwest Wireless.

Since December 31, 2003, the followingrés have occurred impacting our working capital:

. On May 1, 2004, we redeemed all $100 million outdtiag principal of our 5.65% notes due Novembe2D4 and all
$41 million outstanding principal amount of our % 8ebentures due June 1, 2005 at par and all delsteerest ceased to
accrue.

. On April 30, 2004, our direct parent, QSC, madegital contribution of $2.2 billion to us. We inrtumade a capital
contribution of this same amount to Qwest Wirelegsich used these proceeds to substantially paigsoffforrowings. On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate.

. We paid cash dividends of $1.4 billion. We havedrisally declared and paid regular dividends to parent, QSC, based on
the earnings (net income) of our wireline operatidn July 2004, we modified our dividend practiodalance our financial
needs, cash position and credit profile with thafseur parent. As a result, going forward, we magldre and pay dividends in
excess of our earnings (net income).

The current working capital deficit andu30, 2004 was primarily due to dividends thatdeelared to QSC and the current portion of
long-term debt.

As discussed below, we continue to predsignificant cash from operating activities. Wédne that our financial resources together
with our cash flows from operations will be suféioi to meet our cash needs through the next twebrghs. However, if we or QCIl become
subject to significant judgments as further disedss our most recent filings on Forms 10-K andQ@,0we or QCII could be required to make
significant payments that we or QCII do not hawe bsources to make. Such judgments, or amourddpais or QCII if we enter into
settlements of these matters, may cause us ortQ@raw down significantly on our cash reservesictvimight require us or QCII to obtain
additional financing or explore other methods toegate cash. In that event, QCII's ability to nieetlebt service obligations and its financial
condition could be materially and adversely affdcfgotentially impacting its credit ratings, itslaip to access capital markets and its
compliance with debt covenants. In particularh® ¢xtent that QCII's consolidated EBITDA (as defirn QCIlI's debt covenants) is reduced
by cash judgments or settlements, its debt to diml@ed EBITDA ratios in certain debt agreementt kaé adversely affected. As a wholly
owned subsidiary of QCII, our business operationfanancial condition could also be affected, ptitgly impacting our credit ratings and
access to capital markets. In addition, the 200€ @®edit Facility contains various limitations, inding a restriction on using any proceeds
from the facility to pay settlements or judgmemkting to investigations and securities actiogswaised in our most recent filings on
Forms 10-K and 10-Q.

We expect that our 2004 capital expemdgwvill approximate 2003 levels.
Long-Term View

We have historically operated with a wiogkcapital deficit as a result of the issues dised above and due to our dividend paying
policy. We expect this to continue. As discussddwgwe continue to generate substantial cash perations. We believe that cash flows
from operations, our current cash position andinaet access to capital markets will allow us tehwir business requirements, including
debt service, dividends and capital expenditu@sthfe foreseeable future.

In addition to our periodic need to obtfihancing in order to meet our debt obligatioegl®ey come due, we may also need to obtain
additional financing or investigate other methaals t
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generate cash (such as further cost reductiorfeesale of non-strategic assets) if cash provigeolio and QCII's operations does not
improve, if competitive pressures increase, if maeand cash provided by operations continue thingedf economic conditions weaken ol
we or QCII become subject to significant judgmexggurther discussed in our most recent filinggorms 10-K and 1@. We or QCII coul
be required to make significant payments that waaichave the resources to make. Such judgmengsmnounts paid by us or QCII if we
enter into settlements of these matters, may casise draw down significantly on cash reservesgcivimight require us to obtain additional
financing or explore other methods to generate.CHsérefore, in the event of an adverse outconmménor more of these matters, QCII's
ability to meet its debt service obligations argdfihancial condition could be materially and acdedy affected, potentially adversely affecting
its credit ratings, its ability to access the calpibarkets and its compliance with debt covenartis.2004 QSC Credit Facility has a cross
payment default provision, and the 2004 QSC Cieaiiility and certain other debt issues of QCII @aather subsidiaries have cross
acceleration provisions. When present, such prawiscould have a wider impact on liquidity than Imigtherwise arise from a default or
acceleration of a single debt instrument. As a Whmivned subsidiary of QCII, our business operatiand financial condition could also be
affected, potentially impacting our credit ratiragsd access to capital markets. In addition, thelZDBC Credit Facility contains various
limitations, including a restriction on using anppeeds from the facility to pay settlements ogjuénts relating to investigations and
securities actions discussed in our most recangfilon Forms 10-K and 10-Q.

Payment Obligations and Contingencies
Payment obligation:
The following table summarizes our futaomtractual cash obligations as of December 32320

Payments Due by Perioc

Total 2004 2005 2006 2007 2008 Thereafter

(Dollars in millions)

Future Contractual Obligations(1)(2)

Long-term debt, including current maturiti  $ 7,881 $ 867 $ 457 $ — $ 141C$ 322 $ 4,831
Interest on debt(z 7,50¢ 567 51t 487 44C 394 5,101
Capital lease and other obligatic 36 16 7 2 1 1 9
Operating lease 741 12: 114 84 79 69 272
Purchase commitment obligatio 13¢ 57 39 39 1 — —
Total future contractual cash obligatic $ 16,300 1,63($ 1,13 $ 612 $ 1931 % 78€ $ 10,21

(1) This table does not include our net pension andrgibstemployment benefit obligations, as we cannot prihseletermine when suc
payments will be made.

(2)  This table does not include accounts payable o2 $8dlion, dividends payable to QSC of $199 millj@tcrued expenses and other
current liabilities of $956 million, income taxeayable to QSC of $154 million, deferred income taa@e$2.7 billion and other long-
term liabilities of $312 million, all of which amecorded on our December 31, 2003 consolidatechbalsheet. This table does not
include our open purchase orders as of Decemb&0BB, as they are primarily cancelable withoutgltgrand therefore do not
represent a contractual obligation.
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3) Interest expense in future years may differ duetimancing of debt. Interest on our floating rdéebt was calculated for all years us
the rates effective as of December 31, 2003.

Purchase Commitment Obligatior

We have future purchase commitments ®LtECs, IXCs and thirgparty vendors that require us to make paymentsitchase netwot
services, capacity and telecommunications equipnidr@se commitments require us to maintain mininnaomthly and/or annual billings, in
certain cases based on usage.

Letters of Credit and Guarantee
At June 30, 2004, we had letters of d¢reflapproximately $3 million and no guaranteesstartding.
Contingencies

We and QCII are defendants in a numbéegsdl actions, and QCII is the subject of a nundfeénvestigations by federal and state
agencies. While we and QCII intend to defend agalrese actions vigorously, the ultimate outconfab@se cases are very uncertain, ant
can give no assurance as to the impacts on ourdialaresults or financial condition as a resulttifse matters. For a description of these
legal matters and the potential impact on our tiyj please see "— Near-Term View" and "— Long+feriew" above.

Historical View
Operating Activities

We generated cash from operating actiwitif $1.6 billion and $2.7 billion for the six ntbe ended June 30, 2004 and 2003,
respectively, or a decrease of $1.1 billion. Fershx months ended June 30, 2004, the decreasslinprovided by operating activities
compared to 2003 resulted from a $362 million daeseein cash generated from operating income, a $#i88n decrease in cash relating to
intercompany tax payments (of which, approximagig0 million relates to 2003 taxes) from our int#riax allocation and payment policy
and a $173 million decrease in cash from changethier working capital accounts. The decreasedarire from continuing operations was
primarily due to the continued trend of decreasagenues. As in prior periods, we can attributectimeent declines to intense competition, as
evidenced by access line losses, pricing declindgeduction in access services revenue.

We generated cash from operating actwitif $4.8 billion, $4.6 billion and $4.1 billion 2003, 2002 and 2001, respectively.

The $262 million increase in cash prodithy operating activities in 2003 as compared @22@as primarily the result of favorable
changes in working capital accounts of $805 millipartially offset by a decrease in cash generfated operating income of $683 million
after adjusting for non-cash items including dejattsan, amortization, cumulative effect of changeaccounting principles and asset
impairments. This decrease in adjusted cash gemehaim operating income is a direct result of¢batinuing decline in operating revenues.
The 5% annualized decrease in revenue over théhlast years is attributed to increasing competjtpyoduct substitution and general
downturn in the economy and telecommunicationsstiguevidenced by access line losses and priciotinds. We expect continued
downward pressure on revenues and profit margerdéess of improvements in the economy or teleconications sector. These factors
may negatively impact cash provided by operatidh® increase in cash
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provided by operations over the last three yeassiean primarily driven by favorable changes inaieroperating assets and liability
accounts. We do not expect this trend to continue.

The $414 million increase in cash prodithy operating activities in 2002 as compared @12@as primarily the result of favorable
changes in working capital accounts of $1.2 billipartially offset by a decrease in cash generfated operating income of $788 million af
adjusting for non-cash items including deprecigtemmortization and asset impairments.

We continue to produce significant opieatash flows regardless of the decline in opegatevenue. We expect that the cash flow
from operations along with continued access totahpiarkets will be sufficient to cover our opengtiexpenses, general corporate overhead,
capital expenditures and debt service.

Our employees participate in the QCllgien, post-retirement and other post-employmenefieplans. QCIl does not anticipate a
requirement to make any significant contributioriite QCII retirement plans in 2004, and thus nanpayt by QC to QCII would be required.

Investing Activities

Cash used in investing activities was4$itllion and $741 million for the six months endiche 30, 2004 and 2003, respectively. (
used in investing activities for the three monthdexl June 30, 2004 increased $53 million comparéet same period ended 2003 primarily
as a result of a $69 million increase in capitglenditures in 2004. Although our capital spendemains historically low due to the drop in
wireline demand, we are beginning to selectivelynspcapital for new product infrastructure and arkets with growth potential.

Cash used in investing activities wag $illion, $2.5 billion and $4.1 billion in 200302 and 2001, respectively. Cash used in
investing activities in 2003 decreased $851 miltompared to 2002 primarily as a result of an $8@bon capital contribution to Qwest
Wireless and a $111 million reduction in capitgbenditures in 2003. Cash used in investing aadiwitluring 2002 decreased $1.6 billion
compared to 2001 primarily as a result of a $2llohireduction in capital expenditures, partiadiffset by the capital contributions to Qwest
Wireless in 2002. This decrease in capital expenektduring 2002 was the result of our decisioretlhuce our expansion efforts as a result of
the general economic downturn and the completiamanfy of our major capital projects in 2001.

Capital expenditures were $1.6 billioth, Bbillion and $4.2 billion in 2003, 2002 and 200dspectively. We expect that our 2004
capital expenditures will approximate 2003 levels.

Financing Activities

Cash used for financing activities was34dillion through June 30, 2004 and $506 million the same period ended 2003. The increase
in cash used for financing activities reflectedidiénd payments of $1.4 billion to QSC during therabnths ended June 30, 2004. At June
2004, we were in compliance with all provisionscovenants of our borrowings.

Cash (used in) provided by financing\atiéis was ($2.5) billion in 2003, ($2.0) billion 2002 and $34 million in 2001.

On June 9, 2003, we entered into a seeaiar loan with two tranches for a total of $1.7tidn principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ranche, due in 2007, and a $500 million fixea taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our curiedébtedness. The floating rate tranche cannprégaid for two years and thereafter is
subject to prepayment premiums through 2006. Therano mandatory prepayment requirements. The eowemd default terms are
substantially the same
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as those associated with our other long-term ddt®.net proceeds were used to refinance debt d2@08 and fund or refinance our
investment in telecommunications assets.

The floating rate tranche bears intea¢4tondon Interbank Offered Rates, or LIBOR, plug%b (with a minimum interest rate of
6.50%), and the fixed rate tranche bears intet€s98% per annum. The interest rate on the flgatate tranche was 6.50% at December 31,
2003. The lenders funded the entire principal arhofithe loan subject to the original issue disddonthe floating rate tranche of 1.00% ¢
for the fixed rate tranche of 1.652%.

We paid dividends during the year endedéddnber 31, 2003 of $2.9 hillion to QSC.

Until February 2002, we maintained conerapaper programs to finance our short-term dpegaash needs. QCIl and we had a
$4.0 billion syndicated credit facility, or the @reFacility, of which $1.0 billion was designatezrlus. As a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarter2ef02. During the first quarter of 2002, '
paid down approximately $1.0 billion of our curréatrrowings including substantially all of our catsding commercial paper.

In March 2002, we issued $1.5 billion egggate principal amount of notes with a 10-yearunitgtand an 8.875% stated interest rate. At
December 31, 2003, the interest rate was 9.125%e @ne have registered the notes with the SECntieeist rate will return to 8.875%, the
originally stated rate. The proceeds from the shlbe notes were used to pay approximately $1lidmioutstanding under the Credit Facil
other short-term obligations and currently matutimg-term borrowings. QCIlI and QSC amended theli€Feacility in August of 2002.
Following the amendment, we are no longer a parthe Credit Facility.

We paid dividends during the year endedddnber 31, 2002 of $1.9 billion to QSC.
Credit ratings

The table below summarizes our long-tdeft ratings at June 30, 2004 and December 31, &0@2002. Our credit ratings were
lowered by Moody's Investor Services ("Moody's'tar®lard and Poor's ("S&P") and Fitch Ratings (HFiton multiple occasions during
2002. In June 2004, S&P and Fitch upgraded oungdtiree notches. The ratings as of June 30, 2@04ti in effect.

December 31

June 30
2004 2003 2002
S&P BB- B- B-
Fitch BB B B
Moody's Ba3 Ba3 Ba3

With respect to S&P, any rating below BBHicates that the security is speculative in ratd BB rating indicates that the issuer is
less vulnerable to nonpayment than other specelédsues. However, it faces major ongoing uncdigaimor exposure to adverse business,
financial, or economic conditions which could lgadhe obligor's inadequate capacity to meet iitarfcial commitment on the obligation. T
plus or minus symbols show relative standing withiajor categories.

With respect to Fitch, any rating belo®Bis considered speculative in nature. A BB rafimgjcates that there is a possibility of credit
risk developing, particularly as the result of adeeeconomic change over time; however, businefigasrcial alternatives may be availabli
allow financial commitments to be met.
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With respect to Moody's, a Ba ratingudged to have speculative elements, meaning thdtitbre of the issuer cannot be considere
be well-assured. Often the protection of interesk principal payments may be very moderate, anetiyenot well safeguarded during both
good and bad times. The "1, 2, 3" modifiers shdatinee standing within the major categories, 1 bdime highest, or best, modifier in terms
of credit quality.

Debt ratings by the various rating agesceflect each agency's opinion of the abilitthefissuers to repay debt obligations as they
come due. In general, lower ratings result in higieerowing costs and/or impaired ability to bortowsecurity rating is not a
recommendation to buy, sell, or hold securities iag be subject to revision or withdrawal at anyeiby the assigning rating organization.

Given these current credit ratings, aet@bove, our ability to raise additional capitatler acceptable terms and conditions may be
negatively impacted.

Critical Accounting Policies and Estimates

We have identified the policies and eatis below as critical to our business operationistiae understanding of our results of
operations. For a detailed discussion on the agpdic of these and other significant accountindgied, see Note 2 — Summary of
Significant Accounting Policies to the audited aaigated financial statements in this Current RéparForm 8-K. These policies and
estimates are considered "critical" because theg lige potential to have a material impact on marfcial statements and because they
require significant judgments and estimates. Nlodé dur preparation of the financial statementdaiord in this Current Report on Form 8-K
requires us to make estimates and assumptionaffeat the reported amounts of assets and ligdslitilisclosure of contingent assets and
liabilities at the date of our consolidated finatatatements and the reported amounts of reverdiexpenses during the reporting period.
There can be no assurance that actual resultsetitfiffer from those estimates.

Estimates and Other Reserv

Our consolidated financial statementspaepared in accordance with GAAP. These accoumtimgiples require us to make certain
estimates, judgments and assumptions. We belietdht estimates, judgments and assumptions magle adtounting for items and matters
such as long-term contracts, customer retentioteqest, allowance for bad debts, depreciation, amadion, asset valuations, internal labor
capitalization rates, recoverability of assets,ampent assessments, employee benefits, taxesyessend other provisions and contingen
are reasonable, based on information availableedtime they are made. These estimates, judgmedtassumptions can affect the reported
amounts of assets and liabilities as of the dateetonsolidated financial statements, as wathaseported amounts of revenue and expe
during the periods presented. We also assess [@tesses in relation to pending litigation. Ifass is considered probable and the amount
can be reasonably estimated, we recognize an exfienthe estimated loss. To the extent there atenal differences between these
estimates and actual results, our consolidateadinhstatements are affected.

Restructuring

Periodically, we commit to exit certainsiness activities, eliminate office or facilitycktions and/or reduce our number of employees.
The charge to record such a decision depends ugrioug assumptions, including future severancesceablease income or disposal costs,
length of time on market for abandoned rentedités| contractual termination costs and so foBtich estimates are inherently judgmental
and may change materially based upon actual exymerid he number of employees and the related dstiofigdeverance costs for employees
combined with
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the estimate of future losses on sublease incomeliaposal activity generally has the most sigaificimpact. Due to the estimates and
judgments involved in the application of each a@sth accounting policies, changes in our plans lagbtestimates and market conditi
could materially impact our financial conditionresults of operations.

Revenue Recognition and Related Reser

Revenue from services is recognized viherservices are provided. Up-front fees receipeidiarily activation fees and installation
charges, as well as the associated customer aiguisosts, are deferred and recognized over theat®d customer relationship period,
generally one to ten years. Payments receivedviaraet are deferred until the service is providagst@mer arrangements that include both
equipment and services are evaluated to deterntie¢her the elements are separable based on okjestigence. If the elements are
separable and separate earnings processes etaktansideration is allocated to each elementdasethe relative fair values of the separate
elements and the revenue associated with each mlésmecognized as earned. If separate earnirggepses do not exist, total consideration
is deferred and recognized ratably over the lon§¢ne contractual period or the expected custamlationship period. We believe that the
accounting estimates related to customer relatiprriods and to the assessment of whether aaepaarnings process are “critical
accounting estimates" because: (1) it requires gemant to make assumptions about how long we etdlim customers; (2) the assessment
of whether a separate earnings process existsecaulijective; (3) the impact of changes in actetntion periods versus these estimates on
the revenue amounts reported in our consolidatadrsents of operations could be material; andh@pssessment of whether a separate
earnings process exists may result in revenueglieported in different periods than significanttioms of the related costs. As the
telecommunications market experiences greater ctitimpeand customers shift from traditional landsed telephony services to mobile
services, our estimated customer relationship denall likely decrease, and when customers terteitizeir relationship with us, we may
recognize revenue that had previously been defemddr the expectation that services would be pexlito that customer over a longer
period.

GAAP requires us to record reserves agaiar receivable balances based on estimateswéfoollections and to not record revenue
for services provided or equipment sold if collbitiiy of the revenue is not reasonably assured.Béaleve that the accounting estimates
related to the establishment of reserves for uactiile amounts in the results of operations isrdi¢al accounting estimate" because: (1) it
requires management to make assumptions abouefotliections, billing adjustments and unauthoriasdge; and (2) the impact of changes
in actual performance versus these estimates oacttrunts receivable balance reported on our ciolaset! balance sheets and the results
reported in our consolidated statements of operatimuld be material. In selecting these assunptiwa use historical trending of writdfs,
industry norms, regulatory decisions and recogmitibcurrent market indicators about general ecaa@onditions that might impact the
collectibility of accounts.

Software Capitalizatior

Internally used software, whether pureltiasr developed, is capitalized and amortized usiagstraight-line method over an estimated
useful life of 18 months to five years. In accordamwith American Institute of Certified Public Aegttants Statement of Position 98-1,
"Accounting for the Costs of Computer Software Deped or Obtained for Internal Use", we capitaliegtain costs associated with
internally developed software such as payroll cofamployees devoting time to the projects anérew direct costs for materials and
services. Costs associated with internally develgudtware to be used internally are expensed th&ipoint at which the project has reached
the development stage. Subsequent additions, matidns or upgrades to internal-use
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software are capitalized only to the extent thaytallow the software to perform a task it previgudid not perform. Software maintenance
and training costs are expensed in the period iatwihey are incurred. The capitalization of softeveequires judgment in determining when
a project has reached the development stage anmktioel over which we expect to benefit from the athat software. Further, the recovery
of software projects is periodically reviewed andymesult in significant write-offs.

Pension and Po-Retirement Benefits

Pension and post-retirement health caddife insurance benefits earned by employeesduhie year, as well as interest on projected
benefit obligations, are accrued currently. Premwie costs and credits resulting from changegdan benefits are amortized over the average
remaining service period of the employees expeittedceive benefits. Pension and post-retiremestisare recognized over the period in
which the employee renders service and becomeblelig receive benefits as determined using tlogepted unit credit method.

In computing the pension and post-reteatbenefit costs, QCII must make numerous assomgptbout such things as employee
mortality and turnover, expected salary and wageeases, discount rates, expected rate of retuptamnassets and expected future cost
increases. Two of these items generally have th&t significant impact on the level of cost-discotate and expected rate of return on plan
assets.

Annually, QCII sets the discount ratenmiily based upon the yields on high-quality fixademe investments available at the
measurement date and expected to be availablegdiménperiod to maturity of the pension benefitsmiaking this determination we consider,
among other things, the yields on Moody's AA cogpetonds as of year-end.

The expected rate of return on plan assehe long-term rate of return QCII expectsameon trust assets. QCII establishes the
expected rate of return by reviewing the investnoemposition of plan assets and the long-termaisi return forecast for each asset
category. The forecasts for each asset class agraed using historical information as well asaaalysis of current and expected market
conditions. The expected risk and return charasttesi for each asset class are reviewed annuallyeuised, as necessary, to reflect changes
in the financial markets.

To compute the expected return on pengsian assets, QCII applies an expected rate ofrrétuthe market-related value of the plan
assets. The markedlated asset value is a computed value that réoegohanges in fair value of pension plan assetsaperiod of time, n
to exceed five years. In accordance with SFAS No'Bmployers' Accounting for Pensions,” QCII etztto recognize actual returns on
pension plan assets ratably over a five year pavioeh computing market-related value of pension plssets. This method has the effect of
reducing the annual market volatility that may kpegienced from year to year. As a result, the etquereturn is not significantly impacted
by the actual return on pension plan assets expmritin the current year.

Changes in any of the assumptions QCHeria computing the pension and post-retiremengtiecosts could have a material impact
on various components that are the basis for #ileication to us. Factors to be considered inctheestrength or weakness of the investment
markets, changes in the composition of the emplogse, fluctuations in interest rates, signifieamployee hirings or downsizings and
medical cost trends. Changes in any of these fctmuld impact our cost of sales and SG&A in ourstdidated statements of operations as
well as the value of the asset or liability on oansolidated balance sheets. If QCII's assumedceegbeate of return of 9.0% for 2003 was
100 basis points lower, the impact would have leencrease our net pension expense by $100 millioresponse to current and expected
market conditions, effective January 1, 2004, Q@Mered its assumed expected long-term rate ongsaats to
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8.5%. If QClI's assumed discount rate of 6.75%2f03 was 100 basis points lower, the impact woalkhheen to increase our allocated net
pension expense by $51 million in 2003.

Recently Adopted Accounting Pronouncements and Cunative Effect of Adoption

FASB Interpretation, or FIN, No. 45, "Gaator's Accounting and Disclosure RequirementsSfoarantees, Including Indirect
Guarantees of Indebtedness of Others," was issuddvember 2002. The interpretation provides guidaon the guarantor's accounting and
disclosure of guarantees, including indirect guteas of indebtedness of others. We have adoptedisb®sure requirements of the
interpretation as of December 31, 2002. The ac@ogiguidelines are applicable to certain guaranteeduding affiliate guarantees, issuel
modified after December 31, 2002, and requireweatecord a liability for the fair value of suchagantees on our consolidated balance s
The adoption of this interpretation did not haveaterial effect on our consolidated financial statets.

On January 1, 2003, we adopted SFAS M8, “Accounting for Asset Retirement Obligations;"SFAS No. 143, which addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdiassets and the associated asset
retirement costs, generally referred to as astie¢meent obligations. SFAS No. 143 requires erditrecord the fair value of a legal liability
for an asset retirement obligation. If a reasonabtemate of fair value can be made, the fair valuthe liability shall be recognized in the
period it is incurred, or if not, in the periodeasonable estimate of fair value can be made.chsisis initially capitalized and then amortized
over the estimated remaining useful life of theeasé/e have determined that we have legal assetmesnt obligations associated with the
removal of a limited group of long-lived assets aacbrded a cumulative effect of a change in actiogmprinciple charge upon adoption of
SFAS No. 143 of $7 million (an asset retirementgailon of $12 million net of an incremental adjusnt to the historical cost of the
underlying assets of $5 million) in 2003.

Prior to the adoption of SFAS No. 143,im&uded in our group depreciation rates estimattdemoval costs (removal costs less
salvage). These costs have historically been tefieio the calculation of depreciation expensethedefore recognized in accumulated
depreciation. When the assets were actually retinelremoval costs were expended, the net remostd evere recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asetirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsaation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million before taxes upon adoptaf SFAS No. 143 in 2003. The net income impadhefadoption is $219 million
($365 million less the $7 million charge disclosdmbve, net of income taxes of $139 million). Begignlanuary 1, 2003, the net costs of
removal related to these assets are being changmd tonsolidated statement of operations in gregd in which the costs are incurred.

We adopted the provisions of FASB Intetation No. 46 (revised December 2003), "Consalbidadf Variable Interest Entities" ("FIN
46R") for the three months ended March 31, 200M. 48R requires an evaluation of three criteriagtednine if consolidation of a thinly
capitalized entity is required. These criteria djewhether the entity is a variable interest gn&) whether the company holds a variable
interest in the entity; and 3) whether the comparije primary beneficiary of the entity. If aliréie of these criteria are met, consolidation is
required. The adoption of FIN No. 46R did not hawaaterial impact on the company.

31




Risk Management

We are exposed to market risks arisinghnfchanges in interest rates. We have excludeébaadt-rate affiliate borrowings from the
following discussion as they are not subject tokatrisk. The objective of our interest rate riskimagement program is to manage the level
and volatility of our interest expense. We may ewyiglerivative financial instruments to manage oteriest rate risk exposure. We may also
employ financial derivatives to hedge foreign cnogexposures associated with particular debt.

As of June 30, 2004 and at December BQ32approximately $1.3 billion of floating ratebdevas exposed to changes in interest rates.
As of June 30, 2004 and December 31, 2003, we pbrimately $750 million and $850 million, respeety, of long-term fixed rate debt
obligations maturing in the following 12 months.yAmew debt obtained to refinance this debt wouléxXmgosed to changes in interest rate
hypothetical 10% change in the interest rates @ndibbt would not have had a material effect oneauinings. We had $5.7 billion and
$5.8 billion of long-term fixed rate debt at Jurt® 3004 and at December 31, 2003, respectively0@\Hhsis point increase in the interest
rates on this debt would result in a decreasedrfdh value of these instruments of $400 milliedane 30, 2004 and December 31, 2003. A
100 basis point decrease in the interest ratekismébt would result in an increase in the falugaf these instruments of $400 million and
$500 million at June 30, 2004 and December 31, 2@&pectively.

As of June 30, 2004, we had $453 milbicash invested in money market and other steont-investments. Most cash investmentt
invested at floating rates. As interest rates chasg will the interest income derived from theseoants.
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Exhibit 99.4

Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying const@itibalance sheets of Qwest Corporation and sahis& a wholly owned subsidiary of
Qwest Communications International Inc., as of Deoer 31, 2003 and 2002, and the related consotiddégéements of operations,
stockholder's equity, and cash flows for each efythars in the three-year period ended Decemb&08B. These consolidated financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these consolidated financial
statements based on our audits.

We conducted our audits in accordanch thi¢ standards of the Public Company Accountingr€ight Board (United States). Those
standards require that we plan and perform thet éudbtain reasonable assurance about whethdinthecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the consolidated finahsi@mtements referred to above present fairly)limaterial respects, the financial position of
Qwest Corporation and subsidiaries as of Decembge2@3 and 2002, and the results of their operatémd their cash flows for each of the
years in the thre-year period ended December 31, 2003, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompangansolidated financial statements, effective dant, 2003, the Company adopted
Statement of Financial Accounting Standards No, 2¢8ounting for Asset Retirement Obligations. Alas discussed in note 2, effective
January 1, 2002, the Company adopted Statemennanial Accounting Standards No. 142, Goodwill @&ttier Intangible Assets, and
Statement of Financial Accounting Standards No, 2¢¢ounting for the Impairment or Disposal of Lebiged Assets, and effective
January 1, 2001, the Company adopted Statemennaf¢ial Accounting Standards No. 133, AccountiogDerivative Instruments and
Hedging Activities.

/sl KPMG LLP

Denver, Colorado
March 2, 2004, except for Notes 7, 16 and 17,
as to which the date is May 1, 2004




QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Operating revenu
Operating revenu— affiliates

Total operating revent
Operating expense

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

Selling, general and administrati

Selling, general and administrati— affiliates
Depreciatior

Intangible assets amortizati

Asset impairment chargs

Restructuring and other char¢c— net

Mergerrelated (credits) charg— net

Total operating expens
Operating incom:

Other expense (income
Interest expens— net
Interest expens— net— affiliates
Gain on sale of rural exchanges and other fixedta
Other income— net

Total other expens— net

Income from continuing operations before incomestaand cumulative
effect of change in accounting princij
Income tax expens

Income from continuing operations before cumulasffect of change in
accounting principlt
Discontinued operation:

Loss from discontinued operations, net of taxe$1&9, $444 and $22

Income before cumulative effect of change in actiogrprinciple

Cumulative effect of change in accounting pringiplet of taxes of $139, $0

and $0, respectivel

Net income

Years Ended December 31,

2003 2002 2001
(Dollars in millions)
$ 10,027 $ 10,81 $ 11,48
784 56¢ 522
10,811 11,37¢ 12,00«
2,23( 2,057 2,33t
42C 35¢ 32¢
1,727 1,94¢ 1,881
1,31« 1,22¢ 93¢
2,41z 2,541 2,772
33¢ 287 174
— — 32
57 45 20€
— (30) 93
8,49¢ 8,42¢ 8,76¢
2,312 2,95( 3,24(
572 541 462
— — 2
— — (51
19 (26) ()
554 51t 407
1,75¢ 2,43t 2,83:
(675) (939) (1,065
1,08: 1,50z 1,76¢
(252) (697) (36))
831 80t 1,407
21¢ — —
$ 1,05C $ 80t $ 1,407
& I |

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

CONSOLIDATED BALANCE SHEETS

December 31,

2003

2002

(Dollars in millions)

ASSETS
Current asset:
Cash and cash equivale $ 921 $ 227
Accounts receivabl— net 1,32: 1,50¢
Accounts receivabl— affiliates 12¢ 23z
Deferred income taxe 154 122
Prepaid and other ass: 313 301
Prepaid income taxe— QSC — 25E
Assets associated with discontinued operat 357 50¢&
Total current asse 3,19¢ 3,15(
Property, plant and equipme— net 16,42( 17,03¢
Intangible asset— net 97€ 1,10C
Other asset 1,34 1,38(
Total asset $ 21,937 $ 22,66¢
I I
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Current borrowing: $ 881 $ 1,244
Accounts payabl 55k 542
Accounts payabl— affiliates 437 417
Dividends payabl— QSC 19¢ 774
Accrued expenses and other current liabili 95¢€ 91¢
Income taxes payab— QSC 154
Deferred revenue and advance billii 54¢ 601
Liabilities associated with discontinued operati 2,13¢ 1,93¢
Total current liabilities 5,86¢ 6,43:
Long-term borrowings (net of unamortized debt discodrglb7 and $142, respective 6,87¢ 6,01¢
Pos-retirement and other p-employment benefit obligatior 2,77: 2,60(
Deferred income taxe 2,661 2,252
Deferred revenu 37€ 482
Other lon¢-term liabilities 31z 38¢
Total liabilities 18,86( 18,17
Commitments and contingencies (Notes 16 anc
Stockholder's equity
Common stocl— one share without par value, owned by G 8,23¢ 8,40(
Note receivabl— affiliate (28€) (28€)
Accumulated defici (4,877 (3,617
Total stockholder's equit 3,077 4,497
Total liabilities and stockholder's equ $ 21937 $ 22,66¢
I I

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES
Net income
Adjustments to net incom

Loss from discontinued operations, net of taxe$1&9, $444 and $2Z

Depreciation and intangible assets amortizzs

Gain on sale of asse

Provision for bad debt

Deferred income taxe

Asset impairment chargs

Cumulative effect of change in accounting princ— net
Income tax benefit distributed to Q¢

Other nor-cash item:
Changes in operating assets and liabilii

Accounts receivabl

Accounts receivabl— affiliates

Prepaids and other current as:

Prepaid income taxe— QSC

Accounts payable, accrued expenses and other tliakifities
Accounts and income taxes paya— affiliates

Deferred revenue and advanced bill

Other nor-current assets and liabiliti

Cash provided by operating activiti

INVESTING ACTIVITIES

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

Cash used for investing activiti

FINANCING ACTIVITIES

Repayments of current portion of lc-term borrowings
Net (repayments of) proceeds from s-term borrowings
Net repayments of sh-term borrowings— affiliates
Proceeds from lor-term borrowings

Dividends paid to QSt

Debt issuance cos

Cash (used for) provided by financing activit
CASH AND CASH EQUIVALENTS
Increase (Decrease) in ce
Net cash (utilized) generated by discontinued djmars
Beginning balanc

Ending balanc:

Years Ended December 31,

2003

2002

2001

(Dollars in millions)

$ 105 $ 80F 1,407
257 697 361
2,751 2,82¢ 2,94¢
— — (53)
125 26C 19€
23¢ 27C 62C
— — 32
(219) — —
(179 (110) —
23 (19) 8
60 14 (270)
10€ (14) (59)

5 53 16
25E (36) (219)
73 (324) (859
27¢ 217 35
(15) (102) 7
162 23 (28)
4,82 4,56z 4,14¢
(1,635) (1,746) (4,246)
— (800) —
— 28 94
(32) — 11
(1,667 (2,518 (4,141)
(1,271) (46€) (391)
— (1,019 1,192
— — (767)
1,72¢ 1,47¢ —
(2,880) (1,915) —
(36) (34) —
(2,45¢) (1,954 34
69¢ 90 41
©) 6 ©
227 131 99

$ 921 $ 227 131

| | |



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

Note Receivable — (Accumulated
Common Stock Affiliate (note 11) Deficit) Total

(Dollars in millions)

Balance, December 31, 20C $ 8,48¢. $ (28¢) $ (3,619 $ 4,581
Net income — — 1,401 1,40
Dividends declared on common stc — — (1,40%) (1,40%)
Stoclk-based compensatic 6 — — 6
Other net asset transfe (8) — — (8)

Balance, December 31, 2001 8,48 (28¢€) (3,61%) 4,57¢
Net income — — 80¢& 80¢&
Dividends declared on common stc — — (80%) (80%)
Stocl-based compensatic 2 — — 2
Tax benefit on stock compensati 16 — — 16
Income tax benefit distributed to Q! (110 — — (110
Other net asset transfe 10 — — 10

Balance, December 31, 2002 8,40( (28¢€) (3,61%) 4,49
Net income — — 1,05( 1,05(
Dividends declared on common stc — — (2,30€) (2,30€)
Stocl-based compensatic 1 — — 1
Income tax benefit distributed to Q! a7z — — (179
Other net asset transfe 8 — — 8

Balance, December 31, 20C $ 8,23¢ $ (28¢) $ 4,879 $ 3,071

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, 2003, 2002 and 200

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

Note 1: Business and Background
Description of business

We are wholly owned by Qwest Servicespoaation ("QSC"), which is wholly owned by QCII. WWeovide local telecommunications
and related services, IntraLATA lordistance services and wireless, data and videdcssrwithin our local service area, which considtthe
14-state region of Arizona, Colorado, Idaho, loMinnesota, Montana, Nebraska, New Mexico, North @akOregon, South Dakota, Utah,
Washington and Wyoming.

On June 30, 2000, QCII completed its @&itjon of U S WEST, Inc. ("U S WEST") (the "MerdgrU S WEST (our préderger parent
was deemed the accounting acquirer and its histdiitancial statements, including those of its ifhowned subsidiaries, have been carried
forward as the predecessor of the combined comgdre/Merger has been accounted for as a reversésdimmn, which means that, even
though from a legal standpoint Qwest acquired UEBSW, the merger was accounted for as if U S WESjliieed QCII. The transaction was
recorded under the purchase method of accounting;the assets and liabilities of the acquiredye(CIl) were recorded at their fair
values. The difference between the purchase priddtee fair values of the assets and liabilities wecognized as goodwill. Additionally,
QCllI's consolidated statements of operations asH flaws reflect the operating activity of U S WERfior to the merger date and U S
WEST and QCII combined after the merger date.

Until May 1, 2004, we provided wirelegs\dces through our wholly owned subsidiary, Quw#&/teless LLC ("Qwest Wireless™). On
May 1, 2004, we transferred ownership of Qwest g to an affiliate. As a consequence, we no lohgee wireless operations, and the
results and financial position of Qwest Wireless iacluded in discontinued operations in our cadstéd financial statements. Please see
Note 7— Transfer of Qwest Wireless Operations for add#ianformation on discontinued operations.

Note 2: Summary of Significant Accounting Policies

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

We record intercompany charges at theusntscoilled to us by our affiliates. Regulatoryasirequire certain expenses to be billed by
affiliates at estimated fair value or fully distiifed cost, as more fully described in NoteRéated Party Transactions. Regulators periodi
review our compliance with regulations. Adjustmetatintercompany charges that result from thesives/are recorded in the period they
become known. We purchase services, such as maglaid advertising, information technology, prodamatl technical services as well as
general support services from affiliates. We prewvid our affiliates telephony, data services ameioservices.
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Use of estimates. Our consolidated financial statements are pexban accordance with accounting principles gdheazcepted in
the United States of America ("GAAP"). These acdmunprinciples require us to make certain estimgtedgments and assumptions. We
believe that the estimates, judgments and assungpti@de when accounting for items and matters asidbing-term contracts, customer
retention patterns, allowance for bad debts, dégiien, amortization, asset valuations, internbblacapitalization rates, recoverability of
assets, impairment assessments, employee beteefits, reserves and other provisions and continggace reasonable, based on inform
available at the time they are made. These estimmidgments and assumptions can affect the repart®unts of assets and liabilities as of
the date of the consolidated financial statemexgtsyell as the reported amounts of revenue ancherpealuring the periods presented. We
also assess potential losses in relation to periigation and, if a loss is considered probalid ¢he amount can be reasonably estimate:
recognize an expense for the estimated loss. Aotsalts could differ from these estimates. SeeeN6tCommitments and Contingencies.

Reclassifications. Certain prior balances have been reclassifiezbhform to our current presentation. In additicertain receivables
and liabilities that were netted together in oweious presentation have been presented on algmess

Revenue recognition. Revenue for services is recognized when ttetadlservices are provided. Payments receivedvianae are
deferred until the service is provided. Up-frorgdeeceived, primarily activation fees and instadfacharges, as well as the associated
customer acquisition costs, are deferred and rézedrover the expected customer relationship psriathich range from one to 10 years.
amount of customer acquisition costs which is deters less than or equal to the amount of up-ffees deferred. Costs in excess of up-front
fees are recorded as an expense in the period@tcuExpected customer relationship periods ammatdd using historical data of actual
customer retention patterns.

Termination fees or other fees on existinntracts that are negotiated in conjunction wétv contracts are deferred and recognized
over the new contract term.

Revenues related to equipment saleseamgnized upon acceptance by the customer, and athine conditions for revenue
recognition have been satisfied. Customer arrangentleat include both equipment and services aatiated to determine whether the
elements are separable based on objective evidéitce.elements are separable and separate eampingesses exist, total consideration is
allocated to each element based on the relativedhies of the separate elements and the revessoeiated with each element is recognized
as earned. If separate earnings processes doiapttetal consideration is deferred and recognizgdbly over the longer of the contractual
period or the expected customer relationship period

Advertising costs. Costs related to advertising are expensedcasrigd. Advertising expense was $97 million, $18Mlion and
$273 million for the years ended December 31, 22082 and 2001, respectively, and is included linge general and administrative in the
accompanying consolidated statements of operations.




Legal costs. In our normal course of business, we incurstshire and retain external legal counsel tossluis on regulatory and
litigation matters. We expense these costs asserstices are received.

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

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

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

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

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

Property, plant and equipment.Property, plant and equipment is carried at and, effective January 1, 2003, with our adoptibn
Statement of Financial Accounting Standards ("SBARJ. 143, "Accounting for Asset Retirement Obligas" ("SFAS No. 143"), is adjust
for legal




retirement obligations. Property, plant and equiphi® depreciated using the straight-line grouphoét Under the straight-line group
method, assets dedicated to providing regulated¢aehmunications services (which comprise the nigjofiour property, plant and
equipment) that have similar physical charactesstise and expected useful lives are categoniztitbiyear acquired on the basis of equal
life groups of similar assets for purposes of dejateon and tracking. Generally, under the straigi@ group method, when an asset is sold or
retired; the cost is deducted from property, pard equipment and charged to accumulated depatiatthout recognition of a gain or loss.
A gain or loss is recognized in our consolidatedeshents of operations only if a disposal is abrdromusual; when a sale involves land;
assets associated with the sale of customer cositi@cassets constructed or acquired for salesdlesdd improvements are amortized ovel
shorter of the useful lives of the assets or theddaerm. Expenditures for maintenance and repegrexpensed as incurred. Interest is
capitalized during the construction phase of netveard other internal-use capital projects. Emplengdated costs directly related to
construction of internal use assets are also daithduring the construction phase. Property, fodanal equipment supplies used internally are
carried at average cost, except for significanividdial items for which cost is based on specidieritification.

Impairment of long-lived assetsWe review londived assets and other intangible assets with limeg for impairment whenever fa
and circumstances indicate that the carrying ansooithe assets may not be recoverable. An impairioss is recognized only if the
carrying amount of the asset is not recoverableexgdeds its fair value. Recoverability of assetse held and used is measured by
comparing the carrying amount of an asset to ttimated undiscounted future net cash flows expetd generated by the asset. If the
asset's carrying value is not recoverable, an impit charge is recognized for the amount by wthehcarrying amount of the asset exceeds
its fair value. We determine fair values by refeeto replacement cost or discounted cash flowappeopriate.

Prior to the adoption of SFAS No. 142p8@will and Other Intangible Assets" ("SFAS No. 142nd SFAS No. 144, "Accounting for
Impairment or Disposal of Long-Lived Assets" ("SFAB. 144" on January 1, 2002, we reviewed our {ived assets, such as intangible
assets and property, plant and equipment for impeit in accordance with SFAS No. 121, "Accountiaigthe Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed@FAS No. 121"). Under SFAS No. 121, we reviewed long-lived assets for
impairment whenever events or changes in circurnstaimdicated that the carrying amount of an assggtt not be recoverable. We
evaluated the recoverability of our lofiged assets based on estimated undiscounted foasteflows and provided for impairment when ¢
undiscounted cash flows were insufficient to recdtie carrying amount of the long-lived asset.

Software capitalization. Internally used software, whether purchasedieseloped, is capitalized and amortized using titeeght-line
method over an estimated useful life of 18 monthisve years. In accordance with American Institote€ertified Public Accountants
Statement of Position 98-1, "Accounting for the Saff Computer Software Developed or Obtained fiterhal Use," we capitalize certain
costs associated with internally developed softvgaidh as costs of employees devoting time to thgegis and external direct costs for
materials and services. Costs associated withnaligrdeveloped software to be used internallyeaqgensed until the point at
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which the project has reached the development s&agesequent additions, modifications or upgradésternal-use software are capitalized
only to the extent that they allow the softwarg@ésform a task it previously did not perform. Saite maintenance and training costs are
expensed in the period in which they are incurfida: capitalization of software requires judgmendétermining when a project has reached
the development stage and the period over whicbxpect to benefit from the use of that softwarepitadized software development costs
are included in intangible assets in our consadiddtalance sheets.

Intangible assets. Intangible assets, such as wireless specteendies and capitalized software, are recordedsat co

Intangible assets with finite lives areaatized on a straight-line basis over that lifehé&ké there are no legal, regulatory, contractual or
other factors that would reasonably limit the ukbfel of an intangible asset, we classify the irgible asset as indefinite lived and as such
these intangible assets are not amortized. Pritret@doption of SFAS No. 142 these intangibletassere amortized on a straight-line basis
over their estimated useful lives.

Impairment of indefinite-lived intangildssets. Intangible assets with indefinite lives areiegwed for impairment annually or
whenever an event occurs or circumstances chaage/tuld more likely than not reduce fair valuedvelcarrying value. These assets are
carried at historical cost if their estimated featue is greater than their carrying amounts. Haweif their estimated fair value is less than
carrying amount, indefinite-lived intangible assats reduced to their estimated fair value throailgimpairment charge to our consolidated
statements of operations.

Restructuring and Merger-related chargesPeriodically QCIl commits to exit certain busés activities, eliminate administrative and
network locations, and/or reduce our number of eyg#s. At the time a restructuring plan is apprdwe@CII, we record a charge to the
consolidated statement of operations for our egéthaosts associated with the plan. Charges assdaidath these exit or restructuring plans
incorporate various estimates, including severaosts, sublease income and costs, disposal cestghlof time on the market for abandoned
rented locations and contractual termination cd#fs.also record a charge when we permanently aesssef a leased location. Estimates of
charges associated with the abandoned operatisgdesome of which entail long-term lease obligatiare based on existing market
conditions and net amounts that we estimate wepaiflin the future. In accordance with SFAS No.I#&counting for Costs Associated
with Exit or Disposal Activities" ("SFAS No. 146"¢harges associated with abandoned operating leasasled in 2003 were measured u
the present value of the estimated net amountsitvpay and charges recorded in 2002 and 2001 werasured on an undiscounted basis.
We utilize real estate brokers to assist in assgssarket conditions and net amounts that we expguay.

Fair value of financial instruments. Our financial instruments consist of cash amshcequivalents, accounts receivable, accounts
payable and borrowings. The carrying values of @ashcash equivalents, accounts receivable, accpaybble and short-term borrowings
approximate their fair values because of their stesm nature. Our borrowings had a fair value mfraximately $8.2 billion and $6.5 billion
at December 31, 2003 and 2002, respectively. Tine fa
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values of our borrowings are based on quoted markets where available or, if not available, bagedliscounted future cash flows using
current market interest rates.

Stock based compensationSome of our employees participate in QClI'slstoption plans. These plans are accounted fogukia
intrinsic-value method allowed under Accountingnéiples Board Opinion No. 25 "Accounting for Stdekued to Employees” ("APB
No. 25") under which no compensation expense isgized for our options granted to employees wherekercise price of those optic
equals or exceeds the value of the underlying #igcur the measurement date. Any excess of th& gtice on the measurement date over
the exercise price is recorded as deferred compensand amortized over the service period duritnictv the stock option award vests using
the accelerated method described in Financial Aaibog Standards Board ("FASB") Interpretation ("FiNlo. 28, "Accounting for Stock
Appreciation Rights and Other Variable Stock OptierAward Plans” ("FIN No. 28"). QCII allocatesus, through a contribution, our share
of the deferred compensation expense describethieaeed on options granted.

Had compensation cost for our employeasicipation in the QCII stock-based compensapilams been determined under the fair-
value method in accordance with the provisionsFoAS No. 123, "Accounting for Stock-Based Compemsatiour net income would have
been changed to the pro forma amounts indicatenhbel

Years Ended December 31

2003 2002 2001

(Dollars in millions)

Net income;
As reportec $ 1,05 $ 80t $ 1,40
Add: Stock-based employee compensation expense
included in net income, net of related tax effe 1 1 4

Deduct: Total stock-based employee compensation
expense determined under the fair-vahased method f
all awards, net of related tax effe (28) (44) (88)

Pro forma $ 1,02¢  $ 76z $ 1,32¢

The pro forma amounts reflected above nwybe representative of the effects on our replonet income or loss in future years
because the number of future shares to be issudgt timeese plans is not known and the assumptiats tasdetermine the fair value can vary
significantly. Following are the weighted-averagswamptions used with the Black-Scholes option-
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pricing model to estimate the fair value of all QGptions granted to our employees in 2003, 20022001.:

Years Ended December 31

2003 2002 2001
Risk-free interest rat 2.7% 4.1% 4.1%
Expected dividend yiel 0.C% 0.C% 0.2%
Expected option life (year: 4.4 4.4 4.4
Expected stock price volatilil 88.(% 57.€% 41.4%
Weighte-average grant date fair val $ 2371 % 228§ 9.4C

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

Recently Adopted Accounting Pronouncements and Cuaive Effects of Adoptior

FIN No. 45, "Guarantor's Accounting aniddlosure Requirements for Guarantees, Includidgrdat Guarantees of Indebtedness of
Others" ("FIN No. 45") was issued in November 20D2e interpretation provides guidance on the guaranaccounting for and disclosure
guarantees, including indirect guarantees of irethiess of others. We adopted the disclosure regeirts of FIN No. 45 as of December 31,
2002. The accounting guidelines are applicablesttain guarantees, excluding affiliate guarantmsssied or modified after December 31,
2002, and required that we record a liability foe fair value of such guarantees on our consolidadééance sheet. The adoption of this
interpretation had no material effect on our coigsdéd financial statements.

On January 1, 2003, we adopted SFAS MB8. This statement addresses financial accountidgeporting for obligations associated
with the retirement of tangible long-lived assetd she associated asset retirement costs, genezédiyed to as asset retirement obligations.
SFAS No. 143 requires entities to record the falug of a legal liability for an asset retiremehligation. If a reasonable estimate of fair
value can be made, the fair value of the liabilflf be recognized in the period it is incurred,ifonot, in the period a reasonable estimate of
fair value can be made. This cost is initially ¢alized and then amortized over the estimated reémguseful life of the asset. We have
determined that we have legal asset retiremengatidins associated with the removal of a limiteougrof long-lived assets and recorded a
cumulative effect of a change in accounting prilcigharge upon adoption of SFAS No. 143 of $7 mill{an asset retirement obligation of
$12 million net of an incremental adjustment to liisgorical cost of the underlying assets of $3iam)) in 2003.

Prior to the adoption of SFAS No. 143,im&uded in our group depreciation rates estimattdemoval costs (removal costs less
salvage). These costs have historically been tefieio the calculation of depreciation expense,tarcefore, recognized in accumulated
depreciation. When the assets were actually resinellremoval costs were expended, the net remogts were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition
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of a liability for asset retirement obligations tla@e legally binding, it precludes the recognitaira liability for asset retirement obligations
that are not legally binding. Therefore, upon adopof SFAS No. 143, we reversed the net removsiscwithin accumulated depreciation
those fixed assets where the removal costs exceabdegbtimated salvage value and we did not hdegahremoval obligation. This resulted
in income from the cumulative effect of a changadeounting principle of $365 million before taxgmn adoption of SFAS No. 143. The
income impact of the adoption is $219 million ($36Blion less the $7 million charge disclosed ahawet of income taxes of $139 million)
2003. Beginning January 1, 2003 the net costsrobwal related to these assets are charged to ogplidated statement of operations in the
period in which the costs are incurred.

We adopted the provisions of FASB Intetation No. 46 (revised December 2003), "Consdbdadf Variable Interest Entities” ("FIN
46R") for the three months ended March 31, 200M. 48R requires an evaluation of three criteriagtednine if consolidation of a thinly
capitalized entity is required. These criteria d)ewhether the entity is a variable interest gnf) whether the company holds a variable
interest in the entity; and 3) whether the compiarthie primary beneficiary of the entity. If alrée of these criteria apply, consolidation is
required. The adoption of FIN No. 46R did not hawaaterial impact on the company.

Note 3: Accounts Receivable
The following table presents details of accounts receivable balances:

December 31

2003 2002

(Dollars in millions)

Trade receivable $ 97z $ 1,12
Earned and unbilled receivabl 197 164
Purchased and other receivak 25¢€ 31¢€

Subtotal 1,42k 1,60
Less: Allowance for bad dek (102 (96)
Accounts receivabl— net 1,322 1,50¢
Accounts receivabl— affiliates 12¢€ 232

Total accounts receivable — net $1,44¢ $  1,74(C

We are exposed to concentrations of tresk from customers within our local service asea from other telecommunications service
providers. We generally do not require collatesadécure our receivable balances. We have agregméhtother telecommunications serv
providers whereby we agree to bill and collecthwirtbehalf for services rendered by those progideiour customers within our local serv
area. We purchase accounts receivable from otleot@munications service providers on a non-re@hesis and include these amounts in
our accounts receivable balance. We have not eexquard any significant losses related to these psezhreceivables.
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Note 4: Property, Plant and Equipment
Property, Plant and Equipmer
The components of property, plant andpmgent are as follows:

December 31

Depreciable
Lives 2003 2002

(Dollars in millions)

Land N/A $ 10z $ 108
Buildings 38 years 2,94¢ 2,89¢
Communications equipme 7-10 years 18,45: 18,24:
Other network equipmel 8-57 years 18,66( 18,19¢
General purpose computers and o 5-11 years 2,36¢ 2,51¢
Construction in progres N/A 14C 17¢

Total property, plant and equipme 42,671 42,13:
Less: accumulated depreciati (26,25) (25,099

Property, plant and equipme— net $ 16,42( $ 17,03¢

Asset Retirement Obligatior
As discussed in Note 2 — Summary of Sigant Accounting Policies, we adopted SFAS No. dd3January 1, 2003.

Our asset retirement obligations prinyardllate to the costs of removing circuit equipmieoin leased properties when the leases
expire. The following table reconciles the chanyasset retirement obligations for continuing opiers during the year:

Change in Asse
Retirement
Obligations

(Dollars in millions)

Liability recognized upon adoption on January 102 $ 3
Liability incurred —
Liability settled —
Accretion expens —

Balance as of December 31, 2( $ 3

If the provisions of SFAS No. 143 hadmeaedopted for the prior years presented, net inoomed have decreased by approximately
$45 million and $40 million for the years ended Beber 31, 2002 and 2001, respectively. Those deesesre fully attributable to continui
operations. The asset retirement obligation woalkehbeen approximately $10 million and $8 milliarb@cember 31, 2001 and
December 31, 2000, respectively; however, approbéin&7 million and $5 million, respectively, ofdbke totals would now be reclassified to
liabilities associated with discontinued operations
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Note 5: Intangible Assets
Information related to intangible assetas follows:

December 31

2003 2002
Amortizable Carrying Accumulated Carrying Accumulated
Lives Cost Amortization Cost Amortization

(Dollars in millions)

Intangibles with finite lives:
Capitalized software and
other 1.5- 5 years $ 181: $ (837 $ 1,63: $ (539

Total intangible asse $ 1,81 $ (837 % 1,63 $ (539

I I I I
Amortization Expense¢

We recorded amortization expense of $88fon in 2003 for intangible assets with finiteés. Based on the current amount of
intangible assets subject to amortization, theredgd amortization for each of the succeeding Bsyisaas follows:

Estimated
Amortization
Expense

(Dollars in millions)

2004 $ 35¢
2005 28¢
2006 20C
2007 95
2008 33
Total $ 97¢€

Adoption of SFAS No. 14.

Effective January 1, 2002, we adopted SE®. 142, which requires companies to cease armgtgoodwill and intangible assets
which have indefinite useful lives. SFAS No. 148aatequires that goodwill and indefinite-lived inggble assets be reviewed for impairment
upon adoption and annually thereafter, or morendftevents or circumstances warrant.

We reviewed the useful lives of our arizatble intangible assets, primarily capitalizedwafe, and determined that they remained
appropriate. We performed a transitional impairntest of intangible assets with indefinite livestamuary 1, 2002 and determined the
carrying values remained appropriate. We perforthecannual impairment test for 2003 and also detextnthe carrying values remained
appropriate.

15




Intangible asset impairmen

We recorded asset impairment charge8dfillion in 2001 related to internal software jexs that we terminated, including custo
database system projects.

Note 6: Borrowings
Current Borrowings
As of December 31, 2003 and 2002, ourertirborrowings consisted of:

December 31

2003 2002

(Dollars in millions)

Current portion of lon-term borrowings $ 867 $ 1,17¢
Current portion of capital lease obligations arttko 14 65
Total current borrowing $ 881 $ 1,24«

Until February 2002, we maintained coneredipaper programs to finance our short-term dpegacash needs. QCIl and we had a
$4.0 billion syndicated credit facility ("Credit Eisity"), of which $1.0 billion was designated ts.uAs a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quartera8f02. During the first quarter of 2002,
also paid down approximately $1.0 billion of ourret borrowings including substantially all of cawtstanding commercial paper.

In March 2002, we used approximately $iililon of the proceeds from our March 2002 boffi¢iong, discussed below, to reduce our
amount outstanding under the Credit Facility tamz€CIl and QSC amended the Credit Facility in Astgef 2002. Following the amendme
we are no longer a party to the Credit Facility.
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Long-term Borrowings
As of December 31, 2003 and 2002, ougtamm borrowings consisted of the following:

December 31

2003 2002

(Dollars in millions)

Notes with various rates ranging from 5.50% to 9%2including

LIBOR* plus 4.75%, with maturities from 2004 to 22 $ 788 % 7,31¢
Unamortized discount and ott (157) (142
Capital lease obligations and otl 25 86
Less: current portio (887) (1,249

Total lon¢-term borrowings $ 6874 % 6,01¢

* London interbank offered rate

The indentures governing the notes iratt@ve table contain certain covenants including niot limited to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitatbonmergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with refgatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2803.

On June 9, 2003, we completed a senior kean in two tranches for a total of $1.75 bifliprincipal amount of indebtedness. The term
loan consists of a $1.25 bhillion floating rate the, due in 2007, and a $500 million fixed ratedtee, due in 2010. The term loan is
unsecured and ranks equally with all of our indébéss. The floating rate tranche cannot be prdpaisvo years and thereafter is subject to
prepayment premiums through 2006. There are no atandprepayment requirements. The covenant araltléérms are substantially the
same as those associated with our other long-tebh @he net proceeds were used to refinance ajppatedy $1.1 billion of our debt due in
2003 and fund or refinance our investment in tel@owinications assets.

The floating rate tranche bears intea¢$tiBOR plus 4.75% (with a minimum interest rafé6b0%) and the fixed rate tranche bears
interest at 6.95% per annum. The interest ratderfldating rate tranche was 6.50% at Decembe2@13. The lenders funded the entire
principal amount of the loan subject to the origjisaue discount for the floating rate tranche 0% and for the fixed rate tranche of
1.652%.

In March 2002, we issued $1.5 billiorbionds with a 10-year maturity and an 8.875% intaas. At December 31, 2003 the interest
rate was 9.125%. Once we have registered the natieshe Securities and Exchange Commission (tHeC'S, the interest rate will return to
8.875%, the original stated rate.
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Our long-term borrowings had the follogriimterest rates and maturities at December 313:200

Maturities
Interest Rates 2004 2005 2006 2007 2008 Thereafter Total
(Dollars in millions)
Above 5% to 6% $ 117% 41% —$ 70% 32($ — $ b54¢
Above 6% to 7% —  41€ —  1,34( — 1,50C 3,25¢
Above 7% to 8% 75C — — — 2 1,581 2,33¢
Above 8% to 9% — — — — — 25C 25C
Above 9% to 10¥ — — — — — 1,50C 1,50C
Total $ 867% 457 —$141($ 3228 4,831 7,88
I I I R D

Capital leases and other 25
Unamortized discount and otl (157
Less current borrowings (881)
Total long-term debt $ 6,87
|

Other debt related matters

At December 31, 2003, QCII and its comsied subsidiaries had total borrowings of $17llfh. Some of these borrowings issued by
QCIl and QSC are secured by liens on our stocka Assult, ownership of our stock could transfeitifier QCIl or QSC were to default on

their debt obligations.

At December 31, 2003, QCIl was in comptiawith all provisions and covenants of their baings. QCII obtained extensions under
the QSC Credit Facility for the delivery of cert@innual and quarterly financial information. Thewea extended the compliance date to
provide certain annual and quarterly financial infation to March 31, 2004. On February 5, 2004 Q&€ Credit Facility was paid off and

terminated.
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Interest

The following table presents the amourgross interest expense, capitalized interestcastl paid for interest during 2003, 2002 and
2001:

Years Ended December 31

2003 2002 2001

(Dollars in millions)

Gross interest expen $ 58¢ $ 565 $ 50¢
Capitalized interes (13 (24) (43
Net interest expens $ 57 % 541 3 46¢
| | |

Cash interest pai $ 57¢  $ 47z % 464

Of the cash interest paid shown aboveh) daterest paid to affiliates amounted to $0 mil]i$0 million and $2 million for 2003, 2002
and 2001, respectively.

Note 7: Transfer of Qwest Wireless Operations

On April 30, 2004, our direct parent, @ivBervice Corporation ("QSC"), made capital ctniions of $2.185 billion to us. We, in tu
made capital contributions of the same amount@uest Wireless, which used these proceeds to pam ite $2.185 billion in outstanding
borrowings which were due to affiliates.

On May 1, 2004, we transferred ownershipur subsidiary, Qwest Wireless LLC, which was &mtity through which we held our
wireless assets and conducted our wireless opesgafidie transfer was made in the form of a dividenQSC, our direct parent, and, as a
result, no consideration was exchanged. Due tarthisfer, we no longer have wireless operationgd,the results of Qwest Wireless
operations are presented as discontinued operatidhese financial statements. The impacts on Quesgnue of the discontinuance of the
wireless operations includes the exclusion of reedinom the wireless operation offset in part byramease in certain
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wireline revenue which was eliminated through cdidation of the wireless operations in previoussergations.

Years ended December 3:

2003 2002 2001

(Dollars in millions)

Wireless operating reven $ 504 $ 694 $ 68¢
Qwest revenue from affiliate wireless operati (144 (157) (15%)
Net Revenut 45C 537 53z
Costs and Expense
Cost of sale: 222 28C 401
Selling, general and administrati 211 281 39:¢
Depreciation and amortizatic 55 12¢ 147
Asset impairment chargs 23C 82¢ 17
Restructuring, merg-related and other charg — 4 33
Loss from operation (26¢) (98€) (45¢)
Other expens (143 (15%) (130
Loss before income tax (417) (1,147 (58¢)
Income tax benef 15¢ 444 227
Loss from discontinued operatio $ (252) $ 697 $ (36))

The following table presents the assptsliabilities associated with our discontinued @piens, related to our transfer of ownership of
Qwest Wireless to an affiliate, as of DecemberZ®D3 and 2002.

December 31

2003 2002

(Dollars in millions)

Current transferred asst $ 9 % (26)
Property, plant and equipment, | 36 272
Intangible asset 164 17t
Other lon¢-term asset 14¢ 84
Total assets associated with discontinued opers $ 357 % 50t

Current borrowing— affiliates $ 2,118 $ 1,88¢
Current portion of liabilities associated with distinued operation 27 70
Other lon¢-term liabilities (171) (22
Total liabilities associated with discontinued aigms $ 213« $ 1,93¢
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Note 8: Restructuring and Mergetrrelated Charges

The restructuring reserve balances dsalibelow are included in our consolidated balaheets in the category of accrued expenses
and other current liabilities for the current portiand other long-term liabilities for the longsteportion. As of December 31, 2003 and 2002,
the amounts included as current liabilities are 8Bi8on and $52 million, and the long-term port®are $14 million and $30 million,
respectively.

2003 Activities

During the year ended December 31, 2883art of an ongoing effort of evaluating costsérations, QCII reviewed our employee
levels in certain areas of our business. In conmeetith this restructuring and, as a result, wlglished a reserve and recorded a charge to
our 2003 consolidated statement of operations Tarisillion to cover the costs associated with treet@ns, more fully described below.

An analysis of activity associated witle 2003 restructuring plan as well as prior yesirveturing and Merger plans is as follows:

Year Ended December 31, 200

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

(Dollars in millions)

2003 restructuring pla $ — 71 3 20 $ — 51
2002 restructuring pla 58 — 35 3 21
2001 restructuring pla 21 — 10 11 —
Mergerrelated 2 — 2 — —

Total $ 82 $ 71 % 67 $ 14 $ 72

The 2003 restructuring reserve includegrges of $65 million related to severance benpfitsuant to established severance policies
and $6 million for real estate exit obligations,igéhprimarily include estimated future net paymemtsabandoned operating leases. QCII
identified approximately 1,600 of our employeesiraearious functional areas to be terminated asqdattis restructuring. Through
December 31, 2003, approximately 1,100 of the mdmeductions had been completed. The remainingéflictions are expected to occur
over the next year, with severance payments gépenglending from two to 12 months. The real eséti¢ costs include the net present value
of rental payments due over the remaining ternmefi¢ases, net of estimated sublease rentals sinthes] costs to terminate the leases.
Through December 31, 2003, we had utilized $20Gionilbf the 2003 restructuring reserves for sevezgrayments.

During the year ended December 31, 2@@3ytilized $29 million of the established reserf@sseverance payments made to
employees that were terminated under the 2002uasting plan and $6 million for real estate exitated payments. QCII had identified
2,400 of our employees to be terminated as pateof002 plan, and as of December 31, 2003 thepiogeae reductions were complete, with
some severance payments extending into 2004. A30®2 plan terminations were completed and actstsovere less than originally
estimated, we reversed $3 million of the 2002 pé&serves during the year ended December 31, 20@3refmaining 2002 plan reserve
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includes $4 million for severance payments, whighexpect to utilize in 2004 and $17 million forlreatate exit costs. The real estate exit
reserves are expected to be utilized over the sesdral years. QCII had anticipated that 4,800unfeonployees would be terminated as part
of the 2001 plan. We have terminated 3,700 emplweeer this plan. During the year ended DecembgP@03, we utilized $10 million of
the 2001 plan reserves, primarily for real estaieamsts. As the employee severamekted activities relative to the 2001 plan wesenplete
the remaining combined reserve of $11 million weagersed during the year ended December 31, 2008.tBe 2001 and 2002 plan reversals
were necessary as actual costs for the plans wesdhan originally estimated.

During the year ended December 31, 2@@3ytilized the remaining Merger-related reservaldshed during 2000.
2002 Activities

During the year ended December 31, 2B0&sponse to shortfalls in employee reductiongaasof the 2001 restructuring plan (as
discussed below) and due to continued declinesiimevenue and general economic conditions, Q@Htified employee reductions in
various functional areas and permanently exitedraler of operating and administrative locationscdnnection with that restructuring, we
established a restructuring reserve and recordbduge of $108 million to our 2002 consolidatedesteent of operations to cover the costs
associated with these restructuring actions mdhe diescribed below.

Year Ended December 31, 200

January 1, December 31
2002 2002
Balance Provisions Utilization Reversals Balance

(Dollars in millions)

2002 restructuring plan and

other $ — 3 10¢€ $ 49 — $ 59
2001 restructuring pla 20t 75 124 13t 21
Mergerrelated 38 — 6 30 2

Total $ 24 % 18 $ 17¢  $ 165 $ 82

The 2002 plan provision included $78 imiilfor severance costs and $30 million for retdtesexit costs. During the year ended
December 31, 2002, $42 million of the reserve wdized for severance costs and $7 million waszed for real estate exit costs. Relative to
the 2001 plan, during the year ended December@®12,26107 million of the reserve was utilized fevarance costs and $17 million was
utilized for real estate exit costs. Also during §fear ended December 31, 2002, we accrued anceddi$75 million for additional 2001 ple
real estate exit costs and reversed $135 millio206fL plan severance and real estate exit resqmiegrily as actual 2001 plan terminations
of 3,700 were lower than the 4,800 which were gdied in the plan.
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During the year ended December 31, 26@2ytilized $6 million of Merger-related reservesablished during 2000 and also reversed
$30 million of the Merger-related reserves as tteraployee reductions and contractual settlements s@mplete.

2001 Activities

During the year ended December 31, 2@@lestablished a reserve and charged to our cdasedi statement of operations
$206 million for restructuring activities in conjetion with the QCII 2001 restructuring plan. Theserve was comprised of $182 million for
severance costs and $24 million for real estatecesits. During the year ended December 31, 200%/ation to the Merger, we charged to
our consolidated statement of operations $106anillor additional contractual settlement, legaltcagency and other related costs and
$6 million for additional severance and employdatezl charges, net of reserve reversals. The additprovisions and reversals of our
Merger-related costs were due to additional Merg&ated activities and modifications to previouatcrued Merger-related activities.

Cumulative Plan Utilization

The following table outlines our cumwatiutilization of the 2003, 2002 and 2001 and testrring and Merger-related plans, through
December 31, 2003:

December 31, 200—
Cumulative Utilization

Severance Real Estate
and Exit and
Related Related Total

(Dollars in millions)

2003 restructuring pla $ 20 $ 0 $ 20
2002 restructuring pla 71 13 84
2001 restructuring pla 11z 25 13¢
Mergerrelated 24¢ 64¢ 897

Total cumulative utilization $ 45z % 687 $ 1,13¢
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Note 9: Other Financial Information
Accrued expenses and other current liabiliti
Accrued expenses and other current lisgsilconsist of the following:

December 31

2003 2002

(Dollars in millions)

Accrued property taxes and other operating ti $ 32C $ 34t
Employee compensatic 19z 16¢
Current portion of state regulatory and legal litibs 20¢ 18C
Accrued interes 107 127
Other 72 47
Restructuring 59 52
Total accrued expenses and other current lials $ 95¢€ $ 91¢
| |

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

Our employees participate in the QCllgien, post-retirement and other post-employmengfieplans. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide leriefother employees of QCII or its
affiliates. The plan administrator allocates thetad pension and post-retirement health care if@ihsurance benefits and required
contributions to us. The allocation is based upopleyee demographics of our employees comparetl tioearemaining participants. For
further discussion of the QCII pension, post-retieait and other post-employment benefit plans please¢he QCII annual report on Form 10-
K for the year ended December 31, 2003 ("QCII 2668n 10-K").

In accordance with SFAS No. 132 "Emplsy@&isclosures about Pensions and Other PostretiteBenefits”, we are required to
disclose the amount of our contributions to QCléatige to the QCII pension, post-retirement anceofost-employment benefit plans. No
pension funding was required during 2003 or 20G2 as1of December 31, 2003 and 2002, the fair vafitlee assets in the qualified pension
trust exceeded the accumulated benefit obligatidheoqualified pension plan. In addition, we dmt make any contributions to the post-
retirement healthcare or life trusts in 2002; hogrewe did contribute $8 million to the post-retirent healthcare trust in 2003. We expect to
contribute approximately $13 million to the postinement healthcare trust during 2004.

Our allocated pension credits for 200K)2and 2001 were $107 million, $158 million and@42nillion, respectively. Our allocated
post-retirement benefit costs for 2003, 2002 ar@ll2Bere $295 million, $107 million and $13 millioespectively. These allocated amounts
represent our share of the pension credits andrptistment benefit costs based on the actuaritgtgrmined amounts.
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For 2003, the net pension expense akalcet cost of sales was $127 million, and for 280@ 2001 the net pension credit allocated to
cost of sales was $33 million and $187 million pexgtively. For 2003, the net pension expense abaolc® Selling, General and
Administrative ("SG&A") was $61 million, and for 2@ and 2001 the net pension credit allocated to 8@&s $18 million and $74 million,
respectively.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Presanipbrug, Improvement and Modernization Act of 2@dBe Medicare Act") became law in
the United States. The Medicare Act introduceseaqiption drug benefit under Medicare as well &gderal subsidy to sponsors of retiree
health care benefit plans that provide a benéddit ithat least actuarially equivalent to the Meridaenefit. In accordance with FASB Staff
Position FAS No. 106-1, "Accounting and DisclosBexjuirements Related to the Medicare PrescriptiagDmprovement and
Modernization Act of 2003," QCII elected to defecognition of the effects of the Medicare Act iryameasures of the benefit obligation or
cost.

Specific authoritative guidance on thecamting for the Federal subsidy is pending antdhadance, when issued, could require QCI|
and us to change previously reported informatiamréhtly, QCII does not believe it will need to amdets plan to benefit from the Medicare
Act. The measurement date used to determine peastwther postretirement benefit measures fopéimsion plan and the postretirement
benefit plan is December 31.

Other benefit plans

401(k) plan. QCII currently sponsors a defined contributi@mefit plan covering substantially all managenzamt occupational
(union) employees. Under this plan, employees noayjribute a percentage of their annual compens#tidime plan up to certain maximums,
as defined by the plan and by the Internal Rev&uargice. Currently, QCIl on our behalf, matchegecpntage of our employee contributit
in QCIlI common stock. We made cash contributionsonnection with our employee's participation inl@101(k) plan of $5 million for
2002 and $59 million for 2001. In addition, QCIh our behalf, made contributions of QCII commortktealued at $46 million in 2003 and
$44 million in 2002. QCII did not make any contrilmns of QCII common stock on our behalf in 2001.

Deferred compensation plansQCII sponsors several deferred compensatiamsglar a select group that includes certain of our
current and former management and highly competigatgloyees, certain of which plans are open to pemticipants. Participants in these
plans may, at their discretion, invest their defdrcompensation in various investment choicesydic QCII's common stock.

Our portion of QCIlI's deferred compenmatbbligation is included on our consolidated batasheet in other long-term liabilities.
Investment earnings, administrative expenses, @wmimginvestment values and increases or decr@ates deferred compensation liability
resulting from changes in the investment valuesecerded in our consolidated statement of oparati@ur deferred compensation liability
in the QCII plan as of December 31, 2003 and 2082 w
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$5 million and $7 million, respectively. Our pomnief QCII's deferred compensation plans' assets %&million at December 31, 2003, and
is included in other long-term assets on our cadatdd balance sheets.

Note 11: Stock Incentive Plans
Stock Options

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

QCIlI's stock option plans, in which onn@oyees participate, are accounted for usingritrnsic-value method under which no
compensation expense is recognized for optiongepladn employees with an exercise price that equaéceeds the value of the underlying
security on the measurement date. In certain instarthe exercise price has been establishedtpribe measurement date, in which event
any excess of the stock price on the measuremémbaar the exercise price is recorded as defewatbensation and amortized over the
service period during which the stock option awagdts, in accordance with FIN No. 28. We recordedksbased compensation expense of
$1 million, $2 million and $6 million in the yeaesided December 31, 2003, 2002 and 2001, respacthal further discussion of QCI|
employee stock incentive plans see the QCIl 200H®D-K.

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

Employee stock purchase pl¢

Our employees may participate in QClisptoyee Stock Purchase Plan ("ESPP"). Under timastef the ESPP, eligible employees
may authorize payroll deductions of up to 15% efitthase compensation, as defined, to purchases@knmon stock at a price of 85% of
the fair market value of the stock on the lastitrgdlay of the month in which the stock is purcliage accordance with APB No. 25, we do
not recognize compensation expense for the difteréetween the employees' purchase price andithradeket value of the stock.

Note 12: Stockholder's Equity
Common stock (no par value)
We have one share of issued and outstgradimmon stock owned by QSC.
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Transfer of assets and other transfers with Q!

In the normal course of business, wesfiemassets to and from QSC. It is our policy tord these asset transfers as contributions or
distributions, based on carrying values. QSC temeatl to us $6 million in stock compensation du20@1. We transferred net assets to QSC
of $8 million in 2001. During 2002, QSC transfertedus $10 million of net assets, $16 million of teenefits on stock options and $2 million
for stock compensation. During 2003, QSC transtetoeus $8 million of net assets and $1 milliongtyck compensation. During 2003 and
2002, we transferred to QSC $173 million and $110an in tax benefits, respectively.

Dividends

We have historically declared and pagltar dividends to our parent, QSC, based on onsaaated net income. In August 2003, we
modified our dividend practice to exclude the impafoour wireless subsidiary's net income (losspanconsolidated earnings for purpose
determining the amount of regular dividends we a@echnd pay. As a result, we now declare and gaylaedividends based only on the
earnings (net income) of our wireline operations.

We declared cash dividends to QSC of@8llion, $805 million and $1.407 billion durirgp03, 2002 and 2001, respectively. The
2003 dividends declared include regular dividend®10227 billion and dividends of $1.079 billionagng to net income from prior periods
that was not declared or paid as dividends in tipes®ds. We plan to declare and make additionafldhd payments in the future until all |
income from wireline entities from prior periodsshaeen declared and remitted as dividends. We a&#ithat the incremental amount (in
addition to the $1.079 billion declared in 2003)sath dividends will be approximately $1.360 bitlio

We paid cash dividends of $2.880 billaord $1.915 billion in 2003 and 2002, respectivAlyDecember 31, 2003, we had $200 mill
in dividends payable. In February 2004, we paiddginds of $200 million. All dividends are paid t&Q, our parent.

Contested liability trust

We have established a contested liahilitgt, or grantor trust, related to the paymentestain contingent obligations. The assets in the
trust set aside for payments of these contingeraesiot legally restricted. During 2000, the truas funded with a contribution of a note
receivable of $286 million. We recorded $286 miilias an increase to common stock, and the rel@®@@l fillion note receivable into
common stock as well.
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Note 13: Income Taxes

The components of the provision for ineotax are as follows:

Current tax provision
Federal

State and local

Deferred tax expense (benef
Federal

State and local

Provision for income taxe

The effective tax rate differs from thatatory tax rate as follows:

Federal statutory income tax r
State income taxe— net of federal effec
Other

Effective income tax rate
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Years Ended December 31

2003

2002 2001

(Dollars in millions)

$ 401 $ 60t $ 39z
52 74 56

452 67¢ 44¢

184 21¢ 52¢

38 38 91

222 254 617

$ 67t % 93 $ 1,06t

Years Ended December 3:

2003

2002 2001

35.(%
3.2
A

(in percent)

35.0%  35.0%
3.0 3.4
3 (0.)

38.4%

38.2%  37.¢%




The components of the deferred tax assetdiabilities are as follows:

December 31

2003 2002

(Dollars in millions)

Property, plant and equipme $ (3,069 $ (2,616
Intangible asset (347) (367)
Other deferred tax liabilitie (45) (139
Total deferred tax liabilities (3,459 (3,11¢)
Pos-retirement benefit— net of pensiol 74C 727
Allowance for doubtful accoun 62 72
Unamortized investment tax cre 45 51
Restructuring reserve 30 18
Other deferred tax asse¢ 75 11¢
Total deferred tax assets 952 98¢€
Net deferred tax liabilitie $ (250 $ (2,130

We paid $135 million, $646 million and2®million to QCII, through QSC, for income taxes2003, 2002 and 2001, respectively.

We had unamortized investment tax cregfit8114 million and $125 million as of December 3003 and 2002, respectively, which
included in other long-term liabilities on the colidated balance sheets. These credits are antbuizer the life of the related asset.
Amortization of investment tax credits of $11 nahi, $10 million and $19 million are included in thevision for income taxes for the years
ended December 31, 2003, 2002 and 2001, respgctAethe end of 2003, we had $13 million ($8 naifli net of federal income tax) of state
investment tax credit carryforwards that will expretween 2010 and 2016, if not utilized.

In accordance with SFAS No. 109, "Accangnfor Income Taxes", we have performed an evadnaif our deferred tax assets. It is our
opinion that it is more likely than not that theeteed tax assets will be realized and should eatgluced by a valuation allowance.

Note 14: Contribution to QCIl Segments

Our operations are integrated into amdpart of the segments of the QCII consolidatedigrd he chief operating decision maker
("CODM") for QCII makes resource allocation decisaand assessments of financial performance fazdhsolidated group based on
wireline, wireless and other segmentation. For miafieemation about QCII's reporting segments, s€'®@ annual report on Form 10-K for
the year ended December 31, 2003. Our businesshgss to the segments reported by QCII, but thdl @ODM reviews our financial
information only in connection with this filing. @sequently, we do not provide discrete financiédrimation for QC to a CODM on a regu
basis.
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Due to the May 1, 2004 transfer of ouraléss operations to one of our affiliates, weormer include wireless revenue and expens
our continuing operations. Wireless revenue aneéese are included in our discontinued operatioes.Note 7 — Transfer of Qwest
Wireless Operations. Following the transfer ofwheeless operations, essentially all of our opersicontribute to QCII's wireline services
segment. As such, we will no longer report our dgbation to QCII's segments as this information<lnet differ materially from our
consolidated statements of operations. We will, é&®v, continue to provide the following enterprigiele information on revenues from
external customers for each group of similar présland services.

Years ended December 31,

2003 2002 2001

(Dollars in millions)

Voice service: $ 7,88: $ 8,60z $ 9,29t
Data ands Internet servic 2,12¢ 2,18¢ 2,16¢
Other service 19 20 19
Operating revenue from external custorr $ 10,027 $ 10,817 $ 11,48:

Voice services revenue includes locateaervices, IntraLATA long-distance voice serviaad access services. Local voice services
revenue includes revenue from basic local exchargéces, switching services, custom calling fesgpuenhanced voice services, operator
services, public telephone services, collocatiomises and customer premises equipment. Local \&#ceices revenue also includes revenue
from the provision of, on a wholesale basis, nekwmansport, billing services and access to oualloetwork. IntraLATA long-distance voice
services revenue includes revenue from IntraLATAglalistance services within our local service afeaess services revenue includes fees
charged to other long-distance providers to contoeotir network.

Data and Internet services revenue ireduthta services (such as traditional private liwbslesale private lines, frame relay,
Integrated Services Digital Network ("ISDN"), asyinanous transfer mode and related CPE) and Intsereices (such as DSL, Internet dial
access and related CPE).

Other services revenue is predominatelyvdd from the sublease of some of our unusedestate assets, such as space in our office
buildings, warehouses and other properties.

We do not have any single major custatinatr provides more than ten percent of the totalusfrevenues derived from external
customers.

Note 15: Related Party Transactions

We purchase services from our affiliatessh as marketing and advertising, informatiohnetogy, product and technical services as
well as general support services. We provide toaffiitates telephony and data services, and aiberices.

Our affiliates provide services and asatract services from third parties on our beHalthe latter case, the third parties bill our
affiliates who in turn charge us for our respecthare of
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these third party expenses. Our affiliates chagyuservices rendered by their employees applgifigly distributed costs ("FDC")
methodology. FDC rates are determined using saddeg, including factors for taxes, employee bésedind facilities and overhead costs.
These salary rates are charged to us based onwotksd or charges are allocated to us based onaiss.

We charge our affiliates based on tadiffates for telephony and data services. We @l aiting third-party rates for wireless services
and for other services we bill either FDC or mariedés.

We describe in further detail below tleevices provided by our affiliates.
Marketing, Sales and Advertisin

Marketing, sales and advertising, whichport preparation for joint marketing of our sees, include the development of marketing
and advertising plans, sales unit forecasts, madseiarch, sales training and compensation plans.

Information Technology Service

Information technology services primaiitglude the labor cost of developing, testing anpglementing the system changes necessary
to support order entry, provisioning and billingsefrvices, as well as the cost of improving, manmg and operating our shared internal
communications networks.

Product and Technical Service

Product and technical services relatetecasting demand volumes and developing plansna@raetwork utilization and optimization,
developing and implementing plans for overall preidievelopment, provisioning and customer care.

General Support Services

General support services include legajutatory, general finance and accounting, tax,dmunesources and executive support.
Other

This category includes the costs of nlianeous services such as rental of office spaweupement and communications services.
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Included in our consolidated statemerdpdrations and balance sheets are the following:

Year Ended December 31

2003 2002 2001

(Dollars in millions)

Revenue— affiliates $ 784 % 566 $ 522
Cost of sale— affiliates $ 42C % 35¢ $ 32¢
SG&A — affiliates $ 1,31¢  $ 1,22¢ $ 93¢
Interest expens— net— affiliates $ — $ — $ 2

As of December 31

2003 2002

(Dollars in millions)

Accounts receivabl— affiliates $ 12€ $ 232
Prepaid income taxe— QSC $ — $ 25¢E
Accounts payabl— affiliates $ 437 $ 417
Income taxes payab— QSC $ 154 $ —

Note 16: Commitments and Contingencies
Commitments

Future Contractual Commitments.The following table summarizes our future cotmants, excluding repayments of debt, as of
December 31, 2003:

Payments Due by Perioc

2004 2005 2006 2007 2008 Thereafter Total

(Dollars in millions)

Capital leases and oth $ 16 $ 7% 2 $ 1% 1% 9 % 36
Operating lease 12: 114 84 79 69 272 741
Purchase commitment obligatic 57 39 39 1 — — 13€

Total commitment: $ 19€ $ 16C $ 128 $ 81 $ 70 $ 281 $ o91c

Capital Leases. We lease certain office facilities and equipmerder various capital lease arrangements. Assejisired through
capital leases during 2003, 2002 and 2001 wereii®@m $16 million and $56 million, respectiveljssets recorded under capitalized lease
agreements included in property, plant and equiproensisted of $94 million, $236 million and $394lion of cost, less accumulated
amortization of $63 million, $158 million and $2&8llion at December 31, 2003, 2002 and 2001, respey.
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The future minimum payments under capéases as of December 31, 2003 are reconciledrtbalance sheet as follows:

Capital Lease
Obligations

(Dollars in millions)

Total minimum payment $ 36
Less: amount representing inter (171)
Present value of minimum payme 25
Less: current portio (14)
Long-term portion $ 11

Operating Leases. Certain office facilities, real estate and gaguent are subject to operating leases. We also éesement (or right-
of-way) agreements with railroads and public tramsdion authorities that are accounted for as atpeg leases. Rent expense under these
operating leases was $170 million, $207 million 287 million during 2003, 2002 and 2001, respetyivnet of sublease rentals of
$6 million, $4 million and $4 million respectiveldinimum operating lease payments have not beencegtlby minimum sublease rentals of
$36 million due in the future under non-cancelahlbleases. In 2003, 2002 and 2001, contingentlsenrgjaresenting the difference between
the fixed and variable rental payments were noenlt

Purchase Commitment ObligationsWe have purchase commitments with Competitivedl Exchange Carriers ("CLECs"), IXCs i
third-party vendors that require us to make paysiempurchase network services, capacity and teleamications equipment. These
commitments require us to maintain minimum mondmrg/or annual billings, in certain cases basedsageL

Letters of Credit. At December 31, 2003, the amount of lettersreflit outstanding was $3 million and we did notéhany
outstanding guarantees.

Contingencies. For descriptions of new matters that have arss#sequent to December 31, 2003, please seelR@absequent
Events.

Legal Proceedings Involving Qwest Corporatit

Securities Action. On June 27, 2002, a putative class action iebih the District Court for the County of Bouldagainst us, QCII,
The Anschutz Family Investment Co., Philip Anschutzseph P. Nacchio and Robin R. Szeliga on behalfirchasers of QCII's stock
between June 28, 2000 and June 27, 2002 and oaferS WEST stock on June 28, 2000. The compldiegjes, among other things, that
QCIl and the individual defendants issued false migleading statements and engaged in impropeuatiog practices in order to
accomplish the Merger, to make QCII appear sucakasfl to inflate the value of QCII's stock. Thengaint asserts claims under sections
11, 12, 15 and 17 of the Securities Act of 1933mended ("Securities Act"). The complaint seelspenified monetary damages,
disgorgement of illegal gains and other relief. Iy 31, 2002, the defendants removed this statg ection to federal district court in
Colorado
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and subsequently moved to consolidate this actitintive consolidated securities action identifiedolv. The plaintiffs have moved to
remand the lawsuit back to state court. Defendaane opposed that motion, which is pending befogecourt.

Regulatory Matters. On February 14, 2002, the Minnesota Departrae@ommerce filed a formal complaint against ughwtfite
Minnesota Public Utilities Commission, or the Misoga Commission, alleging that we, in contraventibfederal and state law, failed to file
interconnection agreements with the Minnesota Casiwom relating to certain of our wholesale cust@nand thereby allegedly
discriminated against other CLECs. On Novembe0D22the Minnesota Commission issued a writtenroadepting in full a proposal by an
administrative law judge that we committed 26 indial violations of federal law by failing to filas required under section 252 of the
Telecommunications Act, 26 distinct provisions fdun 12 separate agreements with individual CLEf€Esdgulated services in Minnesota.
The order also found that we agreed to provideditighrovide to McLeodUSA and Eschelon Telecom, thiscounts on regulated wholesale
services of up to 10% that were not made availbt#her CLECs, thereby unlawfully discriminatingeénst them. The order found we also
violated state law, that the harm caused by oudedinextended to both customers and competitodstteat the damages to CLECs would
amount to several million dollars for Minnesotarado

On February 28, 2003, the Minnesota Cossion issued its initial written decision imposiimges and penalties, which was later
revised on April 8, 2003 to include a fine of ngaB26 million and ordered us to:

. grant a 10% discount off all intrastate Minnesotelgsale services to all CLECs other than EschatmhMcLeodUSA,; this
discount would be applicable to purchases madéédset CLECs during the period beginning on Noveribe2000 and
ending on May 15, 2002;

. grant all CLECs other than Eschelon and McLeodUSthly credits of $13 to $16 per UNE-P line (subjeccertain offsets)
purchased during the months of November 2000 thrdtepruary 2001;

. pay all CLECs other than Eschelon and McLeodUSA thigreredits of $2 per access line (subject toaierdffsets) purchased
during the months of July 2001 through February2@hd

. allow CLECs to opt-in to agreements the Minnesatan@ission determined should have been publiclgfile

The Minnesota Commission issued its finaitten decision setting forth the penalties anetlits described above on May 21, 2003. On
June 19, 2003, we appealed the Minnesota Commissiathers to the United States District Court far District of Minnesota. The appeal is
pending. If affirmed on appeal, the aggregate payswequired by the Minnesota Commission's decjsiauding fines, penalties and
required discounts and credits to CLECs operatingdinnesota, would be approximately $45 million.

Arizona, Colorado, New Mexico, Washingtmwa and South Dakota have also initiated forpmateedings regarding our alleged
failure to file required agreements in those stadtesv Mexico has issued an order providing itsriptetation of the standard for filing these
agreements,
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identified certain of our contracts as coming witthat standard and opened a separate docket saleofurther proceedings. On April 29,
2004, the New Mexico Staff filed comments recomnieggenalties totaling $5.05 million. Colorado l#@so opened an investigation into
these matters, and on February 27, 2004, the &téfe Colorado PUC submitted its Initial Commeiitise Colorado Staff's Initial Comments
recommended that the PUC open a show cause pragdealied upon the Staff's view that Qwest and CLdswillfully and intentionally
violated federal and state law and Commission riles Staff also detailed a range of remedies atgilto the Commission, including but
limited to an assessment of penalties and an dldigéo extend credits to CLECs. On April 15, 20Q4yest and the Office of Consumer
Counsel for Colorado entered into a settlementjestito Commission approval, that would require ®wte pay $7.5 million in contributions
to state telecommunications programs to resohienslaelating to potential penalties in the docked that offers CLECs credits that could
total approximately $9 million. During an open megton April 21, 2004, the Arizona Corporation Coiasion entered final orders upon
consideration of recommended orders of the admatige law judge and a settlement between Qwestlareg CLECs that was filed with the
Commission on April 14, 2004. The Commission orde@avest to issue bill credits or pay cash totalipgroximately $11.7 million to
Arizona CLECs on the basis of the settlement, dsml @rdered Qwest to pay penalties of $9 milliothis state treasury. On June 26, 2003
received from the FCC a letter of inquiry seekinfpimation about related matters. We submittedimitial response to this inquiry on

July 31, 2003. On March 12, 2004, the FCC issuNdtice of Apparent Liability which recommended piiea of $9 million for alleged
delays in filing 46 agreements in Arizona and Miswta. Our response is due May 12, 2004. The pratgednd investigations in New
Mexico, Colorado and Washington and at the FCCdcoesult in the imposition of fines and other péralagainst us that could be material.
lowa and South Dakota have concluded their inguirsulting in no imposition of penalties or obtigas to issue credits to CLECs in those
states. Also, some telecommunications providere fisad private actions based on facts similahtse underlying these administrative
proceedings. These private actions, together wiyhsamilar, future actions, could result in addiéd damages and awards that could be
significant.

Illuminet, Inc., or llluminet, a traffiaggregator, and several of its customers have ¢ibexdplaints with regulatory agencies in Idaho,
Nebraska, lowa, North Dakota and New Mexico, atigghat they are entitled to refunds due to ouppried improper implementation
tariffs governing certain signaling services wevide in those states. The commissions in IdahoNgtaraska have ruled in favor of llluminet
and awarded it $1.5 million and $4.8 million, resipeely. We sought reconsideration in both statdsch was denied, and subsequently we
perfected appeals in both states. The proceedimnieiother states and in states where lllumingtioa yet filed complaints could result in
agency decisions requiring additional refunds.ddition, Nextel has filed an arbitration requestiefunds due to alleged improper
implementation of the signaling services.

QCII disclosed matters to the FCC in amtion with its 2002 compliance review, includingleange in traffic flow related to wholes.
transport for operator services traffic and certalhfree traffic, certain bill mis-labeling foroenmercial credit card bills, and certain billing
errors for public telephone services originatingouth Dakota and for toll free services. If thedH@stitutes an investigation into the latter
categories of matters, it could result in the inifos of fines and other penalties against QCII.

35




We have other regulatory actions pendhirgcal regulatory jurisdictions, which call foripe decreases, refunds or both. These actions
are generally routine and incidental to our busnes

Other Matters. From time to time we receive complaints andolbge subject to investigations regarding "slammiftigé practice of
changing longdistance carriers without the customer's consée®mming” (the practice of charging a consumergfmods or services that 1
consumer has not authorized or ordered) and o#thes practices. In 2003, we resolved allegatiomiscamplaints of slamming and cramming
with the Attorneys General for the states of Ari@ap@olorado, Idaho, Oregon, Utah and Washingtorabh of those states, we agreed to
comply with certain terms governing our sales pecastand to pay each of the states between $20a,aD83.75 million. We may become
subject to other investigations or complaints ia filture, and any such complaints or investigatamsd result in further legal action and the
imposition of fines, penalties or damage awards.

We are subject to a number of environmematters as a result of our prior operationsaasgf the Bell System. We believe that
expenditures in connection with remedial actiondaurthe current environmental protection laws tateel matters will not be material to our
business or financial condition.

Legal Proceedings Involving QCI

QCll is involved in several investigatsyrsecurities actions and other matters thatsdlved against QCII, could have a material
adverse effect on our business and financial cimdiThese matters are more fully described below.

Investigations, Securities Actions andiixive Actions. The investigations and securities actions desdrbelow present material
and significant risks to QCII. The size, scope natlire of the recent restatements of our and Q&ihsolidated financial statements for fit
2001 and 2000 affect the risks presented by thedtem, as certain of these matters questionegrauraccounting practices and related
disclosures. Accordingly, plaintiffs in the secigdtactions may allege the restatement items ipa@tpf their claims. We can give no
assurance as to the impacts on our and QCll'sdiabresults or financial condition that may ultitely result from these matters. As QCII |
previously disclosed, it recently engaged in pralany discussions after it announced its 2003 faferesults on February 19, 2004. These
most recent discussions and further analysis re/€ICll to conclude that a reserve should be pealidccordingly, QCII has recorded a
reserve in its consolidated financial statementste estimated minimum liability associated widttain of these matters. However, the
ultimate outcomes of these matters are still uagednd there is a significant possibility that #mount of loss it ultimately incurs could be
substantially more than the reserve it has provided

QCIl believes that it is probable thdtait $100 million of the reserve recorded as ot®uber 31, 2003 will be recoverable out of a
portion of $200 million of insurance proceeds, ésiirsg of $143 million of cash and $57 million efévocable letters of credit, that were
placed in a trust to cover its losses and the foesadividual insureds following its November 2203 settlement of disputes with certain of
its insurance carriers related to, among otheg#ithe investigations and securities and derigatitions described below. However, the use
and
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allocation of these proceeds has yet to be resdiebsieen QCII and individual insureds. We are uaallthis time to provide an estimate of
the upper end of the possible range of loss agealcveith these matters due to their preliminary emchplex nature, and, as a result, the
amount QCII has reserved for these matters istimate of the lowest end of the possible rangess.

The securities actions are in a prelimimgghase and QCII continues to defend against timegters vigorously. QCII has not yet
conducted discovery on damages and other relessus. QCII is currently unable to provide anynesté as to the timing of the resolutior
any of these matters. Any settlement of or judgnmeihe or more of these matters in excess of @@torded reserves could be significant,
and QCII can give no assurance that it will haverissources available to pay any such judgmenhervent of an adverse outcome in on
more of these matters, QCII's ability to meet ébtdservice obligations and its financial conditamuld be materially and adversely affected.
As a wholly owned subsidiary of QCII, our busineggrations and financial condition would be sintylaffected.

Investigations. On April 3, 2002, the SEC issued an order wéstigation that made formal an informal invesiigaibf QCII initiated
on March 8, 2002. QCIlI is continuing in its effottscooperate fully with the SEC in its investigati The investigation includes, without
limitation, inquiry into several specifically idefied QCII accounting practices and transactions @efated disclosures that are the subject of
the various adjustments and restatements desdritihd QCIl Form 10-K for the year ended Decemlier2D02, or the QCII 2002 Form 10-
K. The investigation also includes inquiry intodasure and other issues related to transactiomgle QCIl and certain of its vendors and
certain investments in the securities of those wenbly individuals associated with QCII.

On July 9, 2002, QCII was informed by thé&. Attorney's Office for the District of Colora@f a criminal investigation of its business.
QCIlI believes the U.S. Attorney's Office is invgstiing various matters that include the subjecth®investigation by the SEC. QClII is
continuing in its efforts to cooperate fully withet U.S. Attorney's Office in its investigation.

During 2002, the United States Congredd hearings regarding QCIlI and matters that anéai to those being investigated by the
SEC and the U.S. Attorney's Office. QCII cooperdtély with Congress in connection with those hegs.

While QCIl is continuing in its efforte tooperate fully with the SEC and the U.S. Attgra®ffice in each of their respective
investigations, QCII cannot predict the outcomé¢hose investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Q@Hhnot predict the likelihood of whether
those discussions will result in a settlement #n&h, the terms of such settlement. However, essitints typically involve, among other thir
the SEC making claims under the federal secufiiies in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were asgtitlement to occur, QCII would expect such cidimaddress many of the accounting
practices and transactions and related discloshea¢sre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$EC may also involve, among other things, the intjposof disgorgement and a civil
penalty, the amounts of which could be
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substantially in excess of QCII's recorded reseamé, the entry of a court order that would requarepng other things, that QCII and its
officers and directors comply with provisions oétfederal securities laws as to which there haea ladlegations of prior violations.

In addition, as previously reported, 8&C has conducted an investigation concerning ®€#rnings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Theselg@rovided pro forma normalized earnings infoimmathat excluded certain nonrecurring
expense and income items resulting primarily frbwn Merger. On November 21, 2001, the SEC staffiméal QCII of its intent to
recommend that the SEC authorize an action ag@i@$itthat would allege it should have includedhe earnings release a statement of its
earnings in accordance with GAAP. At the date & fiting, no action has been taken by the SEC. elmv, QCII expects that if its current
discussions with the staff of the SEC result irtilement, such settlement will include allegationacerning the January 24, 2001 earnings
release.

Also, as the GSA previously announceduly 2002, it is conducting a review of all contsawith QCII for purposes of determining
present responsibility. On September 12, 2003, @@H informed that the Inspector General of the G&d referred to the GSA
Suspension/Debarment Official the question of wae@®ClII (including us and its other subsidiarids)udd be considered for debarment.
QCII has been informed that the basis for the rafevas the February 2003 indictment against foumer QCIl employees in connection
with a transaction with the Arizona School FaahtiBoard in June 2001 and a civil complaint alalfin February 2003 by the SEC against
the same former employees and others relatingeté\ttzona School Facilities Board transaction aichasaction with Genuity Inc., or
Genuity, in 2000. QCII is cooperating fully withetliSA and believes that it and we will remain sigsplof the government; however, if
QCIll and us are not allowed to be a supplier togimneernment, we could lose the ability to exparelgérvices we could provide to a
purchaser of telecommunications services that tssritally represented between 1% and 2% of QCttssolidated annual revenues.

Securities Actions and Derivative ActionsSince July 27, 2001, 13 putative class actmmmaints have been filed in federal district
court in Colorado against QCII alleging violatioofsthe federal securities laws. One of those chasdeen dismissed. By court order, the
remaining actions have been consolidated into aal@ated securities action, which we refer to heas the "consolidated securities action."

On August 21, 2002, plaintiffs in the solidated securities action filed their Fourth Gaitated Amended Class Action Complaint, or
the Fourth Consolidated Complaint, which defendamsed to dismiss. On January 13, 2004, the Ur8tatks District Court for the District
of Colorado granted the defendants' motions to idisin part and denied them in part. In that ortlex,court allowed plaintiffs to file a
proposed amended complaint seeking to remedy #aalivlg defects addressed in the court's dismisdal and ordered that discovery, which
previously had been stayed during the pendendyeofitotions to dismiss, proceed regarding the simyiglaims. On February 6, 2004,
plaintiffs filed a Fifth Consolidated Amended Classtion Complaint, or the Fifth Consolidated ComiptaThe Fifth Consolidated Complaint
attempts to expand the putative class period pusiycalleged in the Fourth Consolidated Complaiagks to restore the claims dismissed by
the court, including claims against certain indiiatldefendants who were dismissed as defendaritelgourt's dismissal order, and to add
additional individual
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defendants who have not been named as defendauitsritiffs’ previous complaints. The Fifth Conslated Complaint also advances
allegations related to a number of matters andséations that were not pleaded in the earlier camfd. The Fifth Consolidated Complaint is
purportedly brought on behalf of purchasers of jlptraded securities of QCIl between May 24, 189@ July 28, 2002, and names as
defendants QCII, QCII's former Chairman and Chieddutive Officer, Joseph P. Nacchio, QCII's forr@aief Financial Officers, Robin R.
Szeliga and Robert S. Woodruff, other of QClI'srier officers and current directors and Arthur Arsger LLP. The Fifth Consolidated
Complaint alleges, among other things, that dutiirggputative class period, QCII and certain ofitftividual defendants made materially
false statements regarding the results of QClisatmns in violation of section 10(b) of the Setes Exchange Act of 1934, or the Excha
Act, that certain of the individual defendants kable as control persons under section 20(a) ®Hkchange Act, and that certain of the
individual defendants sold some of their shareQ©fl's common stock in violation of section 20Athé Exchange Act. The Fifth
Consolidated Complaint further alleges that QCH aartain other defendants violated section 1hef3ecurities Act of 1933, as amendec
the Securities Act, by preparing and disseminatitge registration statements and prospectusdabdaegistration of QCIl common stock to
be issued to U S WEST shareholders in connectitintive merger of the two companies, and for thdamge of $3 billion of QCII's notes
pursuant to a registration statement dated Jarit@arg001, $3.25 billion of QCII's notes pursuanateegistration statement dated July 12,
2001, and $3.75 billion of QCII's notes pursuard tegistration statement dated October 30, 20@dit®nally, the Fifth Consolidated
Complaint alleges that certain of the individualeselants are liable as control persons under segfoof the Securities Act by reason of tt
stock ownership, management positions and/or meshleor representation on QCII's Board of Directorsghe QCII Board. The Fifth
Consolidated Complaint seeks unspecified compensdamages and other relief. However, counsel fainpffs has indicated that the
purported class will seek damages in the tensliadis of dollars. On March 8, 2004, QCII and otldefendants filed motions to dismiss the
Fifth Consolidated Complaint.

Since March 2002, seven putative claisrmsuits were filed in federal district court@olorado purportedly on behalf of all
participants and beneficiaries of the Qwest SavargkInvestment Plan and predecessor plans, &lame from March 7, 1999 until the
present. By court order, five of these putativesglactions have been consolidated and the clairds mathe plaintiff in the sixth case were
subsequently included in the Second Amended anddlidated Complaint, or the Second Consolidated @aimt, filed on May 21, 2003 a
referred to as the "consolidated ERISA action". (E2pects the seventh putative class action toobsalidated with the other cases since it
asserts substantially the same claims. Defendankés matter include QCII, several former and eatdirectors and certain former officer:
QCIl, as well as Qwest Asset Management, QClI's Blasign Committee, the Plan Investment Committekthe Plan Administrative
Committee of the pre-Merger QCII 401(k) SavingsnPlBhe consolidated ERISA action, which is brougider the Employee Retirement
Income Security Act alleges, among other thingat the defendants breached fiduciary duties td’the members by allegedly excessively
concentrating the Plan's assets invested in Q&H&k, requiring certain participants in the Plamold the matching contributions received
from QCII in the Qwest Shares Fund, failing to thse to the participants the alleged accountingappeties that are the subject of the
consolidated securities action, failing to inveategthe prudence of investing in QCII's stock, tarnihg to offer
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QClIlI's stock as an investment option under the,R&aling to investigate the effect of the MergerBlan assets and then failing to vote the
Plan's shares against it, preventing Plan partitipiom acquiring QCIlI's stock during certain pes, and, as against some of the individual
defendants, capitalizing on their private knowled§&ClII's financial condition to reap profits itosk sales. Plaintiffs seek equitable and
declaratory relief, along with attorneys' fees ansdts and restitution. Plaintiffs moved for clasditication on January 15, 2003, and QCI|I
opposed that motion, which is pending before thetc®efendants filed motions to dismiss the coidstéd ERISA action on August 22,
2002. Those motions are also pending before the.cou

On December 10, 2002, the Californiae&Staachers' Retirement System, or CalSTRS, filedagainst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California il dor the County of San Francisco. CalSTRS allebatithe defendants engaged in
fraudulent conduct that caused CalSTRS to losadess of $150 million invested in QCII's equity atebt securities. The complaint alleges,
among other things, that defendants engaged ihense to falsely inflate QCII's revenue and decriasexpenses so that QCIl would appear
more successful than it actually was during théopen which CalSTRS purchased and sold QCII séiestiThe complaint purported to state
causes of action against QCII for (i) violationGdlifornia Corporations Code section 25400 et ésgpurities laws); (ii) violation of
California Corporations Code section 17200 et &anfair competition); (iii) fraud, deceit and comtment; and (iv) breach of fiduciary duty.
Among other requested relief, CalSTRS sought cosggeny, special and punitive damages, restitupoasjudgment interest and costs. QCII
and the individual defendants filed a demurrerksgpdismissal of all claims. In response, CalSTREintarily dismissed the unfair
competition claim but maintained the balance ofdbeaplaint. The court denied the demurrer as taléornia securities law and fraud
claims, but dismissed the breach of fiduciary duigym against QCII with leave to amend. The colgt alismissed the claims against Robert
S. Woodruff and Robin R. Szeliga on jurisdictiogedunds. On or about July 25, 2003, plaintiff fiedrirst Amended Complaint. The
material allegations and the relief sought remaigely the same, but plaintiff no longer allegesmk against Mr. Woodruff and Ms. Szeliga
following the court's dismissal of the claims agaithem. CalSTRS reasserted its claim against @Cbreach of fiduciary duty as a claim of
aiding and abetting breach of fiduciary duty. Qfidd a second demurrer to that claim, and on Ndwemi 7, 2003, the court dismissed that
claim without leave to amend.

On November 27, 2002, the State of Nemsele(Treasury Department, Division of Investmeat)New Jersey, filed a lawsuit similar
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things, that QCII, certain of QClI'efier officers and certain current directors anchArtAndersen LLP caused QCIlI's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing fataeements about QCII's business, reve
and profits. As a result, New Jersey contendsithaturred hundreds of millions of dollars in less New Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; G8gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and alyecompensatory, consequential, incidental and
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punitive damages. On November 17, 2003, QCII fdadotion to dismiss. That motion is pending betbeecourt.

On January 10, 2003, the State UniversiRetirement System of Illinois, or SURSI, filethavsuit similar to the CalSTRS and New
Jersey lawsduits in the Circuit Court of Cook Counilynois. SURSI filed suit against QCII, certawfi QCII's former officers and certain
current directors and several other defendantkjdimg Arthur Andersen LLP and several investmeaaniks. On October 29, 2003, SURSI
filed a second amended complaint which alleges,ranother things, that defendants engaged in fraundwonduct that caused it to lose in
excess of $12.5 million invested in QCII's commtatk and debt and equity securities and that defietscengaged in a scheme to falsely
inflate QCII's revenues and decrease its expensasgroper conduct related to transactions withAhigona School Facilities Board,
Genuity, Calpoint LLC, KMC Telecom Holdings, INKPNQwest N.V., and Koninklijke KPN, N.V. The secoachended complaint purports
to state the following causes of action againstiQ@lviolation of the lllinois Securities Act;ificommon law fraud; (iii) common law
negligent misrepresentation; and (iv) violatiorsettion 11 of the Securities Act. SURSI seeks, aputher relief, punitive and exemplary
damages, costs, equitable relief, including anniciion to freeze or prevent disposition of the ddimnts' assets, and disgorgement. All the
individual defendants moved to dismiss the actigairast them for lack of personal jurisdiction. Tatel neither QCII nor the individual
defendants have filed a response to the seconddmedeomplaint, and the lllinois' court's schedweginot contemplate that answers or
motions to dismiss be filed until after the chadjen to jurisdiction have been resolved.

On October 22, 2001, a purported denreatiwsuit was filed in the United States Distf@aiurt for the District of Colorado, or the
Federal Derivative Litigation. On February 6, 2084hird amended complaint was filed in the FedBeivative Litigation, naming as
defendants certain of QCII's present and formeyatlirs and certain former officers and naming @Gla nominal defendant. The Federal
Derivative Litigation is based upon the allegatiomsde in the consolidated securities action aredjali, among other things, that the
defendants breached their fiduciary duties to @@lengaging in self-dealing, insider trading, ustlign of corporate opportunities, failing to
oversee implementation of securities laws that ipibmsider trading, failing to maintain appropedinancial controls within QCII, and
causing or permitting QCII to commit alleged setiesi violations, thus (1) causing QCII to be suadsiuch violations and (2) subjecting Q
to adverse publicity, increasing its cost of ragséapital and impairing earnings. On March 26, 2@0groposed fourth amended complaint
was filed in the Federal Derivative Litigation, whinames additional defendants, including a for@@tl officer, Citigroup Inc. and
corporations affiliated with Citigroup, Inc. Thegmosed fourth amended complaint contains allegaiioaddition to those set forth in the
third amended complaint, including that certainvrdlal defendants violated securities laws assaltef the filing of false and misleading
proxy statements by QCII from 2000 through 2003} #vat the Citigroup defendants aided and abetteadhes of fiduciary duties owed to
QCII. The Federal Derivative Litigation has beensalidated with the consolidated securities actitiaintiff seeks, among other remedies,
disgorgement of alleged insider trading profits.

On August 9, 2002, a purported derivalavesuit was filed in the Court of Chancery of State of Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of Delaware on or about August2ZZ)2. On October 30, 2002, these two
alleged derivative lawsuits, or collectively, thel®ware Derivative Litigation, were consolidatetieTSecond
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Amended Complaint in the Delaware Derivative Litiga was filed on or about January 23, 2003, nanamgefendants certain of QCII's
current and former officers and directors and ngn@€l1l as a nominal defendant. In the Second Amé@emplaint the plaintiffs allege,
among other things, that the individual defendafitdireached their fiduciary duties by allegedhgaging in illegal insider trading in QCII's
stock; (ii) failed to ensure compliance with fedemad state disclosure, aritaud and insider trading laws within QCII, resudfiin exposure
it; (i) appropriated corporate opportunities, wabcorporate assets and self-dealt in connectitimimvestments in initial public offering
securities through QCII's investment bankers; androproperly awarded severance payments to Q@&lttmer Chief Executive Officer,
Mr. Nacchio, and QCII's former Chief Financial @#r, Mr. Woodruff. The plaintiffs seek recoveryin€entive compensation allegedly
wrongfully paid to certain defendants, all sevempayments made to Messrs. Nacchio and Woodrsijodgement, contribution and
indemnification, repayment of compensation, injirectelief, and all costs including legal and aautiing fees. On March 17, 2003,
defendants moved to dismiss the Second Amended @ommr, in the alternative, to stay the actiés.described below, a proposed
settlement of the Delaware Derivative Litigatiorsheeen reached.

On each of March 6, 2002 and NovembeRPR2, a purported derivative action was filed ener District Court, which we refer to
collectively as the Colorado Derivative Litigatiddn February 5, 2004, plaintiffs in one of thessesdfiled an amended complaint naming as
defendants certain of QCII's current and formeicefs and directors and Anschutz Company, and @il as a nominal defendant. The
two purported derivative actions were consolidated~ebruary 17, 2004. The amended complaint allegaeng other things, that various of
the individual defendants breached their legaleduttd QCII by engaging in various kinds of selfldegs, failing to oversee compliance with
laws that prohibit insider trading and self-dealingd causing or permitting QCII to commit allegedurities laws violations, thereby causing
QCII to be sued for such violations and subjec@@jl to adverse publicity, increasing its costafmg capital and impairing earnings.

Beginning in May 2003, the parties to @@orado Derivative Litigation and the Delawareribative Litigation participated in a series
of mediation sessions with former United StategdrigisJudge Layn R. Phillips. On November 14, 2088a result of this process, the parties
agreed in principle upon a settlement of the clagserted in the Colorado Derivative Litigation simel Delaware Derivative Litigation,
subject to approval and execution of formal setietrdocuments, approval by the Denver District €and dismissal with prejudice of the
Colorado Derivative Litigation, the Delaware Detive Litigation and the Federal Derivative Litigati. From November 14, 2003 until
February 17, 2004, the parties engaged in commgwtations to resolve the remaining issues corogthe potential settlement. On
February 17, 2004, the parties reached a formpulstion of Settlement, which was filed with therer District Court. The stipulation of
settlement provides, among other things, thatpraped by the Denver District Court and upon disalisvith prejudice of the Delaware
Derivative Litigation and the Federal Derivativdigation, $25 million of the $200 million fund frothe insurance settlement with certain of
QCII's insurance carriers will be designated fer ¢ixclusive use of QCII to pay losses and QCII imifplement a number of corporate
governance changes. (The $200 million has beerglexctrust to cover losses QCII may incur andldisses of current and former directors
and officers and

42




others who release the carriers in connection thithsettlement.) The Stipulation of Settlement glsvides that the Denver District Court
may enter awards of attorneys' fees and costsrigatige plaintiffs’ counsel from the $25 million amounts not to exceed $7.5 million and
$125,000, respectively. On February 17, 2004, teever District Court entered a Preliminary Appro@atier and scheduled a hearing to 1
place on June 15, 2004, to consider final approf/ttie proposed settlement and derivative plasitfdunsels' request for an award of fees
and costs.

On or about February 23, 2004, plaintifthe Federal Derivative Litigation filed a motionthe United States District Court for the
District of Colorado to enjoin further proceedirrgfating to the proposed settlement of the Colofadavative Litigation, or alternatively, to
enjoin the enforcement of a provision in the Prademy Approval Order of the Denver District Courhieh plaintiff claims would prevent the
Federal Derivative Litigation from being prosecupehding a final determination of whether the set#ént of the Colorado Derivative
Litigation shall be approved. On March 8, 2004, itidividual defendants in the Federal Derivativédation filed a motion to stay all
proceedings in that action pending a determinaijothe Denver District Court whether to approve pheposed settlement of the derivative
claims asserted in the Colorado Derivative Litigati

Other Matters. In January 2001, an amended purported clagmammplaint was filed in Denver District Courtaagst QCII and
certain current and former officers and directardehalf of stockholders of U S WEST. The complaifeges that QCII had a duty to pay a
quarterly dividend to U S WEST stockholders of relcas of June 30, 2000. Plaintiffs further clairattthe defendants attempted to avoid
paying the dividend by changing the record datenfdoine 30, 2000 to July 10, 2000, a claim QCII e&nin September 2002, QClII filed a
motion for summary judgment on all claims. Plaistfiled a cross-motion for summary judgment orirtheeach of contract claims only. On
July 15, 2003, the court denied both summary judgnmmtions. Plaintiffs' claims for breach of fidaoy duty and breach of contract remain
pending. The case is now in the class certificasitage, which QCII is challenging.

Several purported class actions relatintpe installation of fiber optic cable in certaights-of-way were filed in various courts against
QCIl on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT€X{ass certification was denied in the Louisipreceeding and, subsequently,
summary judgment was granted in QCII's favor. A h@wisiana class action complaint has recently bigeth. Class certification was also
denied in the California proceeding, although giffsyhave filed a motion for reconsideration. Gaertification was granted in the lllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintiertige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightrtstall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@gsllI's right to install fiber optic cable in anight-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on th&intiffs' property. The Indiana action purpaxisbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana,
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Mississippi, Missouri, North Carolina, Oregon, So@arolina, Tennessee and Texas actions purpbe tm behalf of a class of such
landowners in those states, respectively. Theollimction purports to be on behalf of landowneljaeent to railroad rights-of-way over
which QCII's network passes in Illinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio and Wisto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a nafida class. The complaints seek damages on theafrtesspass and unjust enrichment, as
well as punitive damages. Together with some obther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters (except those indiana) in the United States District Court fog thorthern District of Illinois. On July 25,
2003, the court granted preliminary approval ofgshttlement and entered an order enjoining comgetass action claims, except those in
Louisiana. Accordingly, with the exception of theuisiana actions, all other right of way actions stayed. The settlement and the court's
injunction are opposed by some, but not all, ofglaéntiffs' counsel and are on appeal before #ee8th Circuit Court of Appeals. At this
time, QCII cannot determine whether such settleméhbe ultimately approved or the final cost bktsettlement if it is approved.

On October 31, 2002, Richard and Maraian@d, co-trustees of the R.M. Grand Revocable givirust, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court alleging that dhefendants violated state and federal securii®s bnd breached their fiduciary duty in
connection with an investment by the plaintiff gcarities of KPNQwest. QCIll is a defendant in fhissuit along with Qwest B.V., Joseph
Nacchio and John McMaster, the former PresidentGiridf Executive Officer of KPNQwest. The plaintiffist claims to have lo
$10 million in its investment in KPNQwest. On Jarnwa7, 2004, the Arizona Superior Court granted K3@hotion to dismiss the state and
federal securities law claims. On March 19, 200dingiffs filed a second amended complaint assgniolations of the securities laws and
other claims.

Note 17: Subsequent Events
Debi-related Matters

On May 1, 2004, we redeemed all of theOsillion outstanding principal on our 5.65% notlieee November 1, 2004 and all of the
$41 million outstanding principal amount on ourya$ar 5.5% debentures due June 1, 2005 at par brafeéibd interest ceased to accrue.

Dividends

In the first quarter of 2004, we declasedividend of $1.360 billion relating to net incerftom prior periods that was not declared or
paid as dividends in those periods. Through Ma30D4, $300 million of this dividend has been paid.

Legal Matters

On February 9, 2004, Stichting Pensioed$oABP ("SPA"), filed suit against QCII, certaih@CII's current and former directors,
officers and employees, as well as several othiendants, including Arthur Andersen LLP, Citigroimg. and various affiliated corporations
of Citigroup Inc., in the United States District@bfor the District of Colorado. SPA alleges thia defendants engaged in fraudulent cor
that caused SPA to lose more than $100 milliortedlto SPA's
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investments in QCII's equity securities purchasetgvben July 5, 2000 and March 11, 2002. The comipidieges, among other things, that
defendants created a false perception of QCllI'smees and growth prospects. SPA alleges claimsstg@lCll and certain of the individual
defendants for violations of sections 18 and 18¢lihe Exchange Act and SEC Rule 10b-5, violatioithe Colorado Securities Act and
common law fraud, misrepresentation and conspirélog.complaint also contends that certain of tliévidual defendants are liable as
“"control persons" because they had the power teecQCII to engage in the unlawful conduct alleggglaintiffs in violation of section 20(;
of the Exchange Act, and alleges other claims agaiefendants other than QCII. SPA seeks, amoreg thiings, compensatory and punitive
damages, rescission or rescissionary damages,ggeapnt interest, fees and costs. On April 19, 2@8fendants filed motions to dismiss
which are pending before the court.

On October 4, 2002, a putative classaatias filed in the federal district court for tBeuthern District of New York against Willem
Ackermans, the former Executive Vice President@hkf Financial Officer of KPNQwest, in which QGllas a major shareholder. The
complaint alleges, on behalf of certain purchas€PNQwest securities, that Ackermans engagedfiawulent scheme and deceptive
course of business in order to inflate KPNQwesenexe and securities. Ackermans was the only defémdaned in the original complaint.
On January 9, 2004, plaintiffs filed an amended glaint adding as defendants QCII, certain of QGdisner executives who were also on
the supervisory board of KPNQwest, and othersnEfts seek compensatory damages and/or rescissi@ppropriate against defendants, as
well as an award of plaintiffs' fees and costs.

On March 22, 2004, Shriners Hospital@hildren, or SHC, filed suit against QCII, certaifits former employees, and certain
unidentified persons in the District Court for figy and County of Denver. SHC alleges that theeddénts engaged in fraudulent conduct by
a variety of actions, including issuing false angdleading financial statements. The complaint @teglaims against QCII and the other
defendants based upon Colorado state securitiess tammon law fraud, and negligent misrepresemtag¢iC alleges damages of
$17 million. SHC seeks compensatory and punitivealiges, interests, costs and attorneys' fees. Oh1§p2004, defendants removed this
case to the United States District Court for thstiit of Colorado where it is now pending.

On or about March 30, 2004, Teachersr&atnt System of Louisiana, or TRSL, filed suiaisgt QCII in the District Court for the
City and County of Denver. The allegations of tHRSL complaint are substantially the same as thdikd against QCII by SHC, except
that TRSL alleges damages of $17 to 23 million.Apnil 16, 2004, defendants removed this case tdJhited States District Court for the
District of Colorado where it is now pending.
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Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(Dollars in millions)

2003

Operating revenu $ 2,751 $ 2,701 $ 2,71C  $ 2,631 $ 10,81
Operating incom: 68¢ 581 57t 46¢ 2,312
Net income 522 24¢ 86 19: 1,05C
2002

Operating revenu $ 2917 % 2,858 % 2807 $ 2,80C $ 11,37¢
Operating income (lost 822 64% 67€ 807 2,95(
Net income (loss 37C (259 303 38t 80¢%
First Quarter 2003

Includes $219 million of net income doehe cumulative effect of change in accountingggle.
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