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PROSPECTUS

$1,150,000,000

Qwest Corporation

Exchange Offer for All Outstanding

7.625% Notes due 2015
(CUSIP Nos. 74913GAH8 and U7490RAE9)
for new 7.625% Notes due 2015
that have been registered under the Securities Acif 1933

and

Floating Rate Notes due 2013
(CUSIP Nos. 74913GAL9 and U7490RAF6)
for new Floating Rate Notes due 2013
that have been registered under the Securities Actf 1933

This exchange offer will expire at 5:00 p.m., Nework City time,
on February 1, 2006, unless extended.

The Exchange Notes:

. The terms of the registered 7.625% Notes due 20di5-fating Rate Notes due 2013 to be issued ietbbange offer are substantie
identical to the terms of the outstanding 7.625%eNaue 2015 and Floating Rate Notes due 2013ctegply, except that the transfer
restrictions, registration rights and additionaenest provisions relating to the outstanding netiflsnot apply to the exchange notes.

. We are offering the exchange notes pursuant tgiatration rights agreement that we entered intooimnection with the issuance of 1
outstanding notes.

Material Terms of the Exchange Offer:

. The exchange offer expires at 5:00 p.m., New Yaitl tme, on February 1, 2006, unless extent

. Upon expiration of the exchange offer, all outstagdotes that are validly tendered and not withalravill be exchanged for an eqt
principal amount of the applicable series of exgjeanotes.

. You may withdraw tendered outstanding notes attang prior to the expiration of the exchange of

. The exchange offer is not subject to any minimunaés condition, but is subject to customary coodii

. The exchange of the exchange notes for outstamdites will not be a taxable exchange for U.S. Fddecome tax purposes.

. There is no existing public market for the outsiagdotes or the exchange notes. We do not inteflidttthe exchange notes on any

securities exchange or quotation system.
See "Risk Factors" beginning on page 13.

Neither the Securities and Exchange Commissiorangistate securities commission has approved apgioved of these securities or
passed upon the adequacy or the accuracy of tlisgactus. Any representation to the contrary isimioal offense

Prospectus dated December 30, 2
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We have not authorized anyone to give any informatin or make any representation about us or the excimge notes that is
different from or in addition to that contained in this prospectus. Therefore, if anyone does give yonformation of this sort, you should
not rely on it as authorized by us. If you are in gurisdiction where offers to sell, or solicitatiors of offers to purchase, the securities
offered by this prospectus are unlawful, or if youare a person to whom it is unlawful to direct thesgypes of activities, then the offer
presented in this prospectus does not extend to yoviou should assume that the information containeth this prospectus is accurate
only as of the date on the front of this prospectysegardless of the date of delivery of this prosmtus or the sale of the securities made

hereunder.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special répand other information with the Securities andhltange Commission, or SEC. QC's SEC
filings are available to the public over the Intetrat the SEC's web site at http://www.sec.gov. ¥ay also read and copy any document that
we file with the SEC at the SEC's public refereramm located at 100 F Street, NE, Washington, R(549. Please call the SEC at 1-800-
SEC-0330 for further information on the operatidith@ public reference room. In addition, our ulita parent, Qwest Communications
International Inc., also files reports and othdoiimation with the SEC and investors are encouragedview these filings as well.

We will provide without charge to each merso whom a copy of this prospectus has beeneteliy who makes a written or oral reque
copy of our filings and any and all of the docunsengferred to herein, including the registratiaghts agreements and the indenture for the
notes, which are summarized in this prospectusyiitjng or calling us at the following address elephone number.

Corporate Secretary
Qwest Corporation
1801 California Street
Denver, Colorado 80202
(303) 992-1400




In order to ensure timely delivery, you must requessthe information no later than five business daydefore the expiration of the
exchange offer.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains and may refertgalbcuments that contain forward looking statemaibut our financial condition, results of
operations and business. These statements ineuoumg others:

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

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

These statements may be made expresdtjsiptospectus or may be incorporated by referemother documents we have filed or will
file with the SEC. You can find many of these stagats by looking for words such as "may," "coulgtould,” "plan,” "believes," "expects,"
"anticipates,” "estimates" or similar expressiossdiin this prospectus or in documents incorporye@ference in this prospectus.

These forward looking statements are stilbigesumerous assumptions, risks and uncertaittietsmay cause our actual results to be
materially different from any future results exmed or implied by us in those statements. Somkesfet risks are described below under "Risk
Factors" and "Management's Discussion and Anatfdidnancial Condition and Results of Operations."

These risk factors should be considerembimection with any subsequent written or oral mMlooking statements that we or persons
acting on our behalf may issue. Given these unictiga, we caution investors not to unduly relyaunr forward-looking statements. We do not
undertake any obligation to review or confirm astdyexpectations or estimates or to release pylaliy revisions to any forward looking
statements to reflect events or circumstances thitedate of this prospectus or to reflect the gerice of unanticipated events. Further, the
information contained in this prospectus is a stetet of our intention as of the date of this praspg and is based upon, among other things,
the existing regulatory environment, industry caiodis, market conditions and prices, the econongeimeral and our assumptions as of such
date. We may change our intentions, at any timevdtitbut notice, based upon any changes in sudbrgadn our assumptions or otherwise.




GLOSSARY OF TERMS

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

. Access Lines Telephone lines reaching from the customegmfses to a connection with the public switchdelpieone
network. When we refer to our access lines we nadlasur mass markets, wholesale and business alicessincluding those
used by us and our affiliates.

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

. Bell Operating Company (BO(.  As defined in the Telecommunications Act 09@9the term includes Qwest Corporation
the successor to U S WEST Communications, Inc. UtideTelecommunications Act of 1996, "Bell OpargtCompany" also
would include any successor or assign of Qwest @atjon that provides wireline telephone excharegeise.

. Competitive Local Exchange Carriers (CLE(. Telecommunications providers that compete witlin providing local voic
services in our local service area.

. Customer Premises Equipment (CPE)Telecommunications equipment sold to a custposeially in connection with our
providing telecommunications services to that aogo

. Dedicated Internet Access (DIA) Internet access ranging from 128 kilobits gerond to 2.4 gigabits per second.

. Digital Subscriber Line (DSL) A technology for providing high-speed data commications over telephone lines.

. Frame Relay. A high speed switching technology, primariged to interconnect multiple local networ

. Incumbent Local Exchange Carrier (ILE. A traditional telecommunications provider, Buas Qwest Corporation, that, pr

to the Telecommunications Act of 1996, had the esigk right and responsibility for providing lodelecommunications
services in its local service area.

. Integrated Services Digital Network (ISD. A telecommunications standard that uses digggasmission technology
support voice, video and data communications agfitins over regular telephone lines.

. Interexchange Carriers (IXC:.. Telecommunications providers that provide -distance services to end users by hanc
calls that are made from a phone exchange in orfleALtA an exchange in another LATA or between exdeanwithin a LATA.

. InterLATA long-distance services Telecommunications services, including "80&%&es, that cross LATA boundaries.

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

. Internet Protocol (IP) A protocol for transferring information acrase Internet in packets of data.

. Internet Service Providers (ISPs) Businesses that provide Internet access &l meistomers.

. IntraLATA lon¢-distance service. These services include calls that terminatside a caller's local calling area but witl

their LATA, including wide area telecommunicaticsservice or "800" services for customers with gepgigally highly
concentrated demand.




Local Access Transport Area (LAT. A geographical area in which telecommunicagiproviders may offer services. Thi
are 163 LATAs in the United States and 27 in ocelservice area.

Local Calling Area. A geographical area, usually smaller than & RAwithin which a customer can make telephonescall
without incurring long-distance charges. Multipbe4l calling areas generally make up a LATA.

Private Lines. Direct circuits or channels specifically deatied to the use of an e-user organization for the purpose
directly connecting two or more sites.

Public Switched Telephone Network (PSTN)The worldwide voice telephone network thaddsessible to every person with a
telephone and a dial tone.

Unbundled Network Elements (UNEs) Platform (UNE-PDiscrete elements of our network that are solgtased to
competitive telecommunications providers, and thay be combined to provide their retail telecommations services.

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

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




PROSPECTUS SUMMARY

The following summary contains basic infation about us and this exchange offer, but doesorain all the information that may be
important to you. For a more complete understandfrtgis exchange offer, we encourage you to readentire prospectus and the documents
we refer you to. You should carefully consider itifermation set forth under "Risk Factors.” In aduh, certain statements are forward look
statements, which are subject to risks and unceigai See "Special Note Regarding Forward-Lool8tegements." All financial data provided
in this prospectus are the financial data of QCitsmdonsolidated subsidiaries, unless otherwiselased.

As used in this prospectus, unless theestmtherwise requires or indicates:

. "notes" refers to the outstanding notes and theage notes offered in the exchange offer, collelti

. "QC" and "Qwest" refer to Qwest Corporation, a Cattw corporation, which is the issuer of the notes;

. "QSC" refers to Qwest Services Corporation, a Cdim@orporation, which is the direct parent of (

. "QCII" refers to Qwest Communications Internatiohad., a Delaware corporation, and its consolidatgsidiaries, including

QSC, QCF, QCC and QC;

. "QCF" refers to Qwest Capital Funding, Inc., a Cadtar corporation, which is a wholly owned financbsdiary of QCII;

. "QCC" refers to Qwest Communications CorporatioDgiaware corporation, which is another wholly owsebsidiary o
QSC;

. "we," "us," and "our" refer to QC and its consolethsubsidiaries

. "audited consolidated financial statements" referuoaudited consolidated financial statementsHerfiscal years ende

December 31, 2004, 2003 and 2002, which are cadadmthis prospectus;

. "unaudited consolidated financial statements" refayur unaudited consolidated financial statemémtthe nine month periods
ended September 30, 2005 and 2004, which are cexdt# this prospectus; and

. "consolidated financial statements"” refer generallgur audited and unaudited consolidated findst&ements.

The Company

We provide local telecommunications andtedl services, IntraLATA long-distance services dait services within our local service
area, which consists of the 14-state region of&u& Colorado, Idaho, lowa, Minnesota, Montana,riigka, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyonihg.operations are included in the consolidatestatons of our ultimate parent,

QCIl, and generally account for the majority of @€tonsolidated revenue. Our telecommunicationglyets and services are provided
through our traditional telephone network locatethin our local service area. In addition to oueogtions, QCIl maintains a wireless business
(comprised of the wireless operations we transfietoean affiliate in May 2004) and a national filogtic network. Through its fiber optic
network, QCII provides certain long-distance sezgsiand data and Internet access services that wetgwovide.
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We market and sell our products and sesvicanass markets and business customers. In ¢iem@ranass markets customers include
consumers and small businesses, and our busingssmars fall into the following categories:

. national and global businesses;
. governmental entities; ar
. public and private educational institutio

We also provide our products and servioagther telecommunications providers, includingliated entities, who purchase our products
and services on a wholesale basis. We seek toglissh ourselves from our competitors through eeent and continuing customer service
initiatives.

Recent Developments

QSC Tender Offer. On December 1, 2005, QSC completed a cashneffde (the "QSC Tender Offer") for the approximigt
$2.232 billion outstanding principal amount of1£3.50% Senior Subordinated Secured Notes due 2080%3.50% QSC Notes"), the
approximately $641 million outstanding principal @mt of its 14.00% Senior Subordinated Secured Ndte 2014 (the "14.00% QSC
Notes") and the approximately $52 million outstawdprincipal amount of its 13.00% Senior SubordidaBecured Notes due 2007 (
"13.00% QSC Notes," and together with the 13.50% QiBtes and the 14.00% QSC Notes, the "Existing QBtes"). QSC accepted tenders
of approximately $2.211 billion aggregate principaiount of the 13.50% QSC Notes for $2.673 billiaoluding accrued interest of
$125 million, approximately $641 million aggregaténcipal amount of the 14.00% QSC Notes for $83ifian, including accrued interest of
$38 million, and approximately $52 million aggregatrincipal amount of the 13.00% QSC Notes for $ifion, including accrued interest of
$3 million. In connection with the QSC Tender Off&¢SC also solicited and received consents (i) feomajority in aggregate principal
amount of all holders of the Existing QSC Notedjngtogether as a single group, to the adoptioproposed amendments to remove or
modify substantially all of the restrictive covetsmim the indenture governing the Existing QSC Ndthe "Covenant Amendment Consent"”)
and (i) from 662/ 3% in aggregate principal amount of all holders risEng QSC Notes, voting together as a single groo the release of
collateral securing the Existing QSC Notes andcthiateral securing the guarantees thereof by @@4# "Collateral Release Consent").
Concurrently with the release of all liens secutimg Existing QSC Notes in connection with the @llal Release Consent, pursuant to the
terms of the applicable indentures all liens sexuriotes issued by QCII and QSC's guarantees e§ isgued by QCII were also released.
Upon completion of the QSC Tender Offer and in adance with the applicable indentures, the subattin provisions of the QSC guarant
of debt securities of QCII were terminated. The Q@ft@rantees of QCII debt securities now rpaki passuin right of payment with all existir
and future senior unsecured obligations of QSCranH senior in right of payment to all existing dntlre obligations of QSC that are
expressly subordinated to such QSC guarantees.c@lB@ the remaining 13.00% QSC Notes for redemptio December 15, 2005, which
was the earliest redemption date for such seriestafs.

QCII Convertible Senior Note Offering.On November 8, 2005, QCII completed an offelan@1.265 hillion aggregate principal amount
of 3.50% Convertible Senior Notes due 2025 (the [l@gfering").

Settlement of Consolidated Securities ActioOn October 31, 2005, QCII and the putativexlapresentatives in the consolidated
securities action pending in federal district conr€oloradoJn re Qwest Communications International Inc. Sé@s Litigation,entered into
Memorandum of Understanding to settle that casactordance with the terms of the Memorandum ofdgstdnding, on November 23, 2005,
QCII, certain other defendants, and the putatiss<tepresentatives entered into and filed wittigtieral district court in Colorado a
Stipulation of Partial Settlement providing




for the proposed settlement of the case. Undepithgosed settlement agreement, QCII would paya ¢6t5400 million in cash—I00 million
30 days after preliminary approval of the proposetilement by the federal district court in Colara#100 million 30 days after final approval
of the settlement by the court, and $200 millionJanuary 15, 2007, plus interest at 3.75% per arouthe $200 million between the date of
the final approval by the court and the date ofnpayt. The proposed settlement agreement woule gbélindividual claims of the putative
class representatives and the claims of the diegspurport to represent against QCII and all dediats other than two former executive
officers of QCII. The proposed settlement agreengestibject to a number of conditions and futunetiogencies as described in "Business—
Legal Proceedings" in this prospectus. See "Busiresgal Proceedings" in this prospectus for a disicun of this lawsuit and other litigation
matters.

QSC Credit Facility. On October 21, 2005, QSC and QCII enteredar$850 million revolving credit facility that withature on
October 21, 2010 (the "2005 QSC Credit Facilityfl@ancelled QSC's $750 million revolving creddility. The 2005 QSC Credit Facility is
currently undrawn.

Corporate Information

We were incorporated in 1911 under the lafitbe State of Colorado. We are wholly owned 8GQwhich is wholly owned by QCII.
Pursuant to a merger between QCIl and U S WEST(ThcS WEST") (our pre-merger parent) on JuneZB®0, which we refer to as the
Merger, QCII acquired all the operations of U S WES its subsidiaries and we became an indireotlwbwned subsidiary of QCII.

Our principal executive offices are locaééd.801 California Street, Denver, Colorado 8020%] our telephone number is (303) 99O
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QCIlI's Corporate Structure

The following chart illustrates, on a poorha basis, the corporate structure and debt dizptian of QCIl and its consolidated subsidia

as of September 30, 2005, as adjusted for thevioily

. the QCII Offering;

. the QSC Tender Offer; and

. the call on December 15, 2005 and redemption oL&he0% QSC Notes that remained outstanding dfeeconsummation ¢

the QSC Tender Offer (the "QSC Call").

This chart also reflects the entry into 2005 QSC Credit Facility, which is currently ungra This chart is provided for illustrative
purposes only and does not represent all legaientf QCIl and its consolidated subsidiariesIbolligations of such entities. For more

information on our outstanding indebtedness, sesstbption of Other Indebtedness."

Total Consolidated Debt: $15.5 billion (pro forma)()

Qwest Communications
International Inc, all— 53,942 million of existing senior notes™

("QCIr”)

Owest Capital
Funding, Inc.
("QCF")

OQwest Services
Corporation
("QSC")

off—— 3550 million credin Facility (undriwn)”’

4521 n)'illion of senior subordinated

nokes

I

53,474 million of senior nnl('.w"“

Owest Communications
Corporation
("QCC")

Qwest
Caorporation
("QC")
{Issuer of the notes)

|

2304 million of semiar notes

1) Total consolidated debt consists of the face vafuetal current and lor-term borrowings of QCII and its consolidated suizsids,
adjusted for the QCII Offering, the QSC Tender ©&nad the QSC Call, and further adjusted for a cédn of $70 million, which is the

!

51,150 million of the notes
S1000 million of term loans™
5638 million of other notes™

amount by which net unamortized debt discountsestam debt exceed our capital lease obligationsadher notes payable.
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@)

4)
©®)
(6)

Includes $2,644 million in aggregate principal amioef notes guaranteed by QSC. The QSC guaranteessenior unsecurt
obligation of QSC.

The 2005 QSC Credit Facility is secured by a firsdrity lien on the stock of QC and all debt owedQSC (the "QSC Collateral”). The
2005 QSC Credit Facility is currently undrawn asdherefore not reflected in QCIlI's total consdkdbdebt (pro forma).

The Existing QSC Notes are guaranteed by QCII aG#& @n a senior unsecured ba
The QCF senior notes are guaranteed by QCII omiarsensecured basis.

All existing indebtedness for borrowed money of @@Qnsecured and ranks pari passu with the notes.
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Summary of the Exchange Offer

The following is a summary of the principal ternishe exchange offer. A more detailed descriptiocantained in the section "The
Exchange Offer." The term "outstanding notes" refmllectively to QC's outstanding 7.625% Notes 2ukE5 and Floating Rate Notes d
2013, all of which were issued on June 17, 200&.t€hm "exchange notes" refers collectively to QUR5% Notes due 2015 and Floating
Rate Notes due 2013 offered by this prospectughwiive been registered under the Securities At988, as amended, or the Securities
The term "indenture” refers to the indenture thavgrns both the outstanding notes and the exchaotgs.

The Exchange Offe

Expiration Date

Conditions to the Exchange Offer

Procedures for Tendering Outstanding Notes

QC is offering to exchange $1,000 principal amafreach series of its exchan
notes, which have been registered under the Sesubitt, for each $1,000
principal amount of the corresponding series o$tautding notes. As of the date of
this prospectus, $400 million aggregate principabant of 7.625% Notes is
outstanding and $750 million aggregate principaban of Floating Rate Notes is
outstanding. QC issued the outstanding notes nivatp transaction for resale
pursuant to Rule 144A of the Securities Act. Threnteof each series of the
exchange notes are substantially identical toeghmg of the corresponding serie
outstanding notes, except that the transfer réistnis, registration rights and rights
to increased interest in addition to the stateer@st rate on the outstanding notes
("Additional Interest") provisions relating to tleitstanding notes will not apply to
the exchange note

In order to exchange your outstanding notes foharge notes, you must properly
tender them before the expiration of the excharifgpe.(

The exchange offer will expire at 5:00 p.m., Newk €ity time, on February 1,
2006, unless the exchange offer is extended, ichwvtase, the expiration date will
be the latest date and time to which the exchaffgeis extended. See "The
Exchange Offe—Terms of the Exchange Offer; Expiration Dal

The exchange offer is subject to customary coniitisee "Exchange Offer—
Conditions to the Exchange Offer," some of whichmaesy waive in our sole
discretion. The exchange offer is not conditionpdruany minimum principal
amount of outstanding notes being tende

You may tender your outstanding notes through bexaky transfer in accordance
with The Depository Trust Company's Automated Ter@er Program, known ¢
ATOP. If you wish to accept the exchange offer, yaust:

. complete, sign and date the accompanying lettemogmittal, or a
facsimile of the letter of transmittal, in accordarwith the instructions
contained in the letter of transmittal, and maibtirerwise deliver the
letter of transmittal, together with your outstarglnotes, to the exchange
agent at the address set forth under "The Exch@rfige—The Exchange
Agent;" or

Guaranteed Delivery Procedures

. arrange for The Depository Trust Company to trabhsotihe exchange
agent certain required information, including aeratts message forming
part of a book-entry transfer in which you agrebédound by the terms
of the letter of transmittal, and transfer the taniding notes being
tendered into the exchange agent's account at €peditory Trust
Company.

You may tender your outstanding notes for exchamages in whole or in part in
integral multiples of $1,00(

See "The Exchange Of—How to Tender Outstanding Notes for Exchan
If you wish to tender your outstanding notes antktivill not permit your required

documents to reach the exchange agent by the &grpidate, or the procedures for
book-entry transfer cannot be completed by theratipn date, you may tender



Special Procedures for Beneficial Owners

Withdrawal of Tenders

Acceptance of Outstanding Notes and Delivery of
Exchange Notes

your outstanding notes according to the guarandeédery procedures describec
"The Exchange Off—Guaranteed Delivery Procedure

If you beneficially own outstanding notes registeire the name of a broker, dea
commercial bank, trust company or other nomineeyaudwish to tender your
outstanding notes in the exchange offer, you shooiidact the registered holder
promptly and instruct it to tender on your beh&ke "The Exchange Offer—How
to Tender Outstanding Notes for Exchang

You may withdraw your tender of outstanding noteargy time on or prior to 5:00
p.m., New York City time, on the expiration datedsfivering a written notice of
withdrawal to the exchange agent in conformity witd procedures discussed
under "The Exchange Oft—Withdrawal Rights.'

Upon consummation of the exchange offer, QC witlegot any and all outstanding
notes that are properly tendered in the excharfge ahd not withdrawn prior to
5:00 p.m., New York City time, on the expiratiort&larhe exchange notes issued
pursuant to the exchange offer will be delivereohpptly after acceptance of the
tendered outstanding notes. See "The Exchange-Offerms of the Exchange
Offer; Expiration Date.'

Registration Rights Agreement

Resales of Exchange Notes

We are making the exchange offer pursuant to thistration rights agreement that
we entered into in June 2005 with the initial p@asdrs of the outstanding not

We believe that the exchange notes issued in tbieagge offer may be offered for
resale, resold or otherwise transferred by youmutitompliance with the
registration and prospectus delivery requiremehthe Securities Act, provided
that:

. you are not an "affiliate" of our.

. the exchange notes you receive pursuant to theaagehoffer are being
acquired in the ordinary course of your busin

. you have no arrangement or understanding with @nyom to participat
in the distribution of the exchange notes issuegbtoin the exchange
offer;

. if you are not a broker-dealer, you are not engageand do not intend to
engage in, a distribution of the exchange notegeidén the exchange
offer; and

. if you are a broker-dealer, you will receive thelange notes for your
own account, the outstanding notes were acquiregbbyas a result of
marketmaking or other trading activities, and you willider a prospectt
when you resell or transfer any exchange notegissuthe exchange
offer. See "Plan of Distribution" for a descriptiofithe prospectus
delivery obligations of brok-dealers in the exchange off

If you do not meet these requirements, your resfllbe exchange notes must
comply with the registration and prospectus delivequirements of the Securities
Act.

Our belief is based on interpretations by the siththe SEC, as set forth in no-
action letters issued to third parties. The stathe SEC has not considered this
exchange offer in the context of a no-action letd@d we cannot assure you that
the staff of the SEC would make a similar determidmawith respect to this
exchange offer

If our belief is not accurate and you transfer achange note without delivering a
prospectus meeting the requirements of the federlrities laws or without an



exemption from these laws, you may incur liabilityder the federal securities
laws. We do not and will not assume, or indemnify yagainst, this liability

See "The Exchange Of—Consequences of Exchanging Outstanding No




Consequences of Failure to Exchange Your Outstg
Notes

Exchange Agent

Certain Federal Income Tax Consequences

If you do not exchange your outstanding notes énekchange offer, your
outstanding notes will continue to be subject ®nbstrictions on transfer provided
in the outstanding notes and in the indenture elmegal, the outstanding notes may
not be offered or sold unless registered or solltimnsaction exempt from
registration under the Securities Act and applieaiate securities laws. If a
substantial amount of the outstanding notes is@xgéd for a like-amount of the
exchange notes the liquidity and the trading maideyour untendered outstandi
notes could be adversely affect

See "The Exchange Offer—Consequences of FailuEx¢bange Outstanding
Notes."

The exchange agent for the exchange offer is UaBkBlational Association. For
additional information, see "The Exchange Offer—amge Agent" and the
accompanying letter of transmitt;

The exchange of your outstanding notes for exchanggs will not be a taxable
exchange for United States federal income tax mepdou should consult your
own tax advisor as to the tax consequences to yofitbe exchange offer, as we
as tax consequences of the ownership and dispositiof the exchange notes:or
additional information, see "Certain United Statesleral Income Tax
Considerations.
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Summary of the Terms of the Exchange Notes

The terms of the exchange notes are substanti@lgame as the outstanding notes, except thatethsfér restrictions, registration righ
and Additional Interest provisions relating to thetstanding notes will not apply to the exchangesorhe following is a summary of the
principal terms of the exchange notes. A more titalescription is contained in the section "Degtian of the Notes" in this prospect

Issuer Qwest Corporatiol

Notes Offerec $400 million aggregate principal amount of 7.625%té¢ due 2015; ar
$750 million aggregate principal amount of FloatRate Notes due 201

Maturity Date The 7.625% Notes will mature on June 15, 2(

The Floating Rate Notes will mature on June 1532

Interest Payment Datt For the 7.625% Notes, June 15 and December 15cbfyezar.
For the Floating Rate Notes, March 15, June 15teBeper 15 and December 15 of
each year

Optional Redemption We have the option to redeem all or a portion efit625% Notes at any time at a

redemption price equal to the greater of (i) 10G%heir principal amount or (ii)
the discounted present value of 100% of their pedcamount and remaining
scheduled interest payments, in either case plrsied and unpaid interest to the
redemption date. See "Description of the N—Optional Redemption.

The Floating Rate Notes are not subject to redempgiior to maturity

Ranking The notes are our unsecured general obligationsaidequally with all other
unsecured and unsubordinated indebtedness o

Covenants The indenture governing the notes contains covertaat, among other things,
limit our ability and the ability of our restrictenlibsidiaries tc

. create liens; an
. merge, consolidate or sell substantially all of assets

These covenants are subject to a number of impaytadifications and limitation:
See "Description of the Notes

Form and Denominatio The exchange notes will be initially issued onlythe form of global note:
Except as otherwise provided under the indentwielens of the exchange notes
will not be entitled to receive physical deliverydefinitive exchange notes or to
have exchange notes issued and registered inrtaigies and will not be conside
the owners of the exchange notes under the indegturerning the note

Interests in the global notes will be issued inimiim denominations of $1,000
and integral multiples of $1,00

Risk Factors See "Risk Factors" for a discussion of certain risk you should carefully
consider.
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Summary Historical Consolidated Financial and OtherData

The following summary historical consoligdtfinancial data for the nine-month periods enSlegtember 30, 2005 and 2004 and as of
September 30, 2005 are derived from, and qualbieceference to, our unaudited condensed consetidaiancial statements included in this
prospectus. The summary historical consolidateahfiial data for each of the years in the three-pedod ended December 31, 2004 and as of
December 31, 2004 and 2003 are derived from, andwealified by reference to, our audited consoéiddinancial statements contained in this
prospectus. This summary financial data shouldcebd in conjunction with, and are qualified in thentirety by reference to, "Management's
Discussion and Analysis of Financial Condition &webults of Operations” and our consolidated fir@rstatements and related notes, all of
which are included in this prospectus. Our unadditendensed consolidated financial statements be&e prepared on the same basis as our
audited consolidated financial statements andjéropinion of management, include all adjustmertasisting only of normal recurring
adjustments, considered necessary for a fair pratsem of our financial condition and results ofeogtions for such periods. Operating results
for the nine months ended September 30, 2005 dneenessarily indicative of the results that magkeected for the year ending
December 31, 2005.

Nine Months Ended

September 30, Year Ended December 31
2005 2004 2004 2003 2002
(Unaudited)

(Dollars in millions)

Consolidated Statement of Operations Date

Operating revenu $ 7561 $ 7,741 $ 10,33! $ 10,81: $ 11,37¢
Operating expenst 5,92 6,04: 8,01¢ 8,49¢ 8,42¢
Operating incomi 1,641 1,69¢ 2,31t 2,31z 2,95(
Income from continuing operatiol 722 T7€ 1,044 1,08: 1,50z
Net income(1 72z 72t 991 1,05(C 80t
As of December 31,
As of
September 30, 200 2004 2003
(Unaudited)
(Dollars in millions)

Consolidated Balance Sheet Date

Cash and cash equivale $ 317 $ 34z % 65¢

Short term investmen 69 20¢€ 258

Total asset 18,12: 19,59( 21,931

Total debt(2] 7,68¢ 7,66( 7,75¢

Total stockholder's equi 2,87¢ 3,604(3) 3,07
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Nine Months Ended
September 30, Year Ended December 31

2005 2004 2004 2003 2002

(Unaudited)

(Dollars in millions)

Other Financial Data:

Cash provided by operating activiti $ 251 $ 2,34 $ 3,31¢ $ 482¢ $ 4,562
Cash used for investing activiti (690) (1,009) (1,389 (1,939 (2,519
Cash used for financing activiti (1,84% (1,685 (2,249 (2,45¢) (1,959
Capital expenditure 854 1,13 1,437 1,63¢ 1,74¢
Cash dividends declar¢ 1,45( 2,66¢ 2,66¢ 2,30¢ 80¢
Cash generated (utilized) by discontinued operal — — — 5) 6
Nine Months Year Ended December 31,
Ended
September 30,
2005 2004 2003 2002 2001 2000
Ratio of earnings to fixed charges (unaudited 3.3x 3.7x 3.7x 4.8x 5.8x 4.7x

(1)  Amounts that follow in this footnote are on an e basis.
. 2004 net income includes impairment charges ofriBéon and a net charge of $38 million for restiwing and other charge

. 2003 net income includes a charge of $35 millianréstructuring activities and a $219 million ctefdr cumulative effect of .
change in accounting principle.

. 2002 net income includes a net charge of $9 mililrMerge-related, restructuring and other (credi

(2) Total debt consists of the face value of total enriand long term borrowings of QC and its constéid subsidiaries, plus capital le:
obligations and notes payable, net of discountsprechiums. Total debt does not include dividendsapke.

(3)  Total stockholder's equity includes the impactmkguity infusion of $2.185 billion in the quareded June 30, 2004.
4) "Earnings" for the purpose of this ratio are untediand are computed by adding income before indawes, discontinued operatiol
cumulative effect of changes in accounting priresphnd fixed charges (excluding capitalized intgré&Sixed charges” consist of

interest (including capitalized interest) on indebtess, the interest factor on rentals and unaredrfremiums, discounts and
capitalized expenses related to indebtedness.
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RISK FACTORS

The exchange notes involve substantial risks sirtdléhose associated with the outstanding notesuriderstand these risks you should
carefully consider the risk factors set forth beld@gether with all of the other information inclkedi or incorporated by reference in this
prospectus

Risks Relating to the Exchange
We cannot assure you that an active trading markat the exchange notes will exist if you desiredell the exchange notes.

There is no existing public market for thegstanding notes or the exchange notes. We dmteotd to apply for listing of the exchange
notes on a securities exchange or quotation sydtemliquidity of any trading market in the exchangptes, and the market prices quoted for
the exchange notes, may be adversely affected doygels in the overall market for these types of s, and by changes in our and QCII's
financial performance or prospects or in the prospfor companies in our industry generally. Agsult, we cannot assure you that you will be
able to sell the exchange notes or that, if yousanyour exchange notes, you will be able to thglm at an acceptable price.

You may have difficulty selling any outstanding rest that you do not exchange.

If you do not exchange your outstandingeadbr exchange notes in the exchange offer, ydicantinue to hold outstanding notes sub
to restrictions on their transfer. Those transéstrictions are described in the indenture goverttie outstanding notes and in the legend
contained on the outstanding notes, and arose beweeel originally issued the outstanding notes uadezxemption from the registration
requirements of the Securities Act.

In general, you may offer or sell your datgling notes only if they are registered underSbeurities Act and applicable state securities
laws, or if they are offered and sold under an gx@mn from those requirements. We do not curreimtignd to register the outstanding notes
under the Securities Act or any state securities |df a substantial amount of the outstanding iigeexchanged for a like-amount of the
exchange notes issued in the exchange offer,qbélity of your outstanding notes could be adverséfected. See "The Exchange Offer—
Consequences of Failure to Exchange OutstandingsNar a discussion of additional consequencédailifig to exchange your outstanding
notes.

Risks Relating to the Notes

QCII's high debt levels, the restrictive terms ¢ idebt instruments and the substantial litigatipending against it pose risks to our viability
and may make us more vulnerable to adverse econanid competitive conditions, as well as other acheedevelopments.

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of September 35, 2ur consolidated debt was $7.7 billion,
which is included in QCII's total consolidated deb$17.2 billion as of such date. A consideraliteant of our and QCIlI's debt obligations
comes due over the next few years. While we cugrémlieve we will have the financial resourcesrteet our obligations when they come ¢
we cannot anticipate what our or QCII's future dtad will be. We may have unexpected costs anilliées and we may have limited access
to financing.

In addition to our periodic need to obthirancing in order to meet our debt obligationsres come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotie@ale of assets) if cash provided by our
and QClIlI's operations does not improve, if revegiug cash provided by operations decline, if econaranditions weaken, if competitive
pressures increase or if we or QCIl become subjesignificant judgments and/or settlements aérrtiscussed in "Business—Legal
Proceedings" and in
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"Management's Discussion and Analysis of FinanC@tdition and Results of Operationgiguidity and Capital Resources” in this prospec
We can give no assurance that such additional dingrwill be available on terms that are acceptahleo, we may be impacted by factors
relating to or affecting QCII's liquidity and caglitesources due to perception in the market, itspat credit ratings, or provisions in our and
QCII's financing agreements that may restrict ¢exibility under certain conditions.

The 2005 QSC Credit Facility has a crogsmnt default provision, and the 2005 QSC Creddilfg and certain other debt issues of
QCIl and its other subsidiaries have cross acdierarovisions. When present, such provisions @étalve a wider impact on liquidity than
might otherwise arise from a default or acceleratiba single debt instrument. As a wholly owneldssdiary of QCIl and QSC, any such event
could adversely affect our ability to conduct besis or access the capital markets and could adyérggact our credit ratings.

In addition, the 2005 QSC Credit Facilipntains various limitations, including a restriction using any proceeds from the facility to pay
settlements or judgments relating to the investigaind securities actions discussed in "BusinessgalProceedings" in this prospectus.

Our high debt levels could adversely impagt credit ratings. Additionally, the degree toigthwe, together with QCII, are leveraged r
have other important limiting consequences inclgdhre following:

. placing us at a competitive disadvantage as cordpaité our less leveraged competitors, includingeavho have significantl
reduced their debt through a bankruptcy proceeding;

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

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

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

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

We have declared and paid dividends tod@nect parent, QSC, based on the earnings of owlimé operations. In July 2004, we modif
our dividend practice to balance our financial ree@ash position and credit profile with those of parent. As a result, going forward, we n
declare and pay dividends in excess of our earnimffse extent permitted by applicable law, whickyngonsume a significant amount of the
cash we generate. Our debt covenants do not lmiamount of dividends we can pay to our parent.

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

The terms of QCII's and our debt instruraga@rmit both QCII and us to incur additional inelmess. Such debt may be necessary to
comply with regulatory obligations to maintain Q€lbr our assets, to satisfy regulatory serviceahbbns, to adequately respond to
competition or for financial reasons alone. Incratakborrowings or borrowings at maturity on tertinat impose additional financial risks to
our various efforts to improve our financial comalit and results of operations could exacerbatether risks described herein.
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Other than covenants limiting liens and certain quorate transactions, the notes will not contain testive covenants, and there is no
protection in the event of a change of contr

The indenture governing the notes doesaootain restrictive covenants that would proteat from many kinds of transactions that may
adversely affect you. In particular, the indentdoes not contain covenants limiting any of thedieihg:

. the incurrence of additional indebtedness by usuorsubsidiaries

. the issuance of stock of our subsidiaries;

. the payment of dividends and certain other paymeniss and our subsidiaries;

. our ability and our subsidiaries' ability to eniteio sale/leaseback transactio

. our creation of restrictions on the ability of @ubsidiaries to make payments to

. our ability to engage in asset sales;

. our ability or our subsidiaries' ability to entatd certain transactions with affiliates; and
. our ability to enter into a transaction constitgtenchange of contrc

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

The preparation of financial statements i@tated disclosures in conformity with accountprinciples generally accepted in the United
States, or GAAP, requires management to make judtgnassumptions and estimates that affect the aimoeported in our consolidated
financial statements and accompanying notes. Qlicadraccounting policies, which are describedhiis prospectus, describe those significant
accounting policies and methods used in the préparaf our consolidated financial statements Hratconsidered “critical" because they
require judgments, assumptions and estimates tatarially impact our consolidated financial statetseand related disclosures. As a result, if
future events differ significantly from the judgntenassumptions and estimates in our critical atiog policies or different assumptions are
used in the future, such events or assumptiongldwmute a material impact on our consolidated firrstatements and related disclosures.

Declines in the value of QCII's pension plan assetsuld require it to provide significant amounts &finding for its pension plan

While QCII does not expect to be requiredniake material cash contributions to its defineddjit pension plan in the near term based
upon current actuarial analyses and forecastgyréfisant decline in the value of pension plan &sgethe future or unfavorable changes in
laws or regulations that govern pension plan fugdiould materially change the timing and amouneqiired pension funding. As a result,
QCIl may be required to fund its benefit plans wittsh from operations, perhaps by a material améusndf December 31, 2004, QCII's plan
assets exceed its accumulated benefit obligatichdi@p million. Recognition of an additional minimdi&bility caused by changes in plan
assets or measurement of the accumulated benéfjatbn could have a material impact on its coitaiked balance sheet. As an example,
accumulated benefit obligation exceeded plan ags¢ite future, the impact would be to eliminateptepaid pension asset, which was
$1.192 billion as of December 31, 2004, and reeopension liability for the amount that its accuateti benefit obligation exceeds plan assets
with a corresponding charge to other compreheresgin stockholder's deficit. Alternatively, Q@lbuld make a voluntary contribution to the
plan so that the plan assets exceed the accumudatedit obligation.
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Risks Affecting Our Business

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

We compete in a rapidly evolving and higbmpetitive market, and we expect competitiomtensify. We have faced greater
competition in our core local business from caldmpanies, wireless providers (including our afféla facilities-based providers using their
own networks as well as those leasing parts ohetwork (unbundled network elements) and reselRegulatory developments have
generally increased competitive pressures on osinbss, such as the November 2003 decision ofébderel Communications Commission, or
FCC, allowing for number portability from wirelirte wireless phones.

Due to these and other factors, we belmmpetitive telecommunications providers are n@érhindered by historical barriers to entry.
As a result, we are seeking to distinguish oursefk@m our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bijj improved customer support and other ongoingsomea. However, these initiatives are
new and unproven. We may not have sufficient reesuto distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgegsally products for which we act as a resellererkif we are successful, these initiatives r
not be sufficient to offset our continuing lossagtess lines. Please see "Management's Discusglohralysis of Financial Condition and
Results of Operations" in this prospectus for mofermation regarding trends affecting our accésssl.

We have also begun to experience and expehber increased competitive pressure from teteoanications providers either
consolidating with other providers or reorganizthgir capital structure to more effectively compagminst us. As a result of these increased
competitive pressures, we have been and may centinbie forced to respond with lower profit margioduct offerings and pricing scheme
an effort to retain and attract customers. Thessgures could adversely affect our operating ieamitl financial performance.

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

We anticipate that our capital requiremeatating to maintaining and routinely upgrading aetwork will continue to be significant in
the coming years. We may be unable to further Sagmitly reduce our capital requirements or opeagxpenses even if revenue is decrea
We also may be unable to significantly reduce therating expenses associated with our future cctothcash obligations, including future
purchase commitments, which may in turn affectaperating results. Such naiscretionary capital outlays and operating expsmsay lesse
our ability to compete with other providers whoddess significant spending requirements. Whilebedgeve that our current level of capital
expenditures will meet both our maintenance anccote growth requirements going forward, this mayle the case if circumstances
underlying our expectations change.

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

The telecommunications industry is expetieg significant technological changes, and oulitsghio execute our business plans and
compete depends upon our ability to develop newlyts and accelerate the deployment of advancedsaexices, such as broadband data
video services. The development and deploymenewaf products could require substantial expendit@ifenancial and other resources in
excess of contemplated levels. If we are not abbeielop new products to keep pace with technotdgidvances, or if such products are not
widely accepted by customers, our ability
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to compete could be adversely affected and our eda@tkare could decline. Any inability to keep uphadhanges in technology and markets
could also adversely affect the trading price afgecurities and our ability to service our debt.

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

Our revenue decline over the past few yisdiergely attributable to our continued loss ofess lines, which is a result of increased
competition and technology substitution (such aglss and cable substitution for wireline telephoMe are seeking to improve our
competitive position through product bundling atiden sales and marketing initiatives. However, wagymot be successful in these efforts. If
we are not successful and our revenue declinesialftevithout corresponding cost reductions, twill cause a material deterioration to our
results of operations and financial condition addeaisely affect our ability to service debt and p#yer obligations.

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

We are a party to collective bargainingeggnents with our labor unions, which represengjaifitant number of our employees. In
August 2005, we reached agreements with the Conuatioins Workers of America (the "CWA") and the hnigtional Brotherhood of
Electrical Workers (the "IBEW") on three-year lalagreements. Each of these agreements was rdiifiadion members and expires on
August 16, 2008. The impact of future negotiationsluding changes in wages and benefit levelduding, but not limited to, the cost of
providing active and post-retirement healthcarele¢bave a material impact on our financial resulighough we believe that our relations
with our employees are satisfactory, no assuraaneée given that we will be able to successfullgpd or renegotiate our collective
bargaining agreements as they expire from timene.tIf we fail to extend or renegotiate our coliee bargaining agreements, if disputes with
our unions arise, or if our unionized workers ergega strike or other work stoppage, we could ifidgher ongoing labor costs or experience
a significant disruption of operations, which cobkve a material adverse effect on our business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the major lawsuits pendirgaist QCIl and us or the investigation of QCII'susiness currently being conducte
by the U.S. Attorney's Office could have a materadverse impact on our financial condition and oging results, on the trading price of
our debt securities and on our ability to accesg ttapital markets.

The Department of Justice ("DOJ") invedigaand the securities actions described in "Bessr—Legal Proceedings” in this prospectus
present material and significant risks to QCII aisdIn many of the securities actions, the pldmtkek tens of millions of dollars in damages
or more, and in the consolidated securities adtiomhich QCII has entered into a proposed settleragreement, lead counsel for the plaintiffs
had indicated that plaintiffs would seek damagedntens of billions of dollars. The outcomesiily aases which have been or may be bro
by the U.S. Attorney's Office or the SEC againsirfer officers or employees of QCII may have a negampact on the outcome of certain of
these legal actions.

Further, the size, scope and nature ofgdhatements of QCII's consolidated financial stetets for 2001 and 2000, which are describt
its Annual Report on Form 10-K/A for the fiscal yemded December 31, 2002, or QClI's 2002 Form M)-Kffect the risks presented by
these investigations and actions, as these mattgslve, among other things, QCII's prior accougtpractices and related
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disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of it@nssipport of their claims. We can give no
assurance as to the impacts on QCIlI's or our finhresults or financial condition that may ultiretresult from all of these matters. During
2003 and 2004, QCII recorded reserves in its firstatements totaling $750 million in connectimith the investigations and securities
actions. The $750 million reserve was reduced 8631illion in December 2004 as a result of a paynrethat amount in connection with a
settlement in October 2004 of the SEC's investgadif QCII. The remaining reserve amount represafitsal payment to be made in
connection with the SEC settlement in the amouidl@5 million, $400 million that QCII expects toyp@ settle the consolidated securities
action as described in "Business—Legal Proceedimggiis prospectus (offset by a $10 million paymienQCIl from Arthur Andersen LLP),
and the minimum estimated amount of loss QCII bekes probable with respect to the other secaréions. However, the ultimate
outcomes of these matters are still uncertain harktis a significant possibility that the amouhibgs QCII ultimately incurs could be
substantially more than the reserve QCII has pexlidf the recorded reserve that will remain a@€Hl has paid the amount owed under the
SEC settlement and the settlement of the conselidsecurities action is insufficient to cover thesaters, QCII will need to record additional
charges to its statement of operations in futuregs.

An adverse outcome with respect to the Bifarney's Office investigation could have a matieand significant adverse impact upon
QCII and us. Additionally, other than the consdl@hsecurities action which is the subject of gppeed settlement agreement, QCII continues
to defend against the remaining securities actigsrously and is currently unable to provide astireate as to the timing of the resolution of
these remaining actions. Any settlement of or judghin one or more of these actions substantialgxicess of QCII's recorded reserves could
have a significant impact on QCIlI and us, and wegige no assurance that QCIl or we will have #eources available to pay any such
judgment. The magnitude of any settlement or judgmesulting from these actions could materially adversely affect QCll's and our abil
to meet our debt obligations and our financial ¢bowl, potentially impacting our credit ratings,rability to access capital markets and our
compliance with debt covenants. In addition, thgnitade of any settlement or judgment may cause QQls to draw down significantly on
our cash balances, which might force us to obtdditmnal financing or explore other methods tog@e cash. Such methods could include
issuing additional securities or selling assets.

Further, given the size and nature of augiess, QCII and we are subject from time to tionearious other lawsuits which, depending on
their outcome, may have a material adverse efie@®II's and our financial position. Thus, QCII amé can give no assurances as to the
impacts on our financial results or financial cdiwti as a result of these matters.

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

As a result of QCII's past accounting issaerd the increased scrutiny of financial disclesuimvestor confidence in QCII has suffered
could suffer further. As discussed earlier, the.lABorney's Office is currently conducting an istigation of, without limitation, transactions
related to the various adjustments and restatendestsibed in QCII's 2002 Form 10-K/A and transaibetween QCII and certain of its
vendors and certain investments in the securifitisase vendors by individuals associated with Q&ld certain prior disclosures made by
QCII. Although, as described above, QCII has exténo a settlement with the SEC concerning the 'Si®@estigation of QCII, in
March 2005, the SEC filed suit against QCII's foriGaief Executive Officer, Joseph Nacchio, twotsfformer Chief Financial Officers,
Robert Woodruff and Robin Szeliga, and other foroféicers and employees. In February 2005, a cianimdictment was returned against
Marc Weisberg, a former QCII executive, in fedetiatrict court in Colorado. The indictment alledkat Mr. Weisberg violated federal laws
seeking and obtaining investment opportunitieshforself and others in vendors that
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did or sought to do business with QCII. In June20@s. Szeliga reached an agreement in principle thie SEC staff to settle the actions
against her alleging civil fraud and other claimusd in July 2005, she pleaded guilty to a crimafedrge of insider trading. Other former QCI|
officers or employees have entered into settlemaittsthe SEC involving civil fraud or other claintswhich they neither admitted nor denied
the allegations against them. Civil and criminal$ in the matters discussed in this paragrapkddaile place in the future. Evidence that is
introduced at such trials and in other matters neault in further scrutiny by governmental authiestand others.

The existence of this heightened scrutimyld adversely affect investor confidence and célnsdrading price for our debt securities to
decline.

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

Our operations are subject to extensiveri@degulation, including the Communications ALi834, as amended, and FCC regulations
thereunder. We are also subject to the applicalwe Bnd regulations of various states, includiggilegion by Public Utilities Commissions, or
PUCs, and other state agencies. Federal laws aGdr&@lilations generally apply to regulated inteestalecommunications (including
international telecommunications that originatéesminate in the United States), while state retpunjeauthorities generally have jurisdiction
over regulated telecommunications services thaitnarastate in nature. The local competition aspetthe Telecommunications Act of 1996,
or the Telecommunications Act, are subject to FGI€making, but the state regulatory authoritiey laignificant role in implementing those
FCC rules. Generally, we must obtain and maintaitificates of authority from regulatory bodiesnost states where we offer regulated
services and must obtain prior regulatory approbaates, terms and conditions for our intrastatwises where required. Our businesses are
subject to numerous, and often quite detailed,irements under federal, state and local laws, ramhesregulations. Accordingly, we cannot
ensure that we are always in compliance with @éhrequirements at any single point in time. Tdenaies responsible for the enforcement of
these laws, rules and regulations may initiate imegior actions based on their own perceptionsuofconduct, or based on customer
complaints.

Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtnvaries substantially from state to state.
Recently a number of state legislatures and stdtesFhave adopted reduced or modified forms of @gar. This is generally beneficial
because it reduces regulatory costs and regulfitioy and reporting requirements. These changes génerally allow more flexibility for new
product introduction and enhance our ability tgpmesl to competition. At the same time, some ofcienges, occurring at both the state and
federal level, may have the potential effect ofug@dg some regulatory protections, including hawingimission-approved tariffs that include
rates, terms and conditions. These changes magsitate the need for customer-specific contractgltivess matters previously covered in our
tariffs. All of our operations are also subjecttwariety of environmental, safety, health and og@ernmental regulations. There can be no
assurance that future regulatory, judicial or llgige activities will not have a material adveestect on our operations, or that regulators or
third parties will not raise material issues widgard to our compliance or noncompliance with aaplie regulations.

We monitor our compliance with federaltstand local regulations governing the dischargedisposal of hazardous and environmen
sensitive materials, including the emission of et@oagnetic radiation. Although we believe thatave in compliance with such regulations,
any such discharge, disposal or emission might@xpes to claims or actions that could have a natedverse effect on our business, finan
condition and operating results.
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Taxing authorities may determine we owe additionakes relating to various matters, which could adsely affect our financial results.

As a significant taxpayer, QCII is subjerfrequent and regular audits from the Internald®eie Service, or IRS, as well as from state
local tax authorities. These audits could subjediourisks due to adverse positions that may bentaly these tax authorities. Please see
"Business—Legal Proceedings—Other Matters" in pngspectus for examples of legal proceedings inmglgome of these adverse positions.
For example, in the fourth quarter of 2004, QCdeiged notices of proposed adjustments on sevigpafisant issues for the 1998-2001 audit
cycle. Additionally, the IRS indicated in Januag08 that it is reviewing QCII's tax treatment o thale of its DEX directory publishing
business in the 2002-2003 audit cycle.

Because prior to 1999 QCII was a membexffifated groups filing consolidated U.S. fedeirsdome tax returns, QCII could be severally
liable for tax examinations and adjustments naatly applicable to current members of the Qwefiliated group. Tax sharing agreements
have been executed between QCII and previousaaffdj and QCII believes the liabilities, if anyiserg from adjustments to tax liability would
be borne by the affiliated group member determioduave a deficiency under the terms and conditidrssich agreements and applicable tax
law. QCII has not provided in its financial statertsefor any liability of former affiliated membeos for claims they have asserted or may a
against QCII.

While QCII believes its tax reserves adeglygorovide for the associated tax contingend@s]l's tax audits and examinations may result
in tax liabilities that differ materially from thest has recorded in its consolidated financialesteents. Also, the ultimate outcomes of all of
these matters are uncertain, and QCII can givesaorance as to whether an adverse result fromomei@ of them will have a material effect
on its financial results, including potentially sétting a significant portion of its existing neterating losses, which could affect our financial
condition and operating results to the extent tla¢tens affect us.
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USE OF PROCEEDS
We will not receive any cash proceeds fthenissuance of the exchange notes.
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CAPITALIZATION

The following table sets forth our consatield cash and cash equivalents, short term investraed capitalization as of September 30,
2005. The information in this table should be ragadonjunction with "Selected Historical ConsoligdtFinancial and Other Data" and our
consolidated financial statements and related rintdsded in this prospectus.

As of
September 30, 2005

(Unaudited)
(Dollars in millions)

Cash and cash equivale

©“

317

Short term investmen

&
[0}
©

Debt and capital lease
Senior term loan with rates ranging from 6.95%.&8386, including LIBOR* plus

4.75%, and maturities from 2007 to 2( $ 1,00(
7.625% Notes due 20: 40C
Floating Rate Notes due 2013 at LIBOR* plus 3.2 75C
Other notes with various rates ranging from 5.626%.875%, and maturities fro
2005 to 204: 5,65¢
Unamortized discount, net of premit (131)
Capital leases and oth 8
Total debt and capital leas 7,68¢
Total stockholder's equil 2,87¢
Total capitalizatior $ 10,56(

* London interbank offered rate.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL AND OTHE R DATA

The following selected historical consotithfinancial data for the nine-month periods enBledtember 30, 2005 and 2004 and as of
September 30, 2005 are derived from, and qualbieceference to, our unaudited condensed consetidaiancial statements included in this
prospectus. The selected historical consolidateghfiial data for each of the years in the three-pedod ended December 31, 2004 and as of
December 31, 2004 and 2003 are derived from, andwalified by reference to, our audited consotiddtnancial statements included in this
prospectus. The selected historical consolidatehfiial data for the year ended December 31, 268%ksa of December 31, 2002 is derived
from our audited consolidated financial statemémds are not included in this prospectus. The sedekistorical consolidated financial data for
the year ended December 31, 2000 and as of Dece3tth2001 and as of December 31, 2000 is derivad fsur unaudited consolidated
financial statements, which are not included is firospectus. This selected financial data shoailietld in conjunction with, and are qualified
in their entirety by reference to, "Management'scdssion and Analysis of Financial Condition andu®s of Operations” and our consolide
financial statements and related notes, all of tvlie included in this prospectus. Our unauditedieased consolidated financial statements
have been prepared on the same basis as our aoditedlidated financial statements and, in theiopinf management, include all
adjustments, consisting only of normal recurringisinents, considered necessary for a fair preentaf our financial condition and results
of operations for such periods. Operating reswitsHe nine months ended September 30, 2005 ameecessarily indicative of the results that
may be expected for the year ending December 315.20ertain prior year balances have been recledsis conform to the current year
presentation.

Nine Months Ended

September 30, Year Ended December 31,
2005 2004 2004 2003 2002 2001 2000
(Unaudited) (Unaudited)

(Dollars in millions)

Consolidated Statement of Operation:

Data:

Operating revenu $ 756:% 7,741 % 10,33 $ 10,81: $ 11,37¢ $ 12,00 $ 11,81«
Operating expenst 5,92: 6,04: 8,01¢ 8,49¢ 8,42¢ 8,76¢ 9,12¢
Operating incom: 1,641 1,69¢ 2,31¢ 2,317 2,95( 3,24( 2,68¢
Income from continuing operatiol 722 T7€ 1,04¢ 1,08t 1,50z 1,76¢ 1,28¢
Net income(1, 722 72t 991 1,05( 80¢ 1,401 90:
Other Financial Data:

Cash provided by operating activiti $ 251:$ 234T $ 3,31¢ $ 4,822 $ 4562 $ 4,14¢ $ 4,37(
Cash used for investing activiti (690) (1,009) (1,387 (1,939 (2,51¢) (4,14)) (4,22])
Cash (used for) provided by financi

activities (1,847 (1,685 (2,249 (2,45¢) (1,959 34 (93

Net cash generated (utilized)

discontinued operatior — — — 5) 6 9 5
Capital expenditure 854 1,13i 1,43 1,63¢ 1,74¢ 4,24¢ 4,28¢
Cash dividends declart 1,45( 2,664 2,664 2,30¢ 80t 1,407 90:
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Consolidated Balance Sheet Dat:
Total asset

Total debt(2]

Total stockholder's equit

As of

September 30, As of December 31
2005 2004 2003 2002 2001 2000
(Unaudited) (Unaudited) (Unaudited)

(Dollars in millions)

18,12 $ 19,59( $ 21,937 $ 22,66¢ $ 2447 $ 22,617
7,68¢ 7,66( 7,758 7,26( 7,26: 7,16(
2,87¢ 3,604(3) 3,073 4,497 4,57¢ 4,581

(1)  Amounts that follow in this footnote are on an e-tax basis

. 2004 net income includes impairment charges ofriBdon and a net charge of $38 million for restiwring and other charges.

. 2003 net income includes a charge of $35 millianréstructuring activities and a $219 million ctefdr cumulative effect of a

change in accounting principle.

. 2002 net income includes a net charge of $9 millrMerger related, restructuring and other (adi

. 2001 net income includes charges aggregating $ii@mfor restructuring and Merger-related, resturing and other charges,
a charge of $136 million for a depreciation adjustitnon access lines returned to service, a chdrg&omillion for asset
impairments, and a gain of $31 million on the sdleural exchanges.

. 2000 net income includes a charge of $498 millmnMerger-related costs and a charge of $205 millar asset impairments.

(2)  Total debt consists of the face value of total entiand long term borrowings of QC and its consatéd subsidiaries, plus capital le
obligations and notes payable, net of discountspaechiums. Total debt does not include dividendsapke.

3) Total stockholder's equity includes the impactmeaguity infusion of $2.185 billion in the quaremded June 30, 2004.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

Certain statements set forth under this captionstitute "forward-looking statements.” See "Spebiale Regarding Forward-Looking
Statements” in this prospectus for additional fest@lating to such statements and "Risk Factoosaf discussion of certain risk factors
applicable to our business, financial condition aedults of operations. You should read the folimndiscussion together with our
consolidated financial statements, including thiated notes, the other financial information inohablin this prospectus, and the risks descr
in the "Risk Factors" section.

Business Overview and Presentation

We provide local telecommunications andtedl services, IntraLATA long-distance services dat services within our local service
area, which consists of the 14-state region of @& Colorado, Idaho, lowa, Minnesota, Montana,réigka, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyoninhg.operations are included in the consolidatestatons of our ultimate parent,

QCIl, and generally account for the majority of @€tonsolidated revenue. Our telecommunicationsiyets and services are provided
through our traditional telephone network locatethin our local service area. In addition to oueogtions, QCIl maintains a wireless business
(comprised of the wireless operations we transfietoean affiliate in May 2004) and a national filogtic network. Through its fiber optic
network, QCII provides the following wireline protts and services that we do not provide:

. InterLATA long-distance service:
. Dedicated Internet acces

. Virtual private network;

. Internet dial access; and

. Professional service

For certain other products and serviceproeide and for a variety of internal communicasidanctions we utilize QCII's fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network QCII provides natédly some data and Internet access ser
including private line, ATM and Frame Relay, whiate similar to what we provide within our local\gee area.

Until May 2004, we provided wireless seeddhrough our subsidiary, Qwest Wireless LLC ("Gwireless"). On May 1, 2004, we
transferred ownership of Qwest Wireless to aniaféil The transfer was made in the form of a divet® QSC, and, as a result, no
consideration was exchanged. Due to this trangfemno longer have wireless operations, and thdtsesiQwest Wireless operations are
presented as discontinued operations in thesedialsstatements. For a summary of the results efatjpns related to our discontinued
operations, please see Note 7—Transfer of Qwestl@gis Operations to our audited consolidated filmastatements in this prospectus.

Our analysis presented below is organiequtdvide the information we believe will be ingttive for understanding the relevant trends
going forward. However, this discussion should éedrin conjunction with our consolidated finansi@tements in this prospectus, including
the footnotes thereto. Certain prior year revemeeexpense amounts have been reclassified to corfothe current year presentations.

Our operations are integrated into andpare of the segments of the QCII consolidated grdinye chief operating decision maker, or
CODM, for us is the same as that for the consaidigroup. The CODM makes resource allocation datésand assessments of financial
performance for the consolidated group based oeliwé services, wireless services and other segtient For more
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information about QCII's reporting segments, sedl'@@nnual report on Form 1Kfor the year ended December 31, 2004 and QQlistgrly
report on Form 1@ for the quarter ended September 30, 2005. Ounésss contributes to the segments reported by @Gtithe QCII CODM
reviews our financial information only in connectiwith our quarterly and annual reports. See furthigcussion in Note 5—Contributions to
QCIl Segments and Revenue Information to our unaddiondensed consolidated financial statemerttdsrprospectus.

In August 2005, we reached agreementstv@éfCWA and the IBEW on new three-year labor ageem Each of these agreements was
ratified by union members on September 30, 2005expites on August 16, 2008.

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

. Industry competition is based primarily on pricipgckaging of services and features, quality ofiserand increasingly on
meeting customer care needs. We expect this treadritinue. Our on-going response to industry cditipe has included
initiatives to retain and win-back customers byingl out new or expanded services such as DSL,ggfng of expanded feature-
rich products and improving the quality of our cuser service. We have significantly increased oarketing and advertising
spending levels over the past year and have seesaised sales of our package offerings. While ggekigscounts result in low
average revenue for our products, we hope to imgpoostomer retention by packaging services withaffiliate.

. We expect technology substitution such as wiredebstitution for wireline telephones, cable telaphsubstitution for wireline
telephony and cable modem substitution for dialngalem lines and DSL to continue to cause additiane¢ss line losses.

. Our results continue to be impacted by regulatesponses to the competitive landscape for bottosal and IntraLATA long-
distance services. For instance, recent FCC desisincluding its Triennial Review Remand Orderyrfecilitate some carriers
converting existing special access transport sesvio lower priced UNE transport. Such conversiamsgd have a significant
impact on our future financial results.

. We expect business users of telecommunicationEto increasingly want to receive all of theivgges from one provider.

Results of Operations
Overview

We generate revenue from the provisionoife services, data and Internet services, otheices and services to our affiliates. Certain
prior period revenue and expense amounts haverbkekassified to conform to the current period pnéaton. Depending on the products or
services purchased, a customer may pay an updranbnthly fee, a usage charge or a combinatigdhexfe.

. Voice servicesVoice services revenue includes local voice sesyit@raLATA lon¢-distance voice services and access sen
Local voice services revenue includes revenue frasic local exchange services, switching servimestom calling features,
enhanced voice services, operator services, atatatibn services. Local voice services revenue imsludes revenue from the
provision of network transport, billing servicesdaarccess to our local network on a wholesale bbgiaLATA long-distance
voice services revenue includes revenue from Imitigh
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long-distance services within our local serviceaarsccess services revenue includes fees chargetti¢o long-distance
providers to connect to our network.

Data and Internet serviceData and Internet services revenue includes datécss (such as traditional private lines, whole:
private lines, frame relay, ISDN and ATM) and Imtetr services (such as DSL and related equipment).

Other servicesOther services revenue is predominantly derivethftioe sublease of some of our unused real estst¢sasuch
as space in our office buildings, warehouses ahergiroperties.

Affiliate servicesAffiliate revenue is derived from telecommunicascend other services provided to our affiliatedtmst We
generally provide the same telecommunications prsdand services to our affiliated entities as wéndthe marketplace. These
services include both retail and wholesale prodantsservices. In addition, we provide billing,leotion, joint marketing, lease
of space, and other non-telecommunications servicefiliates.

In order to better serve the similar neafdsur small business and consumer customers, we d@mbined these customers into a new
channel, which we refer to as "mass markets," @wve heclassified our small business customerslifpedods presented.

Results of Operations for the Nine Months Ended Seépmber 30, 2005 and 2004

The following table summarizes our resoftsperations for the three and nine-months endgdeber 30, 2005 and 2004:

Three Months Ended

Nine Months Ended

September 30, September 30,
Increase/ % Increase/ %
2005 2004 (Decrease) Change 2005 2004 (Decrease) Change
(Dollars in millions)

Operating revenu $ 247C$ 256( % (90) DH%$ 75658 7,741 % a7¢) 2%

Operating expenst 1,98: 1,97: 10 1% 5,92z 6,04: (127) (2%
Operating incomi 487 587 (200) @n% 1,641 1,69¢ (57 ()%

Other expen—net 147 13¢ 8 6% 477 424 53 13%
Income before income taxes and
discontinued operatior 34C 44¢ (108) 29% 1,164 1,274 (110 (9)%
Income tax expens (130) 174 44 25% (442) (49¢€) 54 11%
Income from continuing operatiol 21C 274 (64) (23)% 722 77¢ (56) (7%
Loss from discontinued operatiot
net of taxes of $0, $0, $0 and $34,
respectively — — — — — (53 53 nm
Net income $ 21C $ 274 $ (64) (23)%$ 72z $ 72t $ (3) 0%

nm—percentages greater than 200% and comparistnsdie positive and negative values or to zero \wéue considered not meaningful.
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Operating Revenue

The following table compares operating rexeincluding detail of customer channels for tire¢ and nine months ended September 30,
2005 and 2004:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2005 2004 (Decrease) Change 2005 2004 (Decrease) Change

(Dollars in millions)

Voice service: $ 1661$ 1,75 % (86) B)%$ 5097 $ 5397 $ (300) (6)%

Data and Internet servic 54¢ 53C 16 3% 1,63¢ 1,60¢ 36 2%

Affiliate services 251 27¢€ (25) (9)% 814 731 83 11%

Other service 6 1 5 nm 13 10 3 3C%

Total operating revent $ 247($ 256 $ (90) @D%$ 75658 7,741 % a7¢) 2%
. s = | . N _u |

nm—percentages greater than 200% and comparisbnsdrepositive and negative values or to zero sadue considered not meaningful.

Voice Services

The decrease in voice services revenuthéothree and nine months ended September 30,289primarily due to access line losses in
our business and mass markets channels from cdimegtiessures, technology substitution, and the&eour wholesale payphone business.
These decreases were partially offset by increiasdaiversal Service Fund, or USF, charges to gusts due to both rate increases and a
favorable settlement of $23 million from a custorbiing dispute during the quarter ended June2BD5. The following table shows our
access lines by channel as of September 30, 2GD3GH0%:

Access Lines*

As of
September 30,
Increase/ %
2005 2004 (Decrease) Change
(in thousands)
Business 2,47¢ 2,631 (162) (6)%
Mass Market: 10,70z 11,13¢ (434) (D%
Wholesale 1,75¢ 1,907 (151) (8)%
Total 14,93: 15,68( (747) (5)%

* We may modify the channel classification of oures=clines from time to time in our efforts to be#pproximate the related rever
channels and better reflect how we manage our essin

Data and Internet Service

The increase in data and Internet servieesnue for the three and nine months ended Septed@h 2005 was primarily due to subscriber
growth in our Internet products as a result ofexpanded service availability and increased petietraf DSL in our mass markets channel
partially offset by the termination of our wholesahodem services product in April 2005.

Affiliate Services

The decrease in affiliate services revefou¢he three months ended September 30, 2005 rirasuily the result of price reductions for
billing and collections services, and the lossasf/Ees to
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our wireless affiliate due to its migration to &dhparty for its network services. These redudctiorere partially offset by growth of services
that support our affiliates' long-distance and datsinesses.

The increase in affiliate services reveforghe nine months ended September 30, 2005 pifintasulted from growth of services that
support our affiliates' long-distance and datafesses. This growth was offset in part by priceicédns for billing and collection services
(starting in the third quarter of 2005), and thsslof services to our wireless affiliate due tamigration to a thirdearty for its network service

Operating Expenses

The following table provides further detabarding our operating expenses for the threenam@lmonths ended September 30, 2005 and
2004.

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2005 2004 (Decrease) Change 2005 2004 (Decrease) Change

(Dollars in millions)

Operating expense
Cost of sales

Affiliate costs $ 56 $ 7% (16) (22)%$ 174 $ 24z $ (68) (28)%

Network expense 56 56 — — 16C 14€ 14 1C%

Employesrelated cost 354 377 (23) (6)%  1,04¢ 1,141 (92 (8)%

Other non-employee related

costs 144 112 32 29% 402 337 65 19%
Total cost of sale 61C 617 @) D% 1,78t 1,86¢ (82) (4%
Selling, general and administrati\

Affiliate costs 26¢ 25€ 13 5% 814 772 42 5%

Property and other tax 82 a0 (8) (9% 26¢ 24¢ 20 8%

Bad debt 13 11 2 18% 53 14 39 nm

Restructuring, realignment a

severance related co: 4 3 1 33% 6 60 (54) (90)%

Employecrelated cost 14¢ 164 (16) (10)% 46€ 51¢ (53 (10)%

Other no-employee relate

costs 191 144 47 33% 53C 51C 2C 1%

Total selling, general ar

administrative 707 66¢ 39 6% 2,13¢ 2,12¢ 14 1%
Depreciatior 587 582 4 1% 1,744 1,74 2 0%
Amortization of capitalizel
software and other intangible ass 79 87 (8) 9% 25k 274 (29 (7%
Asset impairment chargs — 18 (18 nm — 37 (37 nm

Total operating expens $ 198:$% 197:$ 10 1%$ 5922 % 6,04: $ (123 (2%
I I

nm—percentages greater than 200% and comparisbnsdrepositive and negative values or to zero wadue considered not meaningful.
Cost of Sales

Cost of sales includes network costs, Esland wages, benefits, materials and supplieB, dh&@rges, contracted engineering services anc
computer systems support. Cost of sales as a pageeaf
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revenue, excluding affiliate, has remained reldyifiat and cost of sales for the three and ninethe ended September 30, 2005 has decrease
due to the following:

. Decreased employee-related costs, such as sadadesages, benefits and overtime primarily duempleyee reductions from
our 2004 and 2003 restructuring plans and contifioedls on containing our employee-related costspaaductivity
improvements.

. Decreased affiliate costs of sales was primarigyréhsult of a shift in the nature of projects perfed by our IT affiliate from

operational to SG&A projects.

These decreases were partially offset bgeised other noemployee related costs due to a favorable bankygaiitiement of $16 millio
in the first quarter of 2004 as well as increased$F costs related to rate increases during tiee mionths ended September 30, 2005.

Selling, General and Administrative Expenses

Selling, general and administrative, or G&xpenses include taxes other than income tévaesdebt charges, salaries and wages not
directly attributable to the provision of productsservices, benefits, sales commissions, reradarministrative space, advertising, professional
service fees and computer systems support.

Total SG&A expenses increased in the tareenine months ended September 30, 2005 prindugyto the following:

. Increased bad debt expense for the nine monthsle®elgember 30, 2005 primarily due to favorablédesaents during the
second quarter of 2004 totaling $45 million fronstmmers emerging from bankruptcy partially offsgiroproved collection
practices.

. Increased affiliate expenses for the three and mioeths ended September 30, 2005 primarily dukdghift in nature of

projects performed by our IT affiliate from costsafles to SG&A.

. Increased property and other taxes for the ninethsoended September 30, 2005 is due to a favofisktiguarter 200-
settlement of state property taxes partially offsetr favorable third quarter 2005 state propextysettiement.

. Increased other non-employee related costs irhtiee tand nine months ended September 30, 2005niyiae to increased
marketing-related costs in 2005 partially offsetablggal accrual in the nine months ended SepteBie2004.

These increases were partially offset by:

. Decreased restructuring, realignment and sevenatated costs for the nine months ended Septenthe085.

. Decreased employee-related costs, such as sadadesages, benefits and overtime for the threenamelmonths ended
September 30, 2005 due to employee reductions duamprior year restructuring efforts and the sdlew payphone operations.

Combined Pension and Post-Retirement Benefits

Our employees participate in the QCII pensind other post-employment healthcare and Ifarance benefit plans. We refer to the
combined pension and post-retirement healthcardif@nidsurance benefit costs as net pension expéeltse net pension expense is a function
of the amount of pension and postirement healthcare and life insurance beneditaed, interest on projected benefit obligationsodization
of costs and credits from prior benefit changesthrdexpected return on the assets held in thewsplans. The overall costs of the QCII net
pension expense for the three and nine month peeanded September 30, 2005 and 2004, respectinefgased primarily due to
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decreased expected return on investments in thefibemists, completion of amortization of the tséion asset in 2004, and amortization of
actuarial losses caused by the volatile equity etarind lower discount rates partially offset ljuations in expense due to lower discount
rates, headcount reduction, and plan design changes

Our results include net pension expendesatkd to us by QCII of $24 million and $29 mitlior the three months ended September 30,
2005 and 2004, respectively, and $134 million ah85bmillion for the nine months ended Septembe2B05 and 2004, respectively. The
decrease in net pension expense for the threeinadnonth periods ended September 30, 2005 as cethfiathe three and nine month per
ended September 30, 2004 is primarily due to alsmalocation of QCII costs during 2005 as compae2004 primarily due to the
composition of the QC workforce. In addition, wessded $31 million and $8 million in revisions tareestimates of the actual cost of the net
pension expense for the nine month periods endpte®&er 30, 2005 and September 30, 2004, resplctivee net pension expense is
allocated to cost of sales and SG&A.

Total Other Expense—Net

Other expense—net generally includes istezgpense, net of capitalized interest, and atfttmme—net, which includes interest income.
Components of other expense—net were as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2005 2004 (Decrease) Change 2005 2004 (Decrease) Change

(Dollars in millions)

Interest expen—net $ 15t $ 145 $ 10 7%%$ 45E S 43¢ $ 16 4%
Loss on early retirement of d—net — 6 (6) nm 37 6 31 nm
Other incom—net 8 (12 4 33% (15) (22) 6 2%
Total other expen—net $ 147 $ 13¢ $ 8 6%$ 4771$ 424 % 53 13%
I I

nm—percentages greater than 200% and comparistnsdie positive and negative values or to zero \éue considered not meaningful.

Other expense—net.Other expense—net increased for the nine maitled September 30, 2005 due primarily to a [6$86 million
as a result of our cash tender offers for debtritges1 For additional information see Note 3—Bavings to our unaudited condensed
consolidated financial statements included in piaspectus.

Income Taxes

The effective income tax rate is the primridor income taxes as a percentage oftpreincome. Our effective income tax rate for thes¢
months ended September 30, 2005 decreased to 38.2%mpared to 38.8% for the three months endedi®@bpr 30, 2004. The rate also
decreased to 38.0% for the nine months ended Sbpte3f, 2005 as compared to 38.9% for the nine Insoerided September 30, 2004. The
decreases were primarily due to non-deductible Iiesaecognized in the three months ended Septe8the004.
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Results of Operations for the Years Ended Decemb&l, 2004, 2003 and 2002

The following table summarizes our resoftsperations for the years ended 2004, 2003 a0d:20

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

Operating revenu $ 1033 $ 10,817 $ 11,37¢ $ (480 $ (568) (4)% (5)%
Operating expenses, excluding asset impairi
charges 7,962 8,49¢ 8,42¢ (537) 70 (6)% 1%
Asset impairment charg: 54 — — 54 — nm nm
Operating incomi 2,31t 2,31z 2,95(C 3 (639) 0% (22%
Other expens<—net 572 554 51¢ 19 39 3% 8%
Income before income taxes, discontinued
operations, and cumulative effect of change
accounting principle 1,742 1,75¢ 2,43¢ (16) (677) D% (28)%
Income tax expens (69€) (675) (9393 (23 25¢ )% 28%
Income from continuing operatiol 1,04¢ 1,08: 1,502 (39 (419 4% (28)%
Loss from discontinued operati—net of tax (53 (252 (697) 19¢ 44k 79% 64%
Income before cumulative effect of change
accounting principle 991 831 80% 16C 26 18% 3%
Cumulative effect of change in accounting
principle—net of tax — 21¢ — (219 21¢ nm nm
Net income $ 9291 $ 1,05C $ 80t $ 59 $ 24& 6)% 3%

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

Although total operating revenue continteedecline in 2004, we experienced a deceleratigevenue losses consistent with the slowing
of the loss of access lines.

The following table shows our access libgshannel as of December 31, 2004, 2003 and 2002.

Access Lines*

Increase/ Percentage
(Decrease) Change
Years Ended December 31,

2004 v 2003 v 2004 v 2003 v
2004 2003 2002 2003 2002 2003 2002

(In thousands)

Mass Market: 11,05¢ 11,74¢ 10,79¢ (690) 951 (6)% 9%
Business 2,58¢ 2,76¢ 4,90t  (18%) (2,136 M% (44)%
Wholesale 1,87¢ 1,691 1,15¢ 18¢ 53¢ 11%  4€%
Total 15,52¢ 16,20¢ 16,86.  (687) (652) D% ()%

* We may modify the channel classification of oures=tlines from time to time in our efforts to be#pproximate the related revenue
channels and better reflect how we manage our éss.
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Business access lines for 2002 include small besiaecess lines. However, small business accessHave been classified as Mass
Markets access lines for 2003 and 2004.

We believe that the deceleration in actiesdosses shown in this table was due in patti¢olLECs', including Qwest's, success in
achieving favorable regulatory rulings and the sgef QCII's customer service initiatives (in viiee participate) designed to provide our
customers with improved service and expanded ptaafterings.

2004 COMPARED TO 2003

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

Increase/ Percentage
Years Ended (Decrease) Change
December 31,
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Voice service $ 7,118 $ 7,881 $ (769 (10)%
Data and Interne 2,137 2,12¢ 11 1%
Affiliate services 1,064 784 28C 36%
Other service 12 2C (8) (40)%
Total operating revent $ 10,331 $ 10,81: $ (480) (4)%

Voice Services

The decrease in voice services revenuepwiasrily due to access line losses from competifivessures, technology substitution and a
reduction in access revenues from external patiegsare being replaced by affiliate revenues asfiliate re-entered the londistance mark:
in our local service area. In particular, for thesptwo years a significant portion of our masske&rand business access line losses have beel
attributable to our competitors' use of UNE-P antundled local loops to deliver voice services.Sehlsses have been partially offset by
corresponding increases in our wholesale access (imhere UNE-Ps are reflected). However, the eggdlprice structure of UNE-Ps applied
downward pressure on our revenue.

On February 5, 2005, the FCC issued ne®sreliminating the ILECs' obligations to continueyiding UNE-P and unbundled switching
as a UNE. We believe this will lead to greater ifvdlity in negotiating contract rates with CLECsdadata access providers. Also, some of our
competitors recently announced their intentionisea@htinue marketing mass markets local voice serto new customers. We believe these
factors will help mitigate the downward pressurendreline margins due to UNE-P. Furthermore, altfltoaccess line losses continue, the rate
of loss of access lines has recently slowed. Wiewrthis slowing is due to the UNE-P factors désad above.

Data and Internet Service

Data and Internet services revenue incrtkedse to increases in DSL as this service contitueégs expanded geographically to allow more
of our customers to convert from dial-up Intern@tmections to our DSL services. The number of mamkets DSL subscribers grew by 62%,
and we expanded our DSL service area to 67% ofozat service area in 2004; however, the impadhafeases in mass markets DSL
subscribers and related revenue was offset inbyasiecreases in wholesale data and Internet ssrvice
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Affiliate Services

The increase in affiliate services revewas primarily caused by increases in switched acqeésate line and billing and collection
services provided to our long-distance affiliatbeTincrease in these services is offset by a remuit service revenues from external
customers and was associated with growth in thieddfs long-distance business as they re-entifriscusiness in our local service area.

2003 COMPARED TO 2002

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

Increase/ Percentage
Years Ended (Decrease) Change
December 31,
2003 v 2003 v
2003 2002 2002 2002
(Dollars in millions)
Voice service: $ 7,881 $ 859¢ $ (718) (8)%
Data and Interne 2,12¢ 2,18¢ (63) 3)%
Affiliate services 784 56¢ 21€ 38%
Other service 20 23 3 (13)%
Total operating revent $ 10,811 $ 11,37¢  $ (56¢) (5)%

Voice Services

The decrease in voice services revenuedwasn by losses of access lines (see table alam/e)e experienced competition from both
technology substitution and other telecommunicatiproviders reselling our services by using UNEHRsddition, reductions in revenue from
external parties were replaced by affiliate reverasour affiliate re-entered the long-distanceketan our local service area. The regulated
price structure of UNE-Ps also applied downwardgguee on our revenue. The increase in wholesale-BldEcess lines partially offset the |
of retail access lines, but we also experiencetirdecin sales of enhanced features and instafiaial repair services in our mass markets and
business channels. Wholesale local voice revenclindd in 2003 and 2002, primarily due to reductiomdemand for services such as ope
assistance, pay phones, and collocation.

Data and Internet Service

The decline in data and Internet serviesgmue is primarily due to the loss of revenue ftbenbankruptcies of large customers, primarily
in 2002, such as Touch America, Inc., MCl and Gniursuant to the amendment of our agreementMithosoft in July 2003, we became
responsible for providing broadband services diyeotend-user customers. Prior to that date wepradiously provided these services to
Microsoft on a wholesale basis. Subsequent todate we have been recognizing revenue at highait rates rather than the lower wholesale
rates we charged Microsoft. We also increased @lr 8ubscriber base by 19%.

Affiliate Services

The increase in affiliate services revewas primarily caused by QCII's entrance into thterlbATA long-distance business and a
migration of telecommunications services from thpedty providers onto our network. These servicekralated revenue increases were rel
primarily to increases in private line servicesj amcreases in marketing, sales and billing antectibn services provided. These increases
were offset by reductions in similar services poegly provided to external customers.
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Operating Expenses

Operating Expense Trends

Our expenses continue to be impacted Hyirghidemand due to increased competition. This@thdr factors have led to some of the

following trends affecting our operating expenses:

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

Reduced capital expenditur. Beginning in 2002, we reduced capital expend#aed expect to continue at a reduced leve
the foreseeable future. This reduction has in kedrto a reduction in our depreciation expenseeGihe current business
environment as discussed in "Business" in thisgeokus, we believe that our current level of cdgixpenditures will sustain
our business at existing levels and support oucigated core growth requirements, primarily in 8L area.

Reduced affiliate costsThe combined affiliate costs included in bothtafssales and SG&A are expected to remain at ¢evel
slightly below or consistent with 2004 charges, ahhivere reduced from 2003 levels primarily dueh favorable impact of
restructuring activities, and a reduction in infation technology costs due to a concentration stfesgs work on products and
services of other affiliates. In addition, a benefiapproximately $40 million was realized in 20@dm a change in allocation
methodology for third party system maintenance géswr

2004 COMPARED TO 2003

The following table provides further detayarding our operating expenses:

Increase/ Percentage
Years Ended (Decrease) Change
December 31,
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Operating expense
Cost of sale:
Employe¢related cost $ 148: $ 1527 $ (44) 3)%
Network expense 194 21C (16) (8)%
Other no-employerrelated cost 45¢ 49¢ (39 (7)%
Affiliate costs 30¢€ 42C (114 2N)%
Total cost of sale 2,44; 2,65(C (208) (8)%
Selling, general and administrati
Employeerelated cost 66€ 70¢ (42) (6)%
Bad debt 32 12F (93 (74)%
Restructuring cosl 65 57 8 114%
Property and other tax 31z 40z (90 (22)%
Other no-employerrelated cost 69€ 65€ 40 6%
Affiliate costs 1,05¢ 1,14¢ (95) (8)%
Total selling, general and administrat 2,821 3,09¢ (271) (9)%
Depreciatior 2,32 2,412 (85) (D%
Capitalized software and other intangible assewrazation 36€ 33¢ 27 8%
Asset impairment chargs 54 — 54 nm
Total operating expens: $ 801 $ 849 $ (489 (6)%
] | I

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

Cost of sales includes employee relatetsgceach as salaries and wages directly attribet@bproducts or services, and benefits, network
facility costs and other non-employee related cesth as facility costs, materials and suppliestreated engineering services and computer
system support, incurred by us or on our behalfnyaffiliates.

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

Selling, general and administrativ

SG&A expenses include employee relatedscaisth as salaries, wages and benefits not dirgtttiputable to products or services,
restructuring charges, sales commissions and atireemployee related costs such as property and atkestbad debt charges, real estate
rent for administrative space, advertising and ggsional service fees, incurred by us or on oualbély our affiliates.

The decrease in SG&A is due to lower affédi costs, resulting from the factors discussexparating expense trends, lower bad debt
expense due to improvements in credit and collegiiactices, as well as a one-time favorable seéte of approximately $45 million from a
customer emerging from bankruptcy, and lower priypiaix expense as a result of reduced propertyegadind reduced capital expenditures.
These decreases were partially offset by an ineregason-employee costs driven by higher markeding advertising and external
commissions. The increase in non-employee cosiifSst by a decrease in affiliate charges, as paterommissions of approximately
$20 million were incurred by our affiliates andoaihted to us prior to 2004.

As a result of the 2004 plan restructuregjvities, we expect to realize annual cost savinfgapproximately $182 million.
Pension and Po-Retirement Benefits

Our employees participate in the QCII pensind other post-retirement benefit plans. Owltednclude an allocation of pension credits
and post-retirement benefit expenses from QClictvhie refer to on a combined basis as a net peesipense or credit. We recorded net
pension expenses of $159 million and $189 millim2004 and 2003, respectively. Our 2004 annuabkaeste reduced by approximately
$28 million due to recently passed Medicare legjistathat partially subsidizes the costs to empisy# providing prescription drug coverage
for their retirees. The net pension expense orittied function of the amount of pension and pesirement benefits earned, interest on
projected benefit obligations, amortization of sosihd credits from prior benefit changes and tipeeted return on the assets held in the
various plans. The net pension expense or credildsated primarily to cost of sales and the renimgj balance to SG&A. For additional
information on our pension and post-retirement plaee Note 10—Employee Benefits to our auditedaatated financial statements in this
prospectus.

Depreciation

The 4% decrease in depreciation expense $.412 billion in 2003 to $2.327 billion in 2004s primarily the result of reduced capital
expenditures beginning in 2002.
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Capitalized software and other intangible assetsaatization

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

Asset impairment charge

In conjunction with our efforts to sell tan assets during 2004, we determined that thyiogramounts of those assets were in excess of
our expected sales proceeds. This resulted inGBé asset impairment charge of $54 million. Foreriaformation on our asset impairment
charges, please see Note 4—Property, Plant angbfgui to our audited consolidated financial statemin this prospectus.

2003 COMPARED TO 2002

The following table provides further deta&barding our operating expenses:

Increase/ Percentage
Years Ended (Decrease) Change
December 31,
2003 v 2003 v
2003 2002 2002 2002
(Dollars in millions)
Operating expense
Cost of sale:
Employetrelated cost $ 1527 $ 141¢ $ 111 8%
Network expense 21C 20t 5 2%
Other no-employerrelated cost 49: 43€ 57 13%
Affiliate costs 42C 35¢ 61 17%
Total cost of sale 2,65( 2,41¢ 234 1C%
Selling, general and administrati
Employecrelated cost 70¢ 564 14E 26%
Bad debt 12t 26C (135) (52)%
Restructuring cosl 57 18 39 nm
Property and other tax 40z 413 (17) 3%
Other no-employerrelated cost 65€ 92¢ (273 (29%
Affiliate costs 1,14¢ 1,001 14¢ 15%
Total selling, general and administrat 3,09¢ 3,18¢ (87) ®)%
Depreciatior 2,41z 2,541 (129 (5)%
Capitalized software and other intangible assewsraration 33¢ 287 52 18%
Total operating expens: $ 849¢ $ 842¢ $ 70 1%

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

Cost of sales as a percentage of revermneared from 21% in 2002 to 25% in 2003, due tbérigmployee and service related costs,
primarily driven by increases in pension and peitement benefit costs discussed below, investineDSL line conditioning expense, and
higher regulatory related fees. Affiliate chargesréased due to higher charges allocated to uedbnology support and for a new affiliate
equipment maintenance contract.
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Selling, general and administrativ

The primary causes of the reduction inisgllgeneral and administrative expenses weredbeedse in bad debt expense as a result of
large provisions associated with uncollectible nemigles from MCI, Touch America and others thatreeorded in 2002, improved collection
practices and tighter credit policies in 2003 amtberease in other non-employee related costsdimgunarketing and advertising and
professional fees to third party vendors as wencesiporated certain previously outsourced custa@aarice functions into our operations. The
offsetting increase in employee related costs teddiom increases in incentive compensation aockases related to our pension and post-
retirement benefit plans.

Pension and Po-Retirement Benefits

The $242 million increase in pension anstgetirement benefit expense in 2003, from a ¢r&fdb53 million in 2002 to a $189 million
expense in 2003, was due primarily to a $90 millieduction in the expected rate of return on plksets from 9.40% to 9.00%, and a loss of
$98 million resulting from recognition of actuargains and losses. For additional information onpmnsion and post-retirement plans, see
Note 1(—Employee Benefits to our audited consolidatedrfaial statements in this prospectus.

Depreciation

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

Capitalized software and other intangible assetsaatization

The 18% increase in amortization expenseatizibutable to the increase in total capitaligeftware.
Other Consolidated Results
Other Expense—Net

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

The following table provides further detabarding other expense—net:

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

(Dollars in millions)

Other expense!

Interest expen—net $ 58 $ 57 $ 541 % 11 $ 32 2% 6%
Other incom—net (12) (19 (26) 8 7 (42% (2%
Total other expense $ 572 $ 554 $ 51t $ 19 $ 39 3% 8%

" e S S EE—
2004 COMPARED TO 2003

Interest expense—net.The increase in interest expense during 20@aftaibutable to higher average interest ratemduhe year.
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Income Tax Expensi

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

Cumulative effect of change in accounting principlenet of tax

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

2003 COMPARED TO 2002
Other Expense—Net

Interest expense. The increase in interest expense was primdtily/to an increase in aggregate debt of $495 mitliring 2003.
Income Tax Provisior

The effective income tax rate increase8&a@% in 2003 from 38.3% in 2002 because 2002 aoedabeneficial state audit and accrual
adjustments.

Liquidity and Capital Resources

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

QCIl and its consolidated subsidiaries twdl borrowings of $17.2 billion at September 3005 and $17.3 billion at December 31, 2004.
Some of the borrowings of QCII and QSC are sechyeliens on our stock. As a result, ownership afstock could transfer if either QCII or
QSC were to default on its debt obligations.

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

Near-Term View

We had $317 million in cash and cash edeita and $69 million of short-term investmentsikarde at September 30, 2005. For the
guarter ended September 30, 2005, our primary safrfunds was cash provided by operating actwitiguring 2005, we expect to use our
available excess cash primarily to pay dividendsuoparent, to make additional investment to atwork or pay down debt maturities. For
the nine months ended September 30, 2005 we dddarielends of $1.45 billion to our parent.

Our working capital deficit, or the amounytwhich our current liabilities exceed our currassets, was $370 million, $1.029 billion and
$2.683 billion as of September 30, 2005, DecembeRB04 and 2003, respectively. Our working capl&dicit as of September 30, 2005
improved $659 million since December 31, 2004 eesalt of several factors. For the nine months drileptember 30, 2005 we have genel
a significant amount of cash from our operations/elf as a working capital
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improvement as the result of the restructuringwflong term debt as further discussed in Note 3+rdwings to our unaudited condensed
consolidated financial statements included in pigspectus. These increases in working capital baea offset in part by cash used to pay
dividends of $1.8 billion and capital expenditucé$854 million. Our working capital deficit deciszad $1.654 billion in 2004 primarily due to
the discontinuance of Qwest Wireless operations;lwiesulted in the retirement of $2.134 billionaffiliate borrowings during May of 2004,
and a partially offsetting reduction of $357 milli current assets associated with the discontimperations. In addition, current borrowings
were reduced by $476 million, with similar incresi$e long term debt. Dividends payable increasefia®y3 million as dividends declared of
$2.664 billion exceeded actual dividend payment$2o451 billion.

During the nine months ended Septembe2@05, we have taken the following measures to imgpur near-term financial position:

. On May 27, 2005, QC commenced registered exchaffiges dor its 7.875% Notes due 2011 (the "2011 QaleN") and its §/s
% Notes due 2012 (the "2012 QC Notes") pursuatitgaegistration rights agreements that QC entietedn connection with
the issuance of these outstanding notes. QC coeapikeé registered exchange offers for the 2011 @@dNand 2012 QC Notes
on July 5, 2005.

. On June 7, 2005, QC commenced cash tender offetkdgurchase of up to $250 million of aggregategipal amount of its 6
5/ 8% Notes due 2005 (the "QC°68% Notes") and up to $150 million of aggregate dggatamount of its 6/ 8% Notes due
November 15, 2005 (the "QC'é 8 % Notes"). QC received and accepted tenders obappately $211 million face amount of
QC 6°/ 8% Notes for $216 million, including accrued intéret$4 million, and approximately $129 million faamount of the
QC 61/8% Notes for $131 million, including accrued intdres$1 million.

. On June 17, 2005, QC issued a total of $1.15 hikibnew debt consisting of $750 million of FloatiRate Notes due 2013 wi
interest at LIBOR plus 3.25% (7.14% as of Septen30e2005) and $400 million of 7.625% Notes due3201

. On June 20 and June 23, 2005, QC pre-paid an aggref$750 million face amount of the $1.25 billiboating rate tranche of
its senior term loan that matures in June 20057315 million, including accrued interest of $2 moifl. This and the above
transactions resulted in a loss of $37 million.

. On September 15, 2005 QC paid the remaining $3%0mibf the QC 6/ 8% Notes that matured on that date.

The current working capital deficit is panily caused by dividends that we pay to QSC. Tmét of cash payments for declared
dividends to QSC is at our discretion in consubtativith QSC. We continue to produce significanthcBiem operating activities, and we
believe that our cash on hand together with oun #lasvs from operations should be sufficient to e cash needs through the next twelve
months. However, if we or QCIl become subject gm#icant judgments, settlements or tax paymenish ss the potential CLAS obligation,
further discussed in "Business—Legal Proceedings$htis prospectus, we or QCII could be requirethtke significant payments that we or
QCIl do not have the resources to make. The madmitd any settlements or judgments resulting frbesé actions could materially and
adversely affect QCII's ability to meet its debtigdtions and its financial condition, potentiallgpacting its credit ratings, its ability to access
capital markets and its compliance with debt com&ndn addition, the magnitude of any settlemertudgment may cause QCII to draw down
significantly on its cash balances, which might#oit to obtain additional financing or explore etimethods to generate cash. Such methods
could include issuing additional securities oriagllassets.
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To the extent that QCII's EBITDA (as defiia QCII's debt covenants) is reduced by cashetgs or settlements, its debt to
consolidated EBITDA ratios under certain debt agreets will be adversely affected, which could redQCII's liquidity and flexibility due to
potential restrictions on drawing on its line oédit and potential restrictions on incurring adulill debt under certain provisions of its debt
agreements. As a wholly owned subsidiary of QQll, lnusiness operations and financial condition @¢dad similarly affected, potentially
impacting our credit ratings and access to capitalkets. In addition, a five-year revolving crefditility established by QSC in October 2005
(the "2005 QSC Credit Facility") contains varioimitations, including a restriction on using anpgeeds from the facility to pay settlements
or judgments relating to investigation and seasitictions discussed in "Business—Legal Procegdimgisis prospectus.

Long-Term View

We have historically operated with a wotkiapital deficit due to our practice of declarargl paying regular cash dividends. We expect
this trend to continue. As discussed below, weinoetto generate substantial cash from operatiesbelieve that cash provided by
operations, combined with our current cash posiiod continued access to capital markets to refmanr current portion of debt, should
allow us to meet our cash requirements for thesteeable future.

In addition to our periodic need to obthirancing in order to meet our debt obligationsreesy come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiottee@ale of assets) if cash provided by
QCIlI's operations does not improve, revenue and pesvided by operations decline, economic conditizveaken, competitive pressures
increase or if we or QCIl become subject to sigaifit judgments, settlements or tax payments aseiudiscussed in "Business—Legal
Proceedings" in this prospectus. In the event aidarerse outcome in one or more of these matterer@Cll could be required to make
significant payments that we do not have the ressuto make. The magnitude of any settlementsdgnjents resulting from these actions
could materially and adversely affect QClI's apitit meet its debt obligations and its financiahdition, potentially impacting its credit
ratings, its ability to access capital markets @mdompliance with debt covenants. In additioe, thagnitude of any settlements or judgments
may cause QCII to draw down significantly on itsktdéalances, which might force it to obtain addifinancing or explore other methods to
generate cash. Such methods could include issuiditi@nal securities or selling assets. As a whoilyned subsidiary of QCII, our business
operations and financial condition could be sinilaffected, potentially impacting our credit raggand access to the capital markets.

The 2005 QSC Credit Facility makes avadabl QSC $850 million of additional credit subjextertain restrictions as described below,
and is currently undrawn. This facility has a crpagment default provision, and this facility arettain other debt issues of QCII and its other
subsidiaries also have cross acceleration provdsidfhen present, such provisions could have a vimdeact on liquidity than might otherwise
arise from a default or acceleration of a singletdestrument. These provisions generally provit® & cross default under these debt
instruments could occur if:

. QClII fails to pay any indebtedness when due ingaregate principal amount greater than $100 million

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

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

Upon such a cross default, the creditors wfaterial amount of QCII's debt may elect to aecthat a default has occurred under their deb
instruments and to accelerate the principal amoduns
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such creditors. Cross acceleration provisions ianéas to cross default provisions, but permit daddt in a second debt instrument to be
declared only if in addition to a default occurrimgder the first debt instrument, the indebtedikegsunder the first debt instrument is actually
accelerated. As a wholly owned subsidiary of Q@i business operations and financial conditioriccbe affected, potentially impacting our
credit ratings and access to the capital marketaddition, the 2005 QSC Credit Facility contaiasious limitations, including a restriction on
using any proceeds from the facility to pay set#ais or judgments relating to the investigation seclrrities actions discussed in "Business—
Legal Proceedings" in this prospectus.

Payment Obligations
Payment obligation:

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

Payments Due by Period

2005 2006 2007 2008 2009 Thereafter Total

(Dollars in millions)

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

Long-term debt $ 402 $ — $ 141 $ 322 $ — $ 5657 $ 7,79
Interest on debt(4 58¢ 56C 51€ 45¢ 44C 4,92: 7,48t
Capital lease obligatior 3 2 2 2 1 8 18
Operating lease 11% 85 8C 71 54 241 64€
Purchase commitment obligatio 66 56 14 1 — — 137

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

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

(2)  This table does not include accounts payable @4®lbillion, dividends payable to QSC of $412 roiflj accrued expenses and ot
current liabilities of $803 million, deferred incentiaxes of $2.194 billion and other long-term lidies of $531 million, all of which are
recorded on our December 31, 2004 consolidatechbalsheet.

(3)  We have certain lor-term, not-cancelable purchase commitments for advertisingpgochotion services, including advertising ¢
marketing at sports arenas and other venues amiseWe also have service related commitments vatlous vendors for data
processing, technical and software support. Intemgiwe have telecommunications commitments witiECs, IXCs and third party
vendors that require us to make payments to puechetsvork services, capacity and telecommunicagopspment. These
commitments generally require us to maintain minmimmonthly and/or annual billings, based on usagéurié payments under certain
services contracts will vary depending on our daigage. In the table above we estimated paymentidse service contracts basec
the level of services we expect to receive.

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

Employee Benefit Plans.QCII offers pension and post-retirement beraéitour employees, some of which are required unde
contractual agreements. Pension and certainrptistment benefits are paid through trusts ancefbee are not included in this table, as we
not able to reliably estimate our portion of futueguired contributions to the trusts. As of Decentiil, 2004, QCII's qualified defined benefit
pension plan is fully funded. As of December 31020ve have a liability of
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$2.833 billion for our allocation of QCII's posttirement and other post-employment benefit oblaysi The liability is impacted by various
actuarial assumptions and will differ from the safithe future value of actuarially estimated payteeSee further discussion of our benefit
plans in Note 10—Employee Benefits to our auditexsolidated financial statements in this prospectus

Letters of Credit
At September 30, 2005 and December 31, ,208had outstanding letters of credit of approxetya$4 million.

Historical View

For the Nine Months
Ended September 30,

2005 2004

(Dollars in millions)

Cash Flows:
Provided by operating activitie $ 251 % 2,34:
Used for investing activitie (690) (2,009
Used for financing activitie (1,84% (1,685
Decrease in cash and cash equival $ 25 $ (350

I I
Operating Activities

We generated cash from operating activifeb2.512 billion, $3.319 billion, $4.824 billicand $4.562 billion for the nine months ended
September 30, 2005 and the years ended Decemb20@4,, 2003 and 2002, respectively. Our cash peaviy operating activities increase:
the nine months ended September 30, 2005 compathd same period of 2004 primarily due to incrdaset income after adjusting for non-
cash items. For 2004, the $1.505 billion decreasmsh provided by continuing operating activitespared to 2003 resulted from a
$909 million decrease in cash for intercompanyp@yxments to our parent in connection with our ima&tax allocation and payment policy. In
addition, there was a $541 million decrease in ¢ash an affiliate and other accounts payable aswlieed expense transactions, and a dec
of $43 million of cash generated from income fropei@tions after adjusting for impairment, deprésiatind amortization, cumulative effect
of change in accounting principle, and discontinapdrations. The decrease in adjusted income frognations was primarily due to the
continued trend of decreasing revenues.

The $262 million increase in cash provitbgcbperating activities in 2003 as compared to 2088 primarily the result of favorable
changes in certain operating asset and liabiligpants of $945 million, partially offset by a de@se in income from operations of $683 mill
after adjusting for nowash items including depreciation, amortizatiord emmulative effect of change in accounting priteif his decrease
adjusted income from operations is a direct resfutlie continuing decline in operating revenues.

Despite the decrease in cash generateddparating activities in the year ended DecembefB804, we continue to produce significant
operating cash flows regardless of the declinepigrating revenue. We expect that the cash flow foperations along with continued acces
capital markets will be sufficient to cover our ogéng expenses, general corporate overhead, tagpanditures and debt service obligations.

Our employees participate in the QCII penspost-retirement and other post-employment liepleins. QCIl does not anticipate a
requirement to make any significant contributiothte QCII retirement plans in 2005.
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Investing Activities

Cash used for investing activities was $68iion, $1.383 billion, $1.933 billion and $2.518lion for the nine months ended
September 30, 2005 and the years ended Decemb20®4,, 2003 and 2002, respectively. We used $31miess cash for our investing
activities during the nine months ended SeptembeRB05 as compared to the nine months ended Skete3fl, 2004. As compared to the r
months ended September 30, 2004, during 2005,apitat expenditures decreased $283 million, or 2806, to decreased capital expenditures
for DSL deployment and lower local network infrastiure spending due, in part, to our reuse prograsnsell as from a $33 million sales and
use tax refund received in the second quarter 0520/e expect that our 2005 capital expenditurdisbaislightly lower than our 2004 levels.
Cash used in investing activities in 2004 decre&&& million compared to 2003 primarily as a resfila $198 million reduction in capital
expenditures in 2004. Cash used in investing die#/in 2003 decreased $585 million compared t@Zfimarily as a result of a 2002 capital
contribution to Qwest Wireless of $800 million amdeduction in capital expenditures in 2003 of $arfiflion.

Capital expenditures were $854 million 4RT. billion, $1.635 billion and $1.746 billion fthie nine months ended September 30, 2005
and the years ended December 31, 2004, 2003 ar] 2&pectively.

Financing Activities

Cash used in financing activities was $I.Bdlion, $2.249 billion, $2.458 billion and $1 @%illion for the nine months ended
September 30, 2005 and the years ended Decemb20®4,, 2003 and 2002, respectively. Cash usedrfanéing activities increased
$162 million for the nine months ended Septembe2805 compared to the same period in 2004. Thredse in cash used for financing
activities was primarily the result of $332 milliof collections on a note receivable from an afféiin the second quarter of 2004, which was
partially offset by the fact that our 2005 borrogiand repayment activity used $27 million in nettrcavhile our 2004 borrowing and repaymn
activity used $186 million in net cash. Our exigtikebt covenants do not limit the amount of divideewe can pay to our parent. At
September 30, 2005, we were in compliance witpraVisions or covenants of our borrowings. For iddal information regarding the
covenants of our existing debt instruments, see BetBorrowings to our audited consolidated finahsiatements in this prospectus.

We paid cash dividends of $1.820 billio8,451 billion, $2.880 billion and $1.915 billionrfthe nine months ended September 30, 2005
and the years ended December 31, 2004, 2003 ar] 2&pectively. We have historically declared paitl regular dividends to QSC basec
our consolidated net income. In August 2003, weiffestiour dividend practice to exclude Qwest Wissls losses in the determination of
regular dividends we declare and pay. In May 20@transferred ownership of Qwest Wireless to éifisaé. During 2004, we declared an
additional dividend that included prior period dags determined without the effect of Qwest Wirslesosses. In July 2004, we modified our
dividend practice to balance our financial needshgosition and credit profile with those of oargnt. As a result, going forward, we may
declare and pay dividends in excess of our earrimffze extent permitted by applicable law. Ousérg debt covenants do not limit the
amount of dividends we can pay to our parent. Att&aber 30, 2005, we were in compliance with aljsions or covenants of our
borrowings.

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

The table below summarizes our long-terint datings at September 30, 2005 and December@®Y, 2nd 2003 by Moody's Investor
Services ("Moody's"), Standard and Poor's ("S&RY &itch Ratings ("Fitch"):

December 31,
September 30,
2005 2004 2003
Moody's Ba3 Ba3 Ba3
S&P BB- BB- B-
Fitch BB BB B

In October 2005, S&P raised its rating on long-term debt from BB- to BB. In November 208%gch raised its rating on our long-term
debt from BB to BB+.

With respect to Moody's, a Ba rating isged to have speculative elements, meaning thdtithee of the issuer cannot be considered
well-assured. Often the protection of interest pridcipal payments may be very moderate, and tlyemebwell safeguarded during both good
and bad times. The "1,2,3" modifiers show relatitanding within the major categories, 1 being tighdést, or best, modifier in terms of credit
quality.

With respect to S&P, any rating below BBM#icates that the security is speculative in natdrBB rating indicates that the issuer
currently has the capacity to meet its financiahogtment on the obligation; however, it faces majpgoing uncertainties or exposure to
adverse business, financial or economic conditianich could lead to the obligor's inadequate capagc meet its financial commitment on
the obligation. An obligation rated B is more vuizlgle to nonpayment than obligations rated BB thetobligor currently has capacity to meet
its financial commitment on the obligation. Advetsesiness, financial, or economic conditions villely impair the obligor's capacity or
willingness to meet its financial commitment on tidigation. The plus and minus symbols show regasitanding within the major categories.

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

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

Given our current credit ratings, as natbdve, our ability to raise additional capital undeceptable terms and conditions may be
negatively impacted.

Critical Accounting Policies and Estimates

We have identified the policies and estesdielow as critical to our business operationstia@dinderstanding of our results of operations,
either past or present. For a detailed discussiath® application of these and other significarmbaating policies, see the notes to our
consolidated financial statements in this prospecthese policies and estimates are considerdtcattibecause they either had a material
impact or they have the potential to have a mdtenjpact on our financial statements, and becausg tequire significant judgments,
assumptions or estimates. Note that our

45




preparation of the consolidated financial statemeant notes thereto, requires us to make estiraateassumptions that affect the reported
amount of assets and liabilities, disclosure ofticgent assets and liabilities at the date of ansolidated financial statements and the repc
amounts of revenue and expenses during the reggréiriod. We believe that the estimates, judgmantsassumptions made when accounting
for items and matters such as future usage undgrterm contracts, customer retention patternseddbility of accounts receivable, expected
economic duration of assets to be depreciated ort@ed, asset valuations, internal labor capitaion rates, recoverability of assets, rates of
return on assets held for employee benefits, timimgdjamounts of future employee benefit paymemisertain tax positions, reserves and other
provisions and contingencies are reasonable, asa@dormation available at the time they are mati@vever, there can be no assurance that
actual results will not differ from those estimates

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

We are involved in several material legalgeedings, as described in more detail in "Busirdsegal Proceedings” in this prospectus. We
assess potential losses in relation to these drat pending or threatened legal matters. If aissnsidered probable and the amount can be
reasonably estimated, we recognize an expenskd@dtimated loss, as described in more detaBusihess—Legal Proceedings"” in this
prospectus. To the extent these estimates turto@xceed or be less than the actual liability ltegyifrom the resolution of these matters, our
earnings will be increased or decreased accordifffiye differences turn out to be material, oansolidated financial statements could be
materially impacted.

Restructuring

Periodically, QCIl commits to exit certdinsiness activities, eliminate office or faciligchtions and/or reduce our number of employees.
Our portion of the charge to record such a decidiggends upon various assumptions, including fidaverance payments, sublease income,
length of time on market for abandoned rented ifa&s| contractual termination costs and so fddilch estimates are inherently judgmental
may change materially based upon actual experi@iieeestimate of future losses on sublease incom@imposal activity generally has the
most significant impact. Due to the estimates anidinents involved in the application of each oBthaccounting policies, changes in our
plans and these estimates and market conditiond cmaterially impact our financial condition or t#ts of operations.

Economic Lives of Assets to be Depreciated or Amared

Due to rapid changes in technology andctimapetitive environment, selecting the estimatezhemic life of telecommunications plant,
equipment and software requires a significant arhofijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouredegiion rates. As of December 31, 2004, the weidjalverage remaining expected life of
our property, plant and equipment was 6.6 years.éfffect of a one year increase in the estimatetlullves of our property, plant and
equipment would have decreased our depreciatioaresepby approximately $300 million; the effect afree year decrease in the estimated
useful lives of our property, plant and equipmeould have increased our depreciation expense byozippately $410 million. As of
December 31, 2004, the weighted average remainipgoted life of our intangibles assets with filites was 2.5 years. The effect of a one
year increase in the estimated useful lives ofiatangibles assets with finite lives would haverdesed our amortization expense
approximately $90 million; the effect of a one ydacrease in the estimated useful lives of ouniitdes assets with finite lives would have
increased our amortization expense by approxim&2a0 million.
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Pension and Post-Retirement Benefits

Our employees participate in the QCII penspost-retirement and other post-employment liepleins. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide lenefother employees of QCII or its
affiliates. QCII allocates the cost of pension aogt-retirement health care and life insurance fitsrend required contributions to us. The
allocation is based upon employee demographicsioémployees compared to all the remaining pasditip. For further discussion of the Q
pension, post-retirement and other post-employrbenéfit plans and the critical accounting estimatease see the QCII annual report on
Form 10-K for the year ended December 31, 2004.

Recoverability of Long-Lived Assets

We follow the provisions of SFAS No. 14Actounting for the Impairment or Disposal of Long«d Assets." Under the provisions of
that standard, we must review the recoverabilitpuflong-lived assets whenever events or chamgeisdqumstances indicate that the carrying
amount of those assets may not be recoverableetfte or changes in circumstances indicate thatahging amount of an asset, or group of
assets, may not be recoverable, we will evaluaedboverability of the carrying value of our lolined assets using gross undiscounted cash
flow projections. Such evaluations require idenéifion of the lowest level of identifiable, largehdependent, cash flows for purposes of
grouping assets and liabilities subject to reviéhe cash flow projections will include lortgrm forecasts of revenue growth, gross margin:
capital expenditures, all of which require sigrafit judgment and assumptions.

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

We have network assets located in leasegepties such as equipment rooms. For certainesktfeases, we are legally obligated to
remove our equipment when the lease expires. Asnextjby SFAS No. 143, "Accounting for Asset Ratient Obligations,"” we record a
liability for the estimated current fair value tietcosts associated with these removal obligatMtesestimate our removal liabilities using
historical cost information, industry factors andrent engineering estimates. We then estimatersent value of these costs by discounting
the future expected cash payout to current famevblased on our incremental borrowing rate. Tae#tent there are material differences
between our estimated and actual removal costeandstimated and actual discount rates, we caletuired to adjust our recorded
liabilities at that time. These estimates werdaaitfactors in determining the net income imp&c$219 million upon the adoption of SFAS
No. 143 in 2003

Recently Adopted Accounting Pronouncements and Cunative Effect of Adoption

In December 2003, the Medicare Prescripbamg, Improvement, and Modernization Act of 20€8("Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidyponsors of retiree healthcare benefit plans
that provide a benefit that is at least actuariatiyivalent to the Medicare benefit. We adoptedptioeisions of FASB Staff Position No. 106-2
("FSP No. 106-2"), "Accounting and Disclosure Reguoients Related to the Medicare Prescription Dimgrovement and Modernization Act
of 2003". Accounting for the government subsidyvided under the Act reduced our accumulated pdsenmeent benefit obligation by
$197 million. The Act reduced the prescription dexgpense component of our 2004 post-retirementfihex@enses by $27 million. See
Note 1(—Employee Benefits to our audited consolidatedrfaial statements for more information.
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Recently Issued Accounting Pronouncemel

In December 2004, the FASB issued SFASIR8R, "Share Based Payment" ("SFAS No. 123R"). SRAS123R requires that
compensation cost relating to share based paymaTgzections be recognized in financial statemesggd on the fair value of the equity or
liability instruments issued. We were required pplsgt SFAS No. 123R as of the interim reporting pereginning July 1, 2005. SFAS
No. 123R covers a wide range of share based corapensrrangements including share options, resttishare plans, performance ba
awards, share appreciation rights, and employere ghachase plans. The adoption of SFAS No. 123Rbahad a material impact on our
financial position or results of operations.

In December 2004, the FASB issued SFAS188, which was effective for us starting July 1020In the past, we were frequently
required to measure the value of assets exchangazhimonetary transactions by using the net badbkevof the asset relinquished. Under
SFAS No. 153, we will measure assets exchangedratdlue, as long as the transaction has commeugistance and the fair value of the
assets exchanged is determinable within reasofiaibits. A non-monetary exchange has commercial suie® if the future cash flows of the
entity are expected to change significantly assaltef the exchange. The adoption of SFAS No.H&38not had a material effect on our
financial position or results of operations.

Risk Management

We are exposed to market risks arising fotranges in interest rates. The objective of ow@rést rate risk management program is to
manage the level and volatility of our interestexge. We may employ derivative financial instruragatmanage our interest rate risk
exposure.

We had approximately $1.25 billion of flwag-rate debt as of September 30, 2005 and Dece&ih&004 which was exposed to changes
in interest rates. This exposure is linked to LIB@Fhypothetical increase of 100 basis points iBQR would increase annual pre-tax interest
expense by $12.5 million in 2005. As of Septemtr2005 and December 31, 2004, we had approxim@gdlymillion and $400 million,
respectively, of long-term fixed rate debt obligas maturing in the following 12 months. We areasqu to changes in interest rates at any
time that we choose to refinance this debt. A higptital 100 or 200 basis point increase in therésterates on any refinancing of the current
portion of long-term debt would not have a matesféct on our earnings.

As of September 30, 2005, our proportiosétgre of QCII's investments was $267 million aftcavested in money market instruments
and $58 million invested in auction rate securiti&s interest rates change, so will the interesbime derived from these instruments.
Assuming that the investment balance was to recmistant, a hypothetical increase of 100 basistp@irmoney market rates would increase
annual interest income by $3 million. As of SeptemB0, 2005, our share of QCII's investment indixate short-term investments was
$11 million; however the income from these invesitads not subject to interest rate volatility doeheir fixed rate structure.
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BUSINESS

We provide local telecommunications andtedl services, IntraLATA long-distance services dath and video services within our local
service area, which consists of the 14-state regidkrizona, Colorado, Idaho, lowa, Minnesota, Mamd, Nebraska, New Mexico, North
Dakota, Oregon, South Dakota, Utah, WashingtonVegdming.

Until May 2004, we provided wireless seegdhrough our subsidiary, Qwest Wireless LLC. CayM, 2004, we transferred ownership of
Qwest Wireless to an affiliate. The transfer waslenam the form of a dividend to QSC, and, as altesa consideration was exchanged. Du
this transfer, we no longer have wireless operatiand the results of Qwest Wireless operationpi@sented as discontinued operations in
these financial statements. For a summary of thelteeof operations related to our discontinuedapens please see Note 7—Transfer of
Qwest Wireless Operations to our audited consaifihancial statements in this prospectus.

Financial Condition

The below table provides a summary of sofraur key financial metrics. This information sthabe read in conjunction with, and is
qualified by reference to, our consolidated finahstatements and notes thereto in this prospectd§Management's Discussion and Analysis
of Financial Condition and Results of Operatiomsthis prospectus.

Nine Months Ended
September 30, Years Ended December 31

2005 2004 2004 2003 2002

(Dollars in millions)

Consolidated Statements of Operations D

Operating revenu $ 7561 $ 7,741 $ 10,337 $ 10,811 $ 11,37¢
Operating expense 5,92 6,04: 8,01¢ 8,49¢ 8,42¢
Operating incom: 1,641 1,69¢ 2,31t 2,31z 2,95(
Income from continuing operatiol 722 77€ 1,04 1,08z 1,50z
Net income 72z 72E 991 1,05(C 80t
As of
As of December 31,
September 30,
2005 2004 2003

(Dollars in millions)

Consolidated Balance Sheet Dz

Total debi $ 7,688 $ 7,66 $ 7,75¢

Working capital deficit* (370 (1,029 (2,687%)

Total stockholder's equi 2,87t 3,60¢ 3,077
* Working capital deficit is calculated as the amodoytvhich our current liabilities exceed our cutrassets.

As shown above, over the past three yearhave experienced declining revenue. We are takimgmber of measures designed to
improve our financial condition, such as our pgptition in QCII's recent and continuing customeviee initiatives, cost reductions and
entering into financial transactions to extend nities on our debt. However, if revenue and casivigied by operations continue to decline, if
economic conditions weaken, if competitive pressimerease or if QCIl or we become subject to figgnt judgments and/or settlements as
further discussed in "—Legal Proceedings" in thisspectus, our ability to meet our debt obligatiand our financial condition could be
materially and adversely affected, potentially adeb affecting our credit ratings, our abilitydocess the capital markets and our compliance
with debt covenants.
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Operations

We market and sell our products and sesvicenass markets and business customers. In gema@rausiness customers fall into the
following categories: (1) small businesses; (2)amat! and global businesses; (3) governmentaliestiand (4) public and private educational
institutions. We also provide our products and isevto other telecommunications providers, inglgdaffiliated entities, who purchase our
products and services on a wholesale basis.

Wireline Services

We offer wireline products and services ivariety of categories that help people and bssi®communicate. Our wireline products and
services are offered through our traditional teteghnetwork. Our traditional telephone network ¢sts<of all equipment used in processing
telecommunications transactions within our locav®e area and forms a portion of the public swettlhelephone network. Our traditional
telephone network is made up of both copper cadsfiber optic broadband cables and serves appeigly 14.9 million access lines in 14
states.

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

Local voice services—mass markets, busaredsvholesale. Through our traditional telephone network, wigioate and terminate
local voice services within local exchange serteretories as defined by state regulators. Thrathggnetwork, we provide:

. basic local exchange services provided throughsadiges connected to our portion of the traditidgelephone network
. switching services for customers' communicatiomsubh facilities that we own;

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

. enhanced voice services, such as voice r

. operator services, including directory assistanoe;

. collocation services (i.e., hosting of another jlevs telecommunication equipment in our facidijie

On a wholesale basis we provide netwonkspart, billing services and access to our locakogk within our local service area to other
telecom providers and wireless carriers. Thesdcs allow other telecom companies to provide tal@munications services using our local
network. At times we sell UNEs or UNE-P, which allour wholesale customers to assemble or arramgbédo own networks and to
interconnect with our local network.

Long-distance voice services—mass markatsness and wholesale. We provide IntraLATA long-distance servicesotar customers
within our local service area.

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

Data and Internet Services

Data and Internet services—mass marketsiness and wholesale. We offer a broad range of products and profesdiservices to
enable our customers to transport voice, data afebv
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telecommunications at speeds up to 10 gigabitse@ewnd. Our customers use these products andeimia variety of ways. Our business
customers make internal and external data trangmssuch as transferring files from one locatmanother. Our mass markets customers
access email and the Internet under a variety fiection speeds and pricing packages. Also, outeghte customers use our facilities for
collocation, or to host their equipment and usepiwate line services to connect their customertheir networks.

Some of our data and Internet serviceslaseribed below:

. Digital subscriber line, which permits existing mmasarkets and business customer telephone lingsetate at higher spee
necessary for video and high-speed data commuoitsato the Internet or private networks;

. Asynchronous transfer mode, which is a broadbaetlyork transport service that provides a fastciffit way to move large
guantities of information over our highly reliabssalable and secure fiber optic broadband network;

. Frame relay, which is a switching technology tHkves data to travel in individual packets of védnlielength. The ke
advantage to this approach is that a frame relayark can accommodate data packets of various sgssciated with virtually
any data protocaol,

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

. Integrated Services Digital Network, which usestdigransmission technology to support voice, eidad data communicatic
applications over regular telephone lines.

Distribution Channels

We sell our retail wireline products andviees through a variety of channels, includingedirsales marketing, telemarketing and
arrangements with third party agents. We also piete use of similar products and services, aadisie of our network assets on a wholesale
basis, as described above.

Other Services

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

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

With increased levels of competition in tekecommunications industry resulting from statyitand regulatory developments and
technology advancements, we believe competitiveigens are no longer hindered by historical basrierentry. As a result, we believe factors
such as pricing, customer service and bundlingrexreasingly becoming determining factors in maiitey or increasing market share in the
telecommunications industry.

We are seeking to distinguish ourselvemfour competitors through our participation in aner of QCII's customer service initiatives
supporting its Qwest Spirit of Service™ brand comnmeint. We believe these initiatives were a faatamiproving QCII's and our customer
service
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relative to our peers in some respects over theyeas. In a residential local telephone servical@ation of 11 providers in the Western region,
QCIl was ranked eighth compared to its next-to-dast last-place ratings in earlier years. The saldy said that QCII improved in all six
components of customer satisfaction, which areornst service, billing, performance/reliability, igey offers/promotions and cost of service.
QCIlI's customer service initiatives include thddaling:

. Qwest ChoicéV. In 2003 and into 2004, QCII restructured itskaaging and pricing plans in order to provide custosrwith
greater choice, flexibility and simplification. Téee plans offer a variety of combinations of voieevices, wireless services and
data services. QCII also improved its product affgs during this period by entering into strategiationships with providers
wireless and video services.

. Promise of Valu™. QCIlI initiated its Promise of Value™ campaigrate 2003. This campaign assists various custom
designing their mix of QCII products and servioks part of this campaign, QCII is offering free aant reviews and advising
its customers on the best Qwest solution for itae/a

. Customer Suppo. QCII has opened seventy retail locations whestarners can learn more about its products andcssnanc
submit orders in person and has redesigned itsiteednsd the appearance of its bills to be cleareit$ customers.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

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

Competition

Local voice services. In providing local voice services to our masarkets and business customers within our locaicearea, we
compete with national carriers, smaller regionaljters, competitive access providers, indepentddephone companies, Internet telephony
providers, wireless providers and cable compafieshnology substitution, such as wireless subadituor wireline telephones, cable
telephony substitution for wireline telephones aallle modem substitution for diap modem lines and DSL, has been a significantectarsa
decrease in our total access lines in 2004 and.ZD@®petition is based primarily on pricing, padkagof services and features, quality of
service and increasingly on meeting customer caeelsisuch as simplified billing and timely respatasgervice calls.

The obligation to make number portabilityadable from wireline to wireless service, whiclasvmandated by the FCC in late 2003, is
another competitive factor that has contributeddeess line losses. Also, revenue for local voéeeises may be affected adversely should
providers of VoIP services attract a sizable bdsristomers who use VolIP to bypass traditionalllexahange carriers.

Although our status as an incumbent logahange carrier helps make us the leader in pnogidiireline services within our local service
area, increased competition has resulted in decimeur access lines. Please see "Managemented3isn and Analysis of Financial
Condition and Results of Operations" in this praspe for more information regarding trends affegtour access lines.

Our competitors, mainly CLECs and CLEC/I¥@nbinations, continue their use of unbundled nétvetements, or UNEs. These
functions and services, which we have been requérgaovide at wholesale rates as a matter of ntifegleral and state laws and regulations,
have allowed our competitors to purchase all ofeleenents they need to provide competitive localises to our customers. Bell Operating
Companies, or BOCs such as Qwest, have been rddairaake their
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network elements available to the competitors, thibows CLECs and CLEC/IXC combinations an altéikgato building their own
telecommunications facilities. Consequently, wedwel these competitors have been able to provithd kervice at a cost advantage, allowing
them to gain market share. The obligation to preWdNEs reduces our revenue and margin.

On February 5, 2005, the FCC issued neasrealiminating the ILECs' obligations to continueypding UNE-P and unbundled switching
as a UNE. The new rules no longer require ILEQaniadke UNE-P available for new purchases and gives@ 12 months to migrate existing
circuits off the UNE platform to other service acility arrangements. For the term of the transitibe monthly price of UNE-P will increase
slightly. In anticipation of the FCC decision, wedgan offering CLECs the Qwest Platform Plus™ (QPPMiluct in 2004 as an alternative to
UNE-P. The majority of UNE-P purchasers have eut@rso agreements with Qwest to purchase QPP. Wielbelieve use of our new
wholesale product will reduce the downward pressuareur margins, its availability will still likelyesult in further incremental retail access
line losses.

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

Competition in the long-distance markebim mass markets channel is based primarily orepdestomer service, quality and reliability.
Although we are a market share leader in providiigaLATA long-distance services within our localrgice area, we have lost significant
market share over the last few years and will carito face increasing competition in the longatdise market in our mass markets channel
from national carriers, who have substantial finahand technical resources. Competition in tharmss market is based on similar factors.

Access services. We earn revenue when we originate or terminalis that are carried by national long-distanaeiees and wireless
carriers that generate carrier access chargekdarde of our network. Within our local servicesange compete primarily with smaller regio
providers, including CLECs, competitive access fers and independent telephone companies. We deropenetwork quality, customer
service, product features, the speed with whicltaveprovide a customer with requested servicegend. Although our status as an ILEC
helps make us the leader in providing these seswignin our local service area, increased comipetias resulted in a reduction in access
minutes of use billed to national long-distanceieas and wireless carriers. To the extent thatPvoétworks or VolP service providers bypass
the traditional methods for originating and terntiing local calls, these providers could enjoy a petitive advantage versus traditional carr
who must pay the costs of carrier access and mm@prompensation charges.

Data and Internet services.Business customers are the primary marketfsed network related services, although we areasong our
DSL offerings to both mass markets and busines®ess in several markets in our local service.dreproviding these services to our
business customers, we compete with national ttisgnce carriers (such as AT&T, Sprint and MC#ble operators, ILECs, CLECs and la
integrators (such as International Business Mash@@rporation and Electronic Data Systems Corpmmatiarge integrators are also
competing in a new manner, providing customers witmaged network services, which takes inter-siffi¢ off our network. Customers are
particularly concerned with network reach, butas® sensitive to quality, reliability, customensdee and price. We also compete with cable
operators who offer higbpeed broadband facilities over cable modem, axt#oby directly competitive with the DSL modemsttinee employ
Cable operators who sell data or Internet serw@edroadband enjoy a regulatory advantage inttiegt are not presently subject, at least ir
jurisdictions in which we operate, to regulation'ecommunications” providers, which imposes meonsts and obligations, such as the
make UNEs available to competitors or to providmpetitive access and interconnect rights.
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Regulation

As a general matter, we are subject torsite state and federal regulation, including regraents and restrictions arising under the
Federal Communications Act, as modified in parth®y Telecommunications Act, state utility laws, aimel rules and policies of the FCC, state
regulators and other governmental entities. Fedanad and FCC regulations generally apply to retgalanterstate telecommunications
(including international telecommunications thagorate or terminate in the United States), whitgesregulatory authorities generally have
jurisdiction over regulated telecommunications ggy that are intrastate in nature. The local cditipe aspects of the Telecommunicatic
Act are subject to FCC rulemaking, but the stagriletory authorities play a significant role in ilementing those FCC rules. Generally, we
must obtain and maintain certificates of authdirityn regulatory bodies in most states where weraffgulated services and must obtain prior
regulatory approval of rates, terms and conditfon®ur intrastate services, where required.

This structure of public utility regulatigenerally prescribes the rates, terms and conditid our regulated wholesale and retail products
and services (including those sold or leased to @)EWhile there is some commonality among theleggry frameworks from jurisdiction to
jurisdiction, each state has its own unique sebofstitutional provisions, statutes, regulatiotiputations and practices that impose restricti
or limitations on the regulated entities' actiwgti€or example, in varying degrees, jurisdictiorsg/mrovide limited restrictions on the manne
which a regulated entity can interact with affdigt transfer assets, issue debt and engage intnthigiess activities.

Interconnection

The FCC is continuing to interpret the ghtions of ILECs under the Telecommunications Adhterconnect their networks with and
make UNEs available to other telecommunicationsigers. These decisions establish our obligatiareur local service area and affect our
ability to compete outside of our local serviceaar®n August 21, 2003, the FCC issued the triemaiabw order in response to the D.C.
Circuit Court of Appeals' decision vacating the FE@les that had determined the UNEs that areineddjto be made available to competitors.

We joined with other ILECs in requestingttthe D.C. Circuit Court of Appeals invalidate tides that accompanied and were described
in that triennial review order. On March 2, 200dnsistent with the ILECs' arguments, a three-jyslyeel of the D.C. Circuit issued a decision
vacating and remanding back to the FCC signifipamtions of the triennial review order. On June 2@)4, the D.C. Circuit's decision became
effective. As a result of the D.C. Circuit's degisithe FCC was required to conduct a rulemakinggeding to adopt new unbundling rules for
mass market switching, high capacity loops andaiedd transport, and other issues.

On August 20, 2004, the FCC initiated &miking proceeding to replace the unbundling rilaswere vacated by the D.C. Circuit. On
February 5, 2005, the FCC issued new unbundlirgsrtd replace the unbundling rules that were vddagehe D.C. Circuit. The new rules,
among other things: (i) eliminate the obligation floECs, such as Qwest, to provide access to simigchs a UNE in order to serve mass mg
customers, subject to a transition period; (iiinéiate the obligation to provide access to DS1R88 loops as a UNE in any building within
the service area of a wire center that meets cettéteria established by the FCC, related to the sf, and number of collocators in the wire
center, subject to a transition period; (iii) elivaie the obligation to provide access to DS1 an8 @licated transport between any wire
centers that meet certain criteria establishedhbyHCC related to the size of, and number of catlars in the wire centers, subject to a
transition period; and (iv) allow CLECs to convegpiecial access circuits to UNEs or combinationdEs, as long as the CLECs meet
applicable qualification requirements. The FCC'bumdling relief for DS1 and DS3 loops and dedicatadsport will affect and eliminate
unbundling requirements in only a small minorityQivest's wire centers.
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On February 24, 2005 QCII and other RBGites fa petition for review of this order with the@ Circuit Court of Appeals. Other appeals
were filed by other parties, and the cases weiigress to the Third Circuit Court of Appeals in Riuélphia. A motion to transfer the case back
to the D.C. Circuit Court of Appeals was filed agrdnted. Briefing is complete and oral argumerstiseduled in February 2006. A decision is
not expected until sometime during the secondiad tuarter of 2006. Apart from the FCC's unbungllinles, Qwest has entered into
commercial arrangements to provide MCI, AT&T andnauous other CLECs with a product that is functignequivalent to UNE-P at rates
that are somewhat higher than the rate for UEnd commercial arrangements to provide Covadmamcations Company and other CLE
with a product that is functionally equivalent kot somewhat higher priced than, UNE line sharikgrording to the FCC's February 2005
order those arrangements will not be affected byRBC's new unbundling rules.

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

Intercarrier Compensation and Access Pricing

The FCC has initiated over the past fivargea number of proceedings that do, and will caffiee rates and charges for access service
other forms of intercarrier compensation for sezsithat we sell or purchase. These proceedingsstatéd implementation of resulting FCC
decisions have not yet been completed. Because #énera number of such proceedings that are ifa&rde and because new technologies
(such as VolP) are emerging that pose further cmanjpbns, it will take some time for the rulemakitogbe completed. Also, there has been a
national trend toward reducing the amounts chafgedse of our networks to terminate local, IntralAand other intrastate calls, in
preference for a "bill and keep" approach, but ihisubject to varying decisions and interestshigystate agencies that govern these intrastate
rates. From time to time, the state regulatorsringtilate intrastate access charges conduct priogsethat may affect the rates and charges for
those services.

On April 27, 2001, the FCC released a Moti€ Proposed Rulemaking that commenced a broadrjnigto, and initiated a fundamental
re-examination of, all forms of compensation flogiimetween carriers as a result of their networlisgomterconnected. There are two primary
forms of intercarrier compensation: (i) reciprocampensation that applies to local traffic; anfigicess charges that apply to long-distance
traffic. The purpose of this FCC proceeding isxaraine existing forms of intercarrier compensato explore alternatives. One form of
compensation that is being examined is "bill aneldkéunder which carriers freely exchange traffid aollect charges from their end-user
customers in lieu of the present system in whichi@a are obligated to compensate one anotherdwork utilization. The rules emanating
from this rulemaking could result in fundamentahoes in the charges we collect from other cargatsour end-users. In an associated Order
released April 27, 2001, the FCC adopted interitesrwequiring carriers to reduce their chargesheocarriers for terminating ISP traffic over
a 36 month period and placing limits on the numdfesuch minutes for which charges could be asses¥ediarch 3, 2005, the FCC release
further notice of proposed rulemaking in the pegdirtercarrier compensation docket, requesting centran various industry group proposals
for revising the intercarrier compensation regimeong other issues, the FCC solicits comment ongpal and economic bases that underlie
the proposals and the implications for subscribest recovery, universal service and network gaenection. Also attached to the March 3rd
further notice is a staff report prepared by theCFsONireline Competition Bureau that analyzes #word in the intercarrier compensation
docket regarding a bill-ankieep approach to carrier compensation (where cauli@ not charge each other for the originationtenahination o
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traffic, but rather, recover their costs from sulizrs). Comments have been filed in this rulemglkind a decision is expected in 2006.

On October 18, 2004, in a related docketRC released an Order deciding to forbear froplyam certain ISP reciprocal compensation
interim rules adopted in the April 27, 2001 Ordescribed above. Those particular interim rulesteel#o the cap on the number of minutes of
use and the requirement that carriers exchangdt®Re traffic on a bill-andkeep basis if those carriers were not exchangaffjdmpursuant t
interconnection agreements prior to adoption ofApal 27, 2001 Order. The effect of this Order m@yto increase significantly our payments
of reciprocal compensation. In some instancestiegistate rules regarding reciprocal compensatimhapplicable interconnection agreements
limit the effect of this Order. This order was aplael to the D.C. Circuit Court of Appeals and @ument was held in October 2005. A
decision is expected in the first quarter of 2006.

AT&T has filed petitions with both the FG@d D.C. Circuit Court of Appeals requesting tha&fC special access rates be reduced and
that ILEC special access flexibility be curtail€fal argument before the Court on AT&T's mandanetitipn was held in November 2004.
January 31, 2005, the FCC released a memorandurionind order denying AT&T's requests for immesligduction of access rates and
suspension of the FCC's pricing flexibility rul@he memorandum opinion and order commenced a rkiegn#o review all aspects of ILEC
special access offerings. Comments in this proogediave been filed. There is no indication of wiilenFCC may issue a decision.

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

Wireless Local Number Portability

On November 10, 2003, the FCC issued aeradd further notice of proposed rulemaking omllamimber portability, or LNP, mandati
that wireline carriers must port telephone numbensireless carriers. The LNP order provided guagato both the wireline and wireless
industries on matters related to "intermodal” LMPthe ability of customers to switch from a wingicarrier to a wireless carrier or from a
wireless to a wireline carrier without changingefgione numbers.

In the LNP order, the FCC prescribed thatipg from a wireline carrier to a wireless carti@required where the requesting wireless
carrier's coverage area overlaps the geographétitocin which the wireline number is provisionat;luding cases where the wireless carrier
does not have point of interconnection or number@spurces in the rate center to which the phongbeu is assigned. The FCC also sought
comment on, and will issue further rules regardthg,facilitation of wireless to wireline porting cases where the rate center associated with
the wireless number is different from the rate eeimt which the wireline carrier seeks to servedhstomer. The LNP order was preceded by
an FCC order, dated October 7, 2003, that dedlt isftues related to implementation of wireless-i@iess LNP.

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

On September 22, 2003, Vonage Holdings @maitjon filed a petition for declaratory ruling reesting that the FCC preempt an order of
the Minnesota Commission imposing regulations applie to providers of telephone service on VondgrggalVoice, an IP based voice
service sold to retail customers. On November 0R42the FCC released its unanimous decision fqthiat preemption of state
telecommunication service regulation was consisiatht federal law and policies intended to promtbie continued development of the
Internet, broadband and interactive services. TB€ Rurther concluded that divergent state ruleguliegions and licensing requirements could
impede the rollout of such services that benefitsconers by providing them with more choice, contjpetiand innovation. This decision has
been appealed by others and is currently beindeakiat the Eighth Circuit Court of Appeals.

On March 10, 2004, the FCC issued its NotitProposed Rulemaking, or NPRM, instituting larfal rulemaking proceeding, or the IP-
Enabled Services Proceeding, addressing many isslag¢sd to VolP and other Internet services. Thlismaking raises issues that overlap,
degree, with the rulemakings concerning ILEC BraadbTelecommunications Services and Intercarrien@msation. There are a number of
issues that have been presented to the FCC the¢icoWolP and that could affect intercarrier congagion requirements and other federal or
state requirements such as those that imposeta segport "universal service" and programs thapsut the extension of telecommunications
and Internet facilities to rural areas and to pubthools and facilities in inner cities. The FCA3 lalso stated that the question of whether such
IP based services should be classified as an ulatedu'information service" under the Communicadiéict or as telecommunications services
will be addressed in this proceeding. The FCC alib address in this proceeding whether VolP pexgignust pay carrier access charges or
intercarrier compensation, whether they must cbuate to the universal service fund, and other s&weolving IP-enabled services, including
access by disabled persons, applicability of laferement statutes and the provision of emerge8ty)(services. In a separate, but related
rulemaking, the FCC issued rules on June 3, 2@@fuiring all VolP providers to offer 911 servicedonjunction with their VolP services
within defined timeframes. A number of VoIP servjeviders, not including Qwest, appealed this F&Cision to the D.C. Circuit Court of
Appeals in July 2005. We are following these depgients closely, as our network is capable of VadRgport and other combinations of
voice and data in an IP-addressed packet formdP Wfferings are likely to grow as the technologgtores and the regulatory situation is
clarified, and such growth in VoIP could contribtiefurther declines in our sales of traditionaldbexchange access lines or local exchange
services. This docket remains pending.

On September 23, 2005, the FCC releasezpariRand Order in which it decided that ILECs,lsas Qwest, may offer broadband Internet
access services on a hon-common carrier basisnifed to make necessary filings with the FCC te tadtvantage of this decision later this
year. Others appealed this decision to the ThirduliCourt of Appeals in October 20(

Operations, Installation and Maintenance

On March 17, 2004, the FCC released anr@lifainating the prohibition on shared network @i®ns, installation and maintenance
(O1&M) between BOCs and their long-distance affdise The FCC put the prohibition in place in 1996art of its regulatory requirements
implementing the Telecommunications Act. In itseneicorder the FCC concludes the OI&M prohibitiomdslonger appropriate because the
costs outweigh the benefits and accounting safelguand other restrictions are adequate to progethst competitive harm. On May 5, 2004,
we filed with the FCC a revised cost allocation olrcovering certain affiliate transactions peredtby the Ol&M order. Consolidation of a
number of network OI&M functions to improve efficiey and to reduce unnecessary duplication has bieee implemented. QCII is
continuing to aggressively evaluate how
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to best take further advantage of the eliminatibthe OI&M prohibition in a manner that increasdficeency, reduces costs and improves
customer service.

Employees
As of September 30, 2005, we employed apprately 28,000 employees.
Approximately 23,000 of our employees aeresented by collective bargaining agreementstwéhCWA and the IBEW. In

August 2005, we reached agreements with the CWAla¢tBEW on new three-year collective bargainiggegaments. Each of these
agreements was ratified by union members on Seme8th 2005 and expires on August 16, 2008.

Properties

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

December 31

September 30
2005 2004 2003
Land and building: 7% 7% %
Communications equipme 43% 43% 43%
Other network equipmel 45% 45% 44%
Genere-purpose computers and ott 5% 5% 6%

10C%  10C% 10C%

Land and buildings consist of land, langhfovements, central office and certain administeatiffice buildings. Communications
equipment primarily consists of switches, routerd ransmission electronics. Other network equipgrpemarily includes conduit and cable.
General purpose computers and other consists pailiciof computers, office equipment, vehicles attter general support equipment. We
own substantially all of the telecommunicationsipment required for our business. Total gross itest in property, plant and equipment
was approximately $42.9 billion and $42.7 billicrDeecember 31, 2004 and 2003, respectively, befedeicting accumulated depreciation.

We own and lease sales offices in majoropelitan locations. Our network management cerdegdocated primarily in buildings that
own at various locations in geographic areas tleas@rve. Substantially all of the installationsenftral office equipment for our local service
business are located in buildings and on landwieabwn.

Legal Proceedings

QCll is involved in several legal proceeagfirto which we are not a party that, if resolvediast QCII, could have a material adverse e
on our business and financial condition. We haetunted below a discussion of these matters, togettik a discussion of those matters to
which we are a party (primarily those discussedwalinder the "Regulatory Matters” subheading, dsagethe "Colorado action" described
below). Only those matters to which we are a pagpyesent contingencies for which we have recordedould reasonably anticipate
recording, an accrual. To the extent appropriatell@r we, have provided reserves for each ofntiagters described below.

Throughout this section, when we refer theas action as "putative" it is because a classken alleged, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they

purport to represent.
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DOJ Investigation and Securities Actions

The Department of Justice ("DOJ") invediaand the securities actions described belowegirematerial and significant risks to QCII.
The size, scope and nature of the restatement€tfs@onsolidated financial statements for 200d 2000, which are described in QCII's
previously issued consolidated financial stateméortthe year ended December 31, 2002 ("QCII's ZbB@2ancial Statements"), affect the risks
presented by this investigation and these actamthese matters involve, among other things, ®@tlor accounting practices and related
disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of it@nssipport of their claims. We can give no
assurance as to the impacts on our and QClII'sdiabresults or financial condition that may ultirely result from all of these matters. During
2003 and 2004, QCII recorded reserves in its firstatements totaling $750 million in connectivith these matters. On October 21, 2004,
QCII entered into a settlement with the SEC coridgé formal investigation concerning QCIlI's acciinuym and disclosures, among other
subjects, that began in April 2002. The $750 millieserve was reduced by $125 million in Decemb@d2as a result of a payment in that
amount in connection with QCII's SEC settlement Témaining reserve amount represents a final pat/taéde made in connection with the
SEC settlement in the amount of $125 million, $4tibion that QCII expects to pay to settle the aulitkated securities action, as described
below (offset by a $10 million payment to QCII froknthur Andersen LLP, as described below), andniridmum estimated amount of loss
QCII believes is probable with respect to the o8emurities actions described below.

QCII has recorded its estimate of the mummliability of the remaining matters because ningste of probable loss for these matters is a
better estimate than any other amount. If the dEmreserve that will remain after QCII has paigl dmount owed under the SEC settlement
and the settlement of the consolidated securitierais insufficient to cover these other matt€€l will need to record additional charges to
its statement of operations in future periods. Addally, QCII is unable at this time to provideemsonable estimate of the upper end of the
range of loss associated with these remaining nsatige to their complex nature and current staog, as a result, the amount QCII has
reserved for these matters is its estimate ofahest end of the possible range of loss. The utBroatcomes of these matters are still unce
and there is a significant possibility that the amtoof loss QCII may ultimately incur could be stasgially more than the reserve it has
provided.

QCII believes that it is probable that atjpm of the recorded reserve for the securitig®as will be recoverable from a portion of the
insurance proceeds that were placed in a trusiverdts losses and the losses of individual indsifellowing its November 12, 2003
settlement of disputes with certain of its insumnarriers related to, among other things, the D@dstigation and securities actions described
below. The insurance proceeds are subject to clayn@3CII and other insureds for, among other thjtigs costs of defending certain matters
and, as a result, such proceeds are being degeéedime. In any event, the terms and conditidrepplicable bylaws, certificates or article:
incorporation, agreements or applicable law majgalbd QCII or us to indemnify its or our currentidformer directors, officers and employ:
with respect to certain liabilities, and QCII and vave been advancing legal fees and costs to margnt and former directors, officers and
employees in connection with the DOJ investigatgagurities actions and certain other matters.

Other than the consolidated securitieaatihich is the subject of an agreement regarditiiesnent as described below, QCII continues
to defend against the remaining securities actigsrously and is currently unable to provide astireate as to the timing of the resolution of
these remaining actions. Any settlement of or judghin one or more of these actions substantialgxicess of QCII's recorded reserves could
have a significant impact on QCII, and QCII canegio assurance that it will have the resourcedablaito pay any such judgment. The
magnitude of any settlement or judgment resultiognfthese actions could materially and adversdgcafQClI's ability to meet its debt
obligations and its financial condition, potentailinpacting its credit ratings, its ability
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to access capital markets and its compliance vétit dovenants. In addition, the magnitude of arghsettlement or judgment may cause
to draw down significantly on its cash balancesiciwvimight force QCII to obtain additional financing explore other methods to generate
cash. Such methods could include issuing additisealrities or selling assets. As a wholly owndasaliary of QCII, our business operations
and financial condition would be similarly affected

DOJ Investigation

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradba criminal investigation of QCIl's
business. QCII believes the U.S. Attorney's Officavestigating various matters that include tla@s$actions related to the various adjustm
and restatements described in QCII's 2002 FinaSt&kEments, transactions between QCIl and cevfaia vendors and certain investments in
the securities of those vendors by individuals eissed with QCII, and certain prior disclosures mag QCII. QCIl is continuing in its efforts
to cooperate fully with the U.S. Attorney's Officeits investigation. However, QCII cannot predivé outcome of this investigation or the
timing of its resolution.

Securities Actions

QCll is a defendant in the securities argidescribed below. Plaintiffs in these actionseheariously alleged, among other things, that
QCIl violated federal and state securities lawgaged in fraud, civil conspiracy and negligent eypsesentation, and breached fiduciary duties
owed to investors and current and former employ®@#ser defendants in one or more of these actioelade current and former directors of
QCII, former officers and employees of QCII, ArthAindersen LLP, certain investment banks and others.

. Consolidated securities action Twelve putative class actions purportedly bidugn behalf of purchasers of publicly trac
securities of QCII between May 24, 1999 and Felyrddr 2002 have been consolidated into a conselitis¢curities action
pending in federal district court in Colorado. Thet of these actions was filed on July 27, 20Rthintiffs allege, among other
things, that defendants issued false and misleddiagcial results and made false statements a@Qlits business and
investments, including making materially false ataénts in certain QCII registration statements. Miest recent complaint in
this matter seeks unspecified compensatory dansagesther relief. However, counsel for plaintiffislicated that the putative
class would seek damages in the tens of billiordodérs. The SPA action described below has a¢smlzonsolidated with the
consolidated securities action.

On October 31, 2005, QCII and the putative clapsasentatives in the consolidated securities actéstribed above entered
into a Memorandum of Understanding to settle trs=ctn accordance with the terms of the Memorandiibnderstanding, on
November 23, 2005, QCII, certain co-defendants,thagutative class representatives entered irddibad with the federal
district court in Colorado a Stipulation of Part&gttlement providing for the proposed settlemétihe case against QCIl and
certain other defendants.

Under the proposed settlement agreement, QCIl woayda total of $400 million in cash—$100 millio 8ays after
preliminary approval of the proposed settlementhegyfederal district court in Colorado, $100 mitli80 days after final
approval of the settlement by the court, and $200omon January 15, 2007, plus interest at 3.4&annum on the
$200 million between the date of the final apprdwathe court and the date of payment.

If approved, the proposed settlement agreemensetfille the individual claims of the putative clasgresentatives and the
claims of the class they purport to represent ag&@€Il and all defendants in the consolidated Stes action, except Joseph
Nacchio, QCII's former chief executive officer, @Rdbert Woodruff, QCII's former chief financial mfér. (The non-class
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action brought by SPA that has been consolidatdiul tve consolidated securities action is not pathe settlement.) As part of
the proposed settlement, QCIl would receive $1@ionilfrom Arthur Andersen LLP, which is also beiredeased by the putati
class representatives and the class they purpoeptesent, which will offset $10 million of the @ million that would be
payable by QCII.

The proposed settlement agreement is subject tordaer of conditions and future contingencies. Amotieers, it (i) requires
both preliminary and final court approval; (ii) prdes plaintiffs with the right to terminate thettimment if the $250 million
QCIlI previously committed to pay to the SEC inIsatient of its investigation against QCII is nottdimuted to the class
members; (iii) provides QCII with the right to teimate the settlement if class members representimg than a specified
amount of alleged securities losses elect to opbbthe settlement; (iv) provides QCII with thght to terminate the settlement
if it does not receive adequate protections fointdeof indemnification relating to substantive liglkes of non-settling
defendants; and (v) is subject to review on appeenh if the district court were to finally approweAny lawsuits that may be
brought by parties opting out of the settlement gl vigorously defended regardless of whethesstgtdement described herein
is consummated. No parties admit any wrongdoingaasof the proposed settlement.

ERISA actions. Seven putative class actions purportedly brooghehalf of all participants and beneficiariéshe Qwest
Savings and Investment Plan and predecessor gatie Plan, from March 7, 1999 until January 1#have been
consolidated into a consolidated action in feddistrict court in Colorado. These suits also purpmiseek relief on behalf of the
Plan. The first of these actions was filed in Ma2€192. Plaintiffs assert breach of fiduciary dugirms against QCIlI and others
under the Employee Retirement Income Security Ad934, as amended, alleging, among other thingsows improprieties in
managing holdings of QCII stock in the Plan. Piffimseek damages, equitable and declaratory reliehg with attorneys' fees
and costs and restitution. A non-class action aifggimilar claims was filed in the federal distrdourt in Montana in June 2003
and was later transferred to federal district cauolorado.

Colorado action. A putative class action purportedly broughtoealf of purchasers of QCII's stock between J@e€Q00
and June 27, 2002 and owners of U S WEST stockioa 28, 2000 is pending in Colorado in the Dist@ourt for the County
of Boulder. We are also a defendant in this acfidns action was filed on June 27, 2002. Plaintfifege, among other things,
that the defendants issued false and misleadignséats and engaged in improper accounting praciicerder to accomplish
the Merger, to make QCII appear successful andftaté the value of QCII's stock. Plaintiffs sealspecified monetary
damages, disgorgement of illegal gains and othfre

New Jersey action An action by the State of New Jersey (Treafepartment, Division of Investment), or New Jerss'
pending in the New Jersey Superior Court, Mercarr®n This action was filed on November 27, 2002wNlersey alleges,
among other things, that defendants caused Q@& $o trade at artificially inflated prices by ploying improper accounting
practices and by issuing false statements about Qalisiness, revenue and profits, and contendsttimeurred hundreds of
millions of dollars in losses. Among other requdstelief, New Jersey seeks from the defendantstlyoand severally,
compensatory, consequential, incidental and pundiemages.

CalSTRS action. An action by the California State Teachersi®atent System, or CalSTRS, is pending in the Sap

Court of the State of California in and for the @tuof San Francisco. This action was filed on Delger 10, 2002. CalSTRS
alleges, among other things, that defendants egagescheme to falsely inflate QCII's revenue decrease its expenses
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so that QCIl would appear more successful thaatitadly was during the period in which CalSTRS arged QCII securities,
and asserts that defendants' actions causedoséadn excess of $150 million invested in QClI'siggand debt securities.
Plaintiffs seek compensatory, special and punifiaages, restitution, pre-judgment interest antscos

SURSI action.  An action by the State Universities Retirem@ystem of Illinois, or SURSI, is pending in the c@iit Court of
Cook County, lllinois. This action was filed on Jany 10, 2003. SURSI alleges, among other thilgs,defendants engaged in
a scheme to falsely inflate QCII's revenue andekes its expenses by improper conduct relate@nsdctions with various
customers and suppliers and claims that its Idssesinvestments in QCII securities are in exces31@.5 million. SURSI
seeks, among other things compensatory and puniticeages, costs, equitable relief, including amniajion to freeze or preve
disposition of the defendants' assets, and disgwege

SPA action. An action by Stichting Pensioenfonds ABP, 0ASRB pending in federal district court in Coloraddis action
was filed on February 9, 2004. SPA alleges, amdhgrdhings, that defendants created a false pgocepf QCII's revenue and
growth prospects and that its losses from investsi@nQCII securities are in excess of $100 milliBRPA seeks, among other
things, compensatory and punitive damages, resaigsirescissionary damages, pre-judgment inteaistneys' fees and costs.

SHC action. An action by Shriners Hospital for Children,SHC, is pending in federal district court in C@ldo. This actiol
was filed on March 22, 2004. SHC alleges, amongrathings, that defendants issued false and misigdohancial reports
about QCII. SHC alleges compensatory damages obajppately $17 million. SHC seeks compensatory pumditive damages,
interest, costs and attorneys' fees.

TRSL action.  An action by the Teachers' Retirement Systelmafsiana, or TRSL, is pending in federal distdotrt in
Colorado. This action was filed on or about Maréh2004. TRSL alleges, among other things, thagr#dnts issued false and
misleading financial reports about QCII. TRSL allsgompensatory damages of approximately $23 miliRSL seeks
compensatory and punitive damages, interest, eostattorneys' fees.

NYC Funds action. An action by a number of New York City pensamd retirement funds, or NYC Funds, is pending in
federal district court in Colorado. This action wWied on September 22, 2004. NYC Funds allege,rapather things, that
defendants created a false perception of QCll'sme& and growth prospects and that their losses ifreestments in QCII
securities are in excess of $300 million. NYC Fusesk, among other things, compensatory and perdiwnages, rescission or
rescissionary damages, pre-judgment interest, netyst fees and costs.

KPNQwest Litigation/Investigation

A putative class action is pending in teddral district court for the Southern DistrictNdw York against QCII, certain of its former
executives who were also on the supervisory boBKPdNQwest (in which QCII was a major shareholdand others. This lawsuit was
initially filed on October 4, 2002. The current golaint alleges, on behalf of certain purchaselsPNQwest securities, that, among other
things, defendants engaged in a fraudulent schehéeceptive course of business in order to ink®&lQwest's revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamages and/or rescission as appropriate agairetdigits, as well as an award of
plaintiffs' attorneys' fees and costs.

On October 31, 2002, Richard and Marcian@r&o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendgkges,

62




among other things, that the defendants violatet stnd federal securities laws and breachedfidagiary duty in connection with
investments by plaintiffs in securities of KPNQwe3ClI is a defendant in this lawsuit along with €st/B.V. (a subsidiary of QCII), Joseph
Nacchio, QCII's former Chairman and Chief Executféicer, and John McMaster, the former Presidewt @hief Executive Officer ¢
KPNQwest. Plaintiffs claim to have lost approxintat®10 million in their investments in KPNQwest. delated rulings on July 28 and
October 14, 2005, defendants' motion for partiahsiary judgment was granted with respect to a sabatgortion of plaintiffs' claims. On
December 13, 2005, the parties requested thabiim enter judgment for defendants on those claémd,plaintiffs moved to dismiss their
remaining claims without prejudice and subject tolling agreement that would allow plaintiffs tefite those claims following an appeal.
Plaintiffs have stated their intent to appeal tberts order granting summary judgment on a sulkistgyortion of plaintiffs' claims.

On June 25, 2004, J.C. van Apeldoorn aid Eeijer, in their capacities as trustees in thedb bankruptcy proceeding for KPNQwest,
filed a complaint in the federal district court ttwe District of New Jersey alleging violationstbé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenthathtis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, QCII's former Chief&incial Officer, and John McMaster. Plaintiffs gbe among other things, that defenda
actions were a cause of the bankruptcy of KPNQwaedtthe bankruptcy deficit of KPNQwest was in esags$3 billion. Plaintiffs seek
compensatory and punitive damages, as well as ardav¥ plaintiffs' attorneys' fees and costs.

On June 17, 2005, Appaloosa Investment teidnPartnership I, Palomino Fund Ltd., and Appaddsnagement L.P. filed a complaint in
the federal district court for the Southern Didtd€New York against QCII, Joseph Nacchio, JohrMdster and Koninklijke KPN N.V.
("KPN"). The complaint alleges that defendantsafietl federal securities laws in connection withghechase by plaintiffs of certain
KPNQwest debt securities. Plaintiffs seek compenmgatamages, as well as an award of plaintifferattys' fees and costs.

Various former lenders to KPNQwest or tlassignees, including Citibank, N.A., Deutsche BaAfkLondon and others have notified
QCII of their intent to file legal claims in conrteam with the origination of a credit facility arslibsequent borrowings made by KPNQwest of
approximately €300 million under that facility. Theave indicated that QCIl would be a defendarthis threatened lawsuit along with Joseph
Nacchio, John McMaster, Drake Tempest, QCII's far@eneral Counsel, KPN and other former employé€3Gil, KPN or KPNQwest

On August 23, 2005, the Dutch Shareholdesociation (Vereniging van Effectenbezitters, WEB") filed a petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN@WN.V. VEB seeks an inquiry into
the "policies and course of business" at KPNQwtkat, are alleged to have caused the bankruptcyPdf@west in May 2002, and an
investigation into alleged mismanagement of KPNQwegsts executive management, supervisory boanshbees, joint venture entities (QCII
and KPN), and KPNQwest's outside auditors and atents.

Three of the four KPNQwest litigation mast@ending in the United States described abovengreeliminary phases and QCII will
continue to defend against all four cases vigogoast will likewise defend against any claim assgtty KPNQwest's former lenders if
litigation is filed. QCII has not yet conducted abisery on plaintiffs' possible recoverable damaayes other relevant issues. Thus, QCII is
unable at this time to estimate reasonably a raftpess that it would incur if the plaintiffs in eror more of these matters were to prevail. Any
settlement or judgment in certain of these mattetdd be significant, and QCII can give no assueahat it will have the resources availabl
pay any such judgment. In the event of an advessmme in certain of these matters, QCII's finanmadition and its ability to meet its debt
obligations could be materially and adversely aéfdcAs a
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wholly owned subsidiary of QCII, our business opierss and financial condition would be similarlyfexdted.
Regulatory Matters

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

. Minnesota. On February 14, 2002, the Minnesota Departroe@ommerce filed a formal complaint against ushwfte
Minnesota Public Utilities Commission. On NovemiieP002, the Minnesota Commission issued a writteler finding against
us. The Minnesota Commission's final, written diecisvas issued on May 21, 2003 and would requiversalty payment to the
state of approximately $26 million and paymentsarftier credits of approximately $18 million. O&tB18 million, about
$3 million has been released by the carriers irkhgicy proceedings. The Minnesota Commissiongtreers and Qwest each
appealed portions of the decision to the fedestfidt court in Minnesota, and the district coysheld the penalty and vacated
the carrier credits. The Minnesota Commission ctreiers and Qwest each appealed to the EighthuiCitourt of Appeals. On
November 1, 2005, the Court of Appeals issuedptaion affirming the district court order, therebgholding the penalty and
vacating the carrier credits. On November 15, 2@@&est petitioned the Court of Appeals for reheaon the penalty issue.

Based upon newlgiscovered evidence, on August 24, 2005, Qwest &lenotion requesting that the federal districtrtgacate
the penalty based on our assertion that the uridgriinnesota Commission order is invalid. On Now&m30, 2005, the distr
court denied Qwest's motion to vacate. Qwest agaeasted the Minnesota Commission to investigaedwly-discovered
evidence that relates to the validity of ordersiéssin this and other Minnesota Commission proceggiand on October 7,
2005, the Minnesota Commission opened an invegtigaito the matter.

. Colorado. On April 15, 2004, Qwest and the Office of Camer Counsel for Colorado entered into a settlepserifject to
Colorado Commission approval, that would requiree®wio pay $7.5 million in contributions to stadéetommunications
programs and that offers CLECs credits that cootial approximately $9 million. Of the $9 millionbaut $2.5 million has been
released by the carriers in bankruptcy proceedifilgs.administrative law judge recommended rejeatiotihe settlement and t
initiation of a show cause docket against Qwese dttiministrative law judge's recommendation caniereéhe Commission on
motions for reconsideration, and on April 25, 2@0& Commission issued an order stating that itmatl open a show cause
proceeding at this time but rather will open a maceeding to consider the proposed settlementsQhas entered into an
amended stipulation with the Office of Consumer @®l, the Commission Staff, AT&T, and Covad thastreictures the
allocation of credits to CLECs and does not createadditional financial obligations as comparethApril 14, 2004
stipulation between Qwest and the Office of ConsuBmunsel. On September 30, 2005, the parties tfiledstipulation with the
Commission for approval. At an open meeting on Nalver 30, 2005, the Commission deliberated andyoaglproved the
amended stipulation, subject to the condition €naest place part of the $7.5 million contributiono escrow to be spent
according to further Commission orders. That caaditvill not affect the financial obligations of (@st under the stipulation.
The Commission has not issued a final written arder
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Also, some telecommunications providersehided private actions based on facts similahtwse underlying these administrative
proceedings. These private actions, together withsamilar, future actions, could result in addiiid damages and awards that could be
significant.

On July 15, 2004, the New Mexico state faguy commission opened a proceeding to invesigdtether we are in compliance with or
are likely to meet a commitment that we made inl2@0invest in communications infrastructure in Niéd@xico through March of 2006
pursuant to an Alternative Form of Regulation gfl&kFOR"). The AFOR says, in part, that "Qwest coned devote a substantial budget to
infrastructure investment, with the goal of achigythe purposes of this Plan. Specifically, Qweitmake capital expenditures of not less
than $788 million over the term of this Plan. Tlaegel of investment is necessary to meet the comenits made in this Plan to increase
Qwest's investment and improve its service qualitfew Mexico." Multiple parties filed commentstimat proceeding and variously argued
that we should be subject to a range of requiresn@ctuding an escrow account for capital spendiyy investment obligations, and custo
credits or price reductions.

On April 14, 2005, the Commission issuadHinal Order in connection with this investigatitmthis Final Order, the Commission ruled
that the evidence in the record indicates Qwestneil be in compliance with the investment committreg the conclusion of the AFOR in
March, 2006, and if the current trend in Qwestlsitahexpenditures continues, there will be a gadrvf $200 million or more by the end of 1
AFOR. The Commission also concluded that Qwesthasconditional commitment to invest $788 millmrer the life of the AFOR. Finally,
the Commission ruled that if Qwest fails to satifis investment commitment, any shortfall musthedited or refunded to Qwest's New
Mexico customers. The Commission also opened aresrhent and implementation docket to review Qwéistestments and consider the
structure and size of any refunds or credits tesbged to customers. On May 12 and 13, 2005, wd &ppeals in federal district court and in
the New Mexico State Supreme Court, respectivélg|lenging the lawfulness of the Commission's FDeader. On May 31, 2005, the
Commission issued an order, in response to a Qpstt filed on May 20, 2005, designating a heagrgminer to conduct proceedings
addressing whether customer credits and refundddie imposed on Qwest based on Qwest's investieezis as of June 30, 2005, and prior
to the expiration of the AFOR in March 2006.

Qwest has vigorously argued, among othag#) that the underlying purposes of the investmemmitment set forth in the AFOR have
been met in that Qwest has met all service quality service deployment obligations under the AFMBRY, in light of this, it should not be he
to a specific amount of investment; and that then@@ssion has failed to include all eligible investmts in the calculation of how much Qwest
has actually invested. Nevertheless, Qwest belivesinlikely the Commission will reverse its denination that Qwest has an unconditional
obligation to invest $788 million over the termtbé AFOR. In addition, Qwest has argued, and wilitmue to argue, that customer credits or
refunds are an impermissible and illegal form diefdor the Commission to order in the event thisran investment shortfall.

Qwest believes there is a substantialilileld that the ultimate outcome of this matter weBult in it having to make expenditures or
payments beyond those it would otherwise makeemthrmal course of business. These expenditurgaymnents could take the form of one
more of the following: penalties, capital investmdrasic service rate reductions and customer dsfan credits. At this time, however, Qwest
is not able to reasonably estimate the amountesettexpenditures or payments and, accordinglyndtaeserved any amount for such potel
liability. Any final resolution of this matter cadibe material.

To the extent appropriate, we have provideserves for the above matters. We have othetategy actions pending in local regulatory
jurisdictions, which call for price decreases, refsi or both. These actions are generally routimkirgeidental to our busines
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Other Matters

Several putative class actions relatinth&installation of fiber optic cable in certaights-of-way were filed against QCII on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indianéansas, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsI&or the most part, the complaints challengd'®@ght to install its fiber optic cable
railroad rights-of-way. Complaints in Coloradojrihis and Texas also challenge QCII's right toahgiber optic cable in utility and pipeline
rights-of-way. The complaints allege that the walts, utilities and pipeline companies own a lichjpeoperty right-of-way that did not include
the right to permit QCII to install QCII's fiber tp cable in the right-of-way without the Plaingficonsent. Most actions (California, Colorado,
Georgia, Kansas, Louisiana, Mississippi, MissoNdrth Carolina, Oregon, South Carolina, TennessdeTaxas) purport to be brought on
behalf of state-wide classes in the named plaitiéfspective states. Several actions purport trdngght on behalf of multi-state classes. The
lllinois state court action purports to be on b&éb&landowners in lllinois, lowa, Kentucky, Michag, Minnesota, Nebraska, Ohio and
Wisconsin. A newly filed lllinois federal court d@h purports to be on behalf of landowners in Adas) California, Florida, lllinois, Indiana,
Missouri, Nevada, New Mexico, Montana and Oregdre Thdiana action purports to be on behalf of #onat class of landowners adjacent to
railroad rights-of-way over which QCII's networkgsas. The complaints seek damages on theoriesspiiss and unjust enrichment, as well as
punitive damages.

The Internal Revenue Service, or IRS, psegoa tax adjustment for tax years 1994 througl6.188e principal issue involves QCII's
allocation of costs between long-term contracté witstomers for the installation of conduit or filogtic cable and additional conduit or fiber
optic cable retained by QCII. The IRS disputes @Clllocation of the costs between it and thirdipar Similar claims have been asserted
against QCII with respect to the 1997 to 1998 &ed1i998 to 2001 audit periods. The 1994-1996 cigicurrently being litigated in the Tax
Court and QCII does not believe the IRS will becassful, although the ultimate outcome is uncertAi@Cll were to lose this issue for the
years 1994 through 1998, QCII estimates it woultehta pay $57 million plus interest pursuant to $haring agreements with the Ansch
Company relating to those time periods.

In 2004, QCII recorded income tax experfsgl®8 million related to a change in the expediming of deductions related to its tax
strategy, referred to as the Contested Liabilitgéderation Strategy ("CLAS"), which it implement@d2000. CLAS is a strategy that sets a
assets to provide for the satisfaction of assdidities associated with litigation in a tax iefent manner. CLAS accelerated deductions for
contested liabilities by placing assets for potdriiigation liabilities out of the control of theompany and into trusts managed by a third party
trustee. In July 2004, QCII was formally notifiegd the IRS that it was contesting the CLAS tax siggit Also in July 2004, in connection with
the preparation of its financial statements forfteeal quarter ended June 30, 2004, and as a i&salseries of notices on CLAS strategies
issued by the IRS and the receipt of legal adviite mrespect thereto, QCII adjusted its accountorgdLAS as required by SFAS No. 109
"Accounting for Income Taxes." The change in expédiming of deductions caused an increase in @@ability for uncertain tax positions
and a corresponding increase in its net operatisg ¢arry-forwards ("NOLs"). Because QCII is natrently forecasting future taxable income
sufficient to realize the benefits of this increasés NOLSs it recorded an increase in its valoatallowance on deferred tax assets as required
by SFAS No. 109. Additionally, in September 2004 IRS proposed a penalty of $37 million on thigtetgy. QCII believes that the impositi
of a penalty is not appropriate as it acted in gfagith in implementing this tax strategy in reli@nen two contemporaneous tax opinions and
adequately disclosed this transaction to the IR&imitial and subsequent tax returns. QCII inieto vigorously defend its position on this
other tax matters.

QCII has other tax related matters pendigginst it. QCII believes it has adequately proditte these matters.
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MANAGEMENT
Directors and Executive Officers

Below you can find information, includingographical information, about our current direstand executive officers:

Name Age(1) Position

Richard C. Notebae 58 Director, Chief Executive Officer and Presid:
Oren G. Shaffe 63 Director, Vice Chairman and Chief Financial Offi(
Barry K. Allen 56 Executive Vice President, Operatic

Paula Kruge 56 Executive Vice President, Mass Mark

John W. Richardso 60 Controller and Senior Vice Preside

1) As of September 30, 2005.

Richard C. Notebaehtas been a director and our Chief Executive Offecet President since June 2002. Mr. Notebaersadirector
and Chairman and Chief Executive Officer of QCIH&@SC. From August 2000 to June 2002, Mr. Notehaast President and Chief
Executive Officer of Tellabs, a communications @mouént provider. Prior to that, Mr. Notebaert wasi@han and Chief Executive Officer of
Ameritech Corporation from April 1994 to Decemhb®89, and, in his 30-year career with that orgaieathad numerous other appointments
including President of Ameritech Mobile Communiocat (1986), President of Indiana Bell (1989), Riessi of Ameritech Services (1992),
President and Chief Operating Officer (1993) of Aiteeh Corporation. Ameritech Corporation is atel@munications provider that was
acquired by SBC Communications Inc. in 1999. Mrtétbaert currently serves as a director of Aon Ceafien and Cardinal Health, Inc.

Mr. Notebaert received a bachelor of arts degre®89 and an M.B.A. in 1983, both from the Univrsif Wisconsin.

Oren G. Shaffdras been a director and our Vice Chairman and Ghinefncial Officer since July 2002. Mr. Shaffercat®lds these
positions with QSC and is Vice Chairman and ChiefRcial Officer of QCII. Prior to joining QCII, MiShaffer was President and Chief
Operating Officer of Sorrento Networks, a makeopfical products, beginning in 2000. From 1994Q06@, he was Chief Financial Officer of
Ameritech Corporation, a telecommunications provitiat was acquired by SBC Communications Inc.989l He has also served as Presi
of Virgo Cap Inc., an investment firm, and from 826 1992 in various positions (including Executitiee President, Chief Financial Officer
and director) at Goodyear Tire & Rubber Co. Mr. fBraserves on the board of directors of The Thagpi@l Fund, Inc., The Singapore
Fund, Inc., The Japan Equity Fund, Inc. and Belga&&. He holds a bachelor of science degree imlegsiadministration from the University
of California at Berkeley and an M.S. degree in aggment from the Massachusetts Institute of Tecigyol

Barry K. Allerhas served as our Executive Vice President, Opasatsince March 2004. Mr. Allen also holds thessitpns with QCII
and QSC. From August 2002 to March 2004, Mr. Alenved as our Executive Vice President and Chiefi#ftuResources Officer. From
August 2000 to August 2002, Mr. Allen was Presidefmllen Enterprises, LLC, a private equity inwasint and management company he
founded. From 1995 to July 2000, Mr. Allen was Hxee Vice President of Ameritech Corporation, leéemmunications provider. Mr. Alle
serves on the board of directors of Harley Davidsan and Fiduciary Management, Inc., which isithestment advisor for certain funds,
including FMI Common Stock Fund, Inc., FMI Mutualies, Inc. and FMI Funds, Inc., for which compamizs Allen also serves as a
director. Mr. Allen received a bachelor of arts iegfrom the University of Kentucky and an M.B.£orh Boston University.
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Paula Krugehas served as our Executive Vice President, Maskeég since September 2003. Ms. Kruger also hbidsposition with
QSC. From December 2001 to September 2003, Ms.efrsgrved as President of the Customer RelatiomMdhipagement service line at
Electronic Data Systems Corporation, a technolagymany. From September 1999 to January 2002, Mgjéfrwas a search consultant for
Taylor Winfield and for Heidrick & Struggles, boéxecutive search firms. From March 1997 to Septerh®89, Ms. Kruger served as
Executive Vice President of Operations at Excel @omications, Inc., a provider of integrated medienmunications. Ms. Kruger currently
serves as a director of Technology Solutions Complsis. Kruger earned a bachelor of arts degree@amemics from C.W. Post—Long Island
University and an M.B.A. from C.W. Post—Roth Grattu&chool of Business.

John W. Richardsdras served as our Controller and Senior Vice Peasisince April 2003 and was designated our ctdebanting
officer in April 2004. Mr. Richardson also holdse#e positions with QCII. From October 2002 to ARAD3, Mr. Richardson was an
independent consultant. From 1967 to October 2BB2Richardson held various financial positionsret Goodyear Tire & Rubber Company,
the world's largest tire manufacturer, includingstn@cently Vice President of Finance for the Ndktherican tire business unit.

Mr. Richardson received his B.B.A. degree from Obigversity.

Director and Officer Compensation

Each of the officers and directors listbd\ee is currently an officer of QSC or an affiliateQSC, other than QC, and receives
compensation from QSC or the affiliate. We do ret pny cash or non-cash compensation to our offiaed directors and no such
compensation is currently proposed to be paid yocdithe officers and directors listed above.
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THE EXCHANGE OFFER
Purpose of the Exchange Offer

This exchange offer is being made purstatite registration rights agreement we enteregwith the initial purchasers of the
outstanding notes on June 17, 2005. The summaheakgistration rights agreement contained hete@s not purport to be complete and is
qualified in its entirety by reference to the réxgition rights agreement. A copy of the registmatights agreement is filed as an exhibit to the
registration statement of which this prospectuss srt.

Terms of the Exchange Offer; Expiration Date

This prospectus and the accompanying leftelnsmittal together constitute the exchanderoBubject to the terms and conditions in
prospectus and the letter of transmittal, we willept for exchange outstanding notes that arelyabddered on or before the expiration date
and are not validly withdrawn as permitted beloWweExpiration date for the exchange offer is 5:00.pNew York City time, on February 1,
2006, or such later date and time to which we unsmle discretion, extend the exchange offer.

We expressly reserve the right, in our slideretion:

. to extend the expiration dal

. if any of the conditions set forth below under "—@dions to the Exchange Offer" has not been satisto terminate the
exchange offer and not accept any outstanding riotexchange; and

. to amend the exchange offer in any man

We will give oral or written notice of aextension, delay, non-acceptance, termination arament as promptly as practicable by a
public announcement, and in the case of an extensmlater than 9:00 a.m., New York City time,tba next business day after the previously
scheduled expiration date.

During an extension, all outstanding ngesviously tendered will remain subject to the exle offer and may be accepted for exchange
by us, upon expiration of the exchange offer, wiledidly withdrawn.

Each broker-dealer that receives exchaotgsrfor its own account in exchange for outstagdiotes, where such outstanding notes were
acquired by such broker-dealer as a result of ntameking activities or other trading activities, stacknowledge in the letter of transmittal
that it will deliver a prospectus in connectionwény resale of such exchange notes. See "Plaistuflition.”

How to Tender Outstanding Notes for Exchange

Only a record holder of outstanding noteg/tiender in the exchange offer. When the holdeutstanding notes tenders and we accept
outstanding notes for exchange, a binding agreebetnteen us and the tendering holder is creatdéjecito the terms and conditions in this
prospectus and the accompanying letter of tranaimiikcept as set forth below, a holder of outstagdotes who desires to tender outstanding
notes for exchange must, on or prior to 5:00 pew York City time, on the expiration date:

. transmit a properly completed and duly executaddelf transmittal, the outstanding notes beinglézad and all othe
documents required by such letter of transmittal) 1S. Bank National Association, the exchange ggerthe address set forth
below under the heading "—The Exchange Agent"; or

. if outstanding notes are tendered pursuant to doé-entry procedures set forth below, an agent's messagt be transmitte
by The Depository Trust Company, or DTC, to the
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exchange agent at the address set forth below tineldreading "—The Exchange Agent," and the exchaiggnt must receive,
prior to the expiration date, a confirmation of timok-entry transfer of the outstanding notes béémglered into the exchange
agent's account at DTC, along with the agent's agesor

. if time will not permit the required documentatitmreach the exchange agent before the expiratite dr the procedures for
book-entry transfer cannot be completed by therafipn date, the holder may effect a tender by dgimg with the guaranteed
delivery procedures described below.

The term "agent's message" means a metssge

. is transmitted by DTC;
. is received by the exchange agent and forms aoparbool-entry transfer
. states that DTC has received an express acknowleglgehat the tendering holder has received angkeago be bound by, a

makes each of the representations and warrantigained in, the letter of transmittal; and

. states that we may enforce the letter of transhagainst such holde

The method of delivery of the outstanding notes, #letter of transmittal or agent's message and atither required documents to
the exchange agent is at the election and sole riskthe holder. If such delivery is by mail, we reemmend registered mail, properly
insured, with return receipt requested. In all cass, you should allow sufficient time to assure timgldelivery. No letters of transmittal or
outstanding notes should be sent directly to us

Signatures on a letter of transmittal nhesguaranteed unless the outstanding notes sureshfie exchange are tendered:

. by a holder of outstanding notes who has not cotaglthe box entitled "Special Issuance Instructi@ms'Special Delivery
Instructions" on the letter of transmittal; or

. for the account of a recognized member in gooddétgnof a Medallion Signature Guarantee Prograrmngeized by the
exchange agent, such as a firm which is a memba&redistered national securities exchange, a meailikee National
Association of Securities Dealers, Inc., a comnatfzank or trust company having an office or cqyeeglent in the United
States or certain other eligible institutions, eatthe foregoing being referred to herein as digitde institution."

If signatures on a letter of transmittahotice of withdrawal are required to be guaranté®eel guarantor must be an eligible institution. If
outstanding notes are registered in the name efsop other than the person who signed the letteamsmittal, the outstanding notes tendered
for exchange must be endorsed by, or accompaniedinitten instrument or instruments of transfeexchange, in satisfactory form as
determined by us in our sole discretion, duly exeduiy the registered holder with the registerdddrts signature guaranteed by an eligible
institution.

We will determine in our sole discretiohguestions as to the validity, form, eligibilitin¢luding time of receipt) and acceptance of
outstanding notes tendered for exchange and at edyuired documents. We reserve the absolutetogh

. reject any and all tenders of any outstanding notevalidly tendered;

. refuse to accept any outstanding note if, in odgjaent or the judgment of our counsel, acceptahtigecoutstanding note m
be deemed unlawful;

. waive any defects or irregularities or conditiofish® exchange offer, either before or after theimtion date; and
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. determine the eligibility of any holder who seetdénder outstanding notes in the exchange ¢

Our determinations, either before or atfiterexpiration date, under and of the terms anditions of the exchange offer, including the
letter of transmittal and the instructions to itas to any questions with respect to the tendangfoutstanding notes, will be final and binding
on all parties. To the extent we waive any condgito the exchange offer, we will waive such cdodi as to all outstanding notes. Holders
must cure any defects and irregularities in conaeavith tenders of outstanding notes for exchamgkin such reasonable period of time as
we will determine, unless we waive such defectisregularities. Neither we, the exchange agentamyrother person will be under any duty to
give natification of any defect or irregularity Wwitespect to any tender of outstanding notes fohaxge, nor will any of us incur any liability
for failure to give such notification.

If you beneficially own outstanding notegjistered in the name of a broker, dealer, commldoaink, trust company or other nominee and
you wish to tender your outstanding notes in theharge offer, you should contact the registereddrgbromptly and instruct it to tender
your behalf,

WE MAKE NO RECOMMENDATION TO THE HOLDERS OFHE OUTSTANDING NOTES AS TO WHETHER TO TENDER OR
REFRAIN FROM TENDERING ALL OR ANY PORTION OF THEIRUTSTANDING NOTES IN THE EXCHANGE OFFER. IN
ADDITION, WE HAVE NOT AUTHORIZED ANYONE TO MAKE ANY SUCH RECOMMENDATION. HOLDERS OF THE
OUTSTANDING NOTES MUST MAKE THEIR OWN DECISION ASO WHETHER TO TENDER PURSUANT TO THE EXCHANGE
OFFER, AND, IF SO, THE AGGREGATE AMOUNT OF OUTSTANIBG NOTES TO TENDER, AFTER READING THIS PROSPECTUS
AND THE LETTER OF TRANSMITTAL AND CONSULTING WITH HEIR ADVISERS, IF ANY, BASED ON THEIR FINANCIAL
POSITIONS AND REQUIREMENTS.

Book-Entry Transfers

Any financial institution that is a partieint in DTC's system must make book-entry delivérgutstanding notes by causing DTC to
transfer the outstanding notes into the exchangatagaccount at DTC in accordance with DTC's Auttet Tender Offer Program, known as
ATOP. Such participant should transmit its acceqeaio DTC on or prior to the expiration date or pbnwith the guaranteed delivery
procedures described below. DTC will verify suchegtance, execute a book-entry transfer of thestendoutstanding notes into the exchange
agent's account at DTC and then send to the exelagent confirmation of such book-entry transfére Tonfirmation of such book-entry
transfer will include an agent's message. Therlefteransmittal or facsimile thereof or an agenisssage, with any required signature
guarantees and any other required documents, rausasmitted to and received by the exchange age¢he address set forth below under "—
The Exchange Agent" on or prior to the expiratiabedof the exchange offer; or the holder must cgmyith the guaranteed delivery
procedures described below.

Guaranteed Delivery Procedures

If a holder of outstanding notes desiretetwer such notes and the holder's notes arenmo¢diately available, or time will not permit
such holder's outstanding notes or other requicedichents to reach the exchange agent before thatap date, or the procedure for book-
entry transfer cannot be completed on a timelydastender may be effected if:

. the holder tenders the outstanding notes througtigible institution;
. prior to 5:00 p.m., New York City time, on the esgiion date, the exchange agent receives from sligible institution a validl

completed and executed notice of guaranteed dgjigabstantially in the form accompanying this pexstus, by facsimile
transmission, mail or hand delivery, setting fafth name and address of the holder of the outsignuites being
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tendered and the amount of the outstanding noileg bendered. The notice of guaranteed delivery stéite that the tender is
being made and guarantee that within three New Bbokk Exchange trading days after the date ofwgi@tof the notice of
guaranteed delivery, the certificates for all phglly tendered outstanding notes, in proper forntriansfer, or a book-entry
confirmation, as the case may be, together withligly completed and executed letter of transmiitith any required signature
guarantees or an agent's message and any othenelotsurequired by the letter of transmittal willtbensmitted to the exchange
agent; and

. the exchange agent receives the certificates f@hgbically tendered outstanding notes, in prdpen for transfer, or a book-
entry confirmation, as the case may be, togethtr avivalidly completed and executed letter of taittsl with any required
signature guarantees or an agent's message amthenydocuments required by the letter of transittithin three New York
Stock Exchange trading days after the date of di@cof the notice of guaranteed delivery.

The notice of guaranteed delivery mustdoeived prior to 5:00 p.m., New York City time, the expiration date.
Withdrawal Rights
You may withdraw tenders of your outstagdiotes at any time prior to 5:00 p.m., New YorkyGime, on the expiration date.

For a withdrawal to be effective, a writtestice of withdrawal, by facsimile (with receipirdirmed by telephone) or by mail, must be
received by the exchange agent, at the addre$sr8ebelow under "—The Exchange Agent,” on or ptithe expiration date. Any such
notice of withdrawal must:

. specify the name of the person having tenderedtkstanding notes to be withdrawn;

. identify the outstanding notes to be withdrawn|uding the series and principal amount of suchtaating notes

. where outstanding notes have been tendered pursutg procedure for bo-entry transfer described above, specify the n
and number of the account at DTC to be credited thi¢ withdrawn outstanding notes and otherwiseptpmith the procedure
of DTC; and

. bear the signature of the holder in the same masm#re original signature on the letter of trattahby which such outstandir

notes were tendered, with such signature guarattged eligible institution, unless such holdearseligible institution.

We will determine all questions as to tladidity, form and eligibility (including time of ipt) of such notices and our determination will
be final and binding on all parties. Any tenderedstanding notes validly withdrawn will be deemexd to have been validly tendered for
exchange for purposes of the exchange offer. Plsop@&hdrawn notes may be re-tendered by followamg of the procedures described under
"—How to Tender Outstanding Notes for Exchange'vabat anytime on or prior to 5:00 p.m., New YorkyQime, on the expiration date.

Acceptance of Outstanding Notes for Exchange; Delvy of Exchange Notes

All of the conditions to the exchange offieust be satisfied or waived prior to the expinatid the exchange offer. On the expiration date
we will accept for exchange all outstanding notalédly tendered and not validly withdrawn as oflsaate. We will promptly issue exchange
notes for all validly tendered outstanding notes. furposes of the exchange offer, we will be deetoehave accepted validly tendered
outstanding notes for exchange when, as and ifave given oral or written notice to the exchangenagwith written confirmation of any oral
notice to be given promptly
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thereafter. See "—Conditions to the Exchange Offara discussion of the conditions that must hisfad before we accept any outstanding
notes for exchange.

For each outstanding note accepted foraxgh, the holder will receive an exchange notestegid under the Securities Act having a
principal amount equal to, and in the series ambdenation of, that of the surrendered outstandioig. Accordingly, registered holders of
exchange notes that are outstanding on the relegaotd date for the first interest payment datiefdng the consummation of the exchange
offer will receive interest accruing from the mostent date through which interest has been pattie@putstanding notes. Outstanding notes
that we accept for exchange will cease to accrngeent from and after the date of consummatiomefeixchange offer.

If we do not accept any tendered outstapdintes, or if a holder submits outstanding notesfgreater principal amount than the holder
desires to exchange, we will return such unacceptewn-exchanged outstanding notes without coftedendering holder. In the case of
outstanding notes tendered by book-entry transterthe exchange agent's account at DTC, such xadmaged outstanding notes will be
credited to an account maintained with DTC. We waturn the outstanding notes or have them credit&ITC promptly after the withdrawal,
rejection of tender or termination of the exchaoffer, as applicable.

Conditions to the Exchange Offer

The exchange offer is not conditioned uffentender of any minimum principal amount of cansting notes or series of notes.
Notwithstanding any other provision of the exchaaoffer, or any extension of the exchange offerwilenot be required to accept f
exchange, or to issue exchange notes in exchangenfp outstanding notes and may terminate or arttendxchange offer, by oral or written
notice to the exchange agent or by a timely prelesse, if at any time before the expiration ofé¢kehange offer, any of the following
conditions exist:

. any action or proceeding is instituted or threatieineany court or by or before any governmentahagehallenging th
exchange offer or which we believe might be exptbeprohibit or materially impair our ability torgceed with the exchange
offer;

. any stop order is threatened or in effect with eespo either (1) the registration statement ofolhihis prospectus is a part

(2) the qualification of the indenture governing thotes under the Trust Indenture Act of 1939 nasraled,;

. any law, rule or regulation is enacted, adoptedppsed or interpreted which we believe might besetgd to prohibit or impair
our ability to proceed with the exchange offermntaterially impair the ability of holders geneyaib receive freely tradeable
exchange notes in the exchange offer. See "—Corsegs of Failure to Exchange Outstanding Notes";

. any change or a development involving a prospediange in our business, properties, assets,ifiabjlfinancial condition,
operations, results of operations taken as a whkitd js or may be adverse to us;

. any declaration of war, armed hostilities or otkienilar international calamity directly or indirécinvolving the United State:
or the worsening of any such condition that existethe time that we commence the exchange offer; o

. we become aware of facts that, in our reasonablgnjent, have or may have adverse significance nthect to the value of t
outstanding notes or the exchange notes to bedssube exchange offer.
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Accounting Treatment

For accounting purposes, we will not redngmain or loss upon the issuance of the exchaoges for outstanding notes. We are
expensing costs incurred in connection with thedsse of the exchange notes when incurred.

Fees and Expenses

We will not make any payment to brokersaldes, or others soliciting acceptance of the emghaffer except for reimbursement of
mailing expenses. We will pay the cash expensbés tacurred in connection with the exchange offesiuding:

. SEC registration fees;

. fees and expenses of the exchange agent and trustee
. our accounting and legal fee

. printing fees; an

. related fees and expenses.

Transfer Taxes

Holders who tender their outstanding nébegxchange will not be obligated to pay any tfantaxes in connection with the exchange. If,
however, exchange notes issued in the exchangeaséfd¢o be delivered to, or are to be issuedemémme of, any person other than the holder
of the outstanding notes tendered, or if a trarnsfeis imposed for any reason other than the exgdaf outstanding notes in connection with
the exchange offer, then the holder must pay ttrassfer taxes, whether imposed on the registes&tEhor on any other person. If satisfac
evidence of payment of or exemption from, thesesdg not submitted with the letter of transmittag amount of these transfer taxes will be
billed directly to the tendering holder.

The Exchange Agent

We have appointed U.S. Bank National Asstim, as our exchange agent for the exchange. éffieexecuted letters of transmittal sho
be directed to the exchange agent at one of iteeades set forth below. Questions and requestsistance, requests for additional copies of
this prospectus or
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of the letter of transmittal and requests for resiof guaranteed delivery should also be directedda exchange agent at one of its addresses
below:

Deliver to:

U.S. Bank National Association

By hand delivery at By mail or overnight courier ai
U.S. Bank U.S. Bank National Association
Attn: Mr. James Jones 60 Livingston Avenue
100 Wall Street, Suite 1600 St. Paul, MN 55107
New York, NY 1000t Attn: Specialized Finance Departm
or

By Facsimile Transmission
(for eligible institutions only)

(651) 49+-8158

Confirm by Telephone

(651) 49+-3476

Delivery of the letter of transmittal to an addressother than as set forth above or transmission ofugh letter of transmittal via
facsimile other than as set forth above will not costitute a valid delivery.

Consequences of Failure to Exchange Outstanding Nest

Outstanding notes that are not tenderedetendered but not accepted will, following tbesummation of the exchange offer, continue
to be subject to the provisions in the indenture e legend contained on the outstanding notegdety the transfer restrictions of the
outstanding notes. In general, outstanding notdesa registered under the Securities Act, mayeaiffered or sold except pursuant to an
exemption from, or in a transaction not subjecthe, Securities Act and applicable state secuiiies. We do not currently anticipate that we
will take any action to register the outstandingesainder the Securities Act or under any statergiss laws.

Holders of the exchange notes of any sariesany outstanding notes of such series whickireoutstanding after consummation of the
exchange offer will vote together as a single sdige purposes of determining whether holders efréguisite percentage of the series have
taken certain actions or exercised certain rightten the indenture.

Consequences of Exchanging Outstanding Notes

We have not requested, and do not intemddoest, an interpretation by the staff of the $I@ whether the exchange notes issued in th
exchange offer may be offered for sale, resoldtieemvise transferred by any holder without comptwith the registration and prospectus
delivery provisions of the Securities Act. Howeueaised on interpretations of the staff of the S&Cset forth in a series of no-action letters
issued to third parties, we believe that the exgbharotes may be offered for resale, resold or watisertransferred by holders of those exche
notes without compliance with the registration anospectus delivery provisions of the Securitie§ Aoovided that:

. the holder is not an "affiliate" of ours within theeaning of Rule 405 promulgated under the Seesrhict;

. the exchange notes issued in the exchange offexcagrgred in the ordinary course of the holdersitess
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. neither the holder, nor, to the actual knowledgsuwh holder, any other person receiving exchaoggsrfrom such holder, h
any arrangement or understanding with any persattcipate in the distribution of the exchangéesdssued in the exchange

offer,;

. if the holder is not a brok-dealer, the holder is not engaged in, and doemtetd to engage in, a distribution of the exche
notes; and

. if such a holder is a broker-dealer, such brokexdatewill receive the exchange notes for its owocamt in exchange for

outstanding notes and that:
. such outstanding notes were acquired by such t-dealer as a result of mar-making or other trading activities; a

. it will deliver a prospectus meeting the requiretsesf the Securities Act in connection with thealesof exchange notes
issued in the exchange offer, and will comply with applicable provisions of the Securities Actwitspect to resale of
any exchange notes. (In no-action letters issuéklitd parties, the SEC has taken the positionbhaker-dealers may
fulfill their prospectus delivery requirements wisspect to exchange notes (other than a resale ofisold allotment
from the original sale of outstanding notes) byivdely of the prospectus relating to the exchanderpfSee "Plan of
Distribution” for a discussion of the exchange agshle obligations of broker-dealers in connectiith the exchange
offer.

Each holder participating in the exchanfferawill be required to furnish us with a writteepresentation in the letter of transmittal that
they meet each of these conditions and agree se tieems.

However, because the SEC has not considleeeeixchange offer for our outstanding notes éndbntext of a no-action letter, we cannot
guarantee that the staff of the SEC would makelairdeterminations with respect to this exchanderoff our belief is not accurate and you
transfer an exchange note without delivering ageotis meeting the requirements of the federalrgissulaws or without an exemption from
these laws, you may incur liability under the fedesecurities laws. We do not and will not assuonéndemnify you against, this liability.

Any holder that is an affiliate of ourstbat tenders outstanding notes in the exchange fofféhe purpose of participating in a
distribution:

. may not rely on the applicable interpretation & 8EC staff's position contained in Exxon Capitaldihgs Corp., SEC M
Action Letter (April 13, 1988), Morgan, Stanley &¢C Inc., SEC No-Action Letter (June 5, 1991) ahé&man & Sterling,
SEC No-Action Letter (July 2, 1993); and

. must comply with the registration and prospectdwery requirements of the Securities Act in cortimtwith a secondar
resale transaction.

The exchange notes issued in the exchafiiggeroay not be offered or sold in any state untbey have been registered or qualified for
sale in such state or an exemption from registnagioqualification is available and complied with the holders selling the exchange notes. We
currently do not intend to register or qualify gede of the exchange notes in any state where wévmot otherwise be required to qualify.

Filing of Registration Statements
Under the registration rights agreementsgreed, among other things, that if:

. we determine that an exchange offer registratiortsavailable or may not be consummated as sopreaticable after the
expiration of the exchange offer because it woluldate applicable law or the applicable interprietas of the SEC's staff;
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. the exchange offer registration statement is noladled effective by April 28, 200!

. any holder notifies us after the commencement®fttchange offer that due to a change in applidabler SEC policy suc
holder is not entitled to participate in the exapaoffer; or

. if any holder that participates in the exchangermnfand tenders its registrable securities prigh&expiration thereof), does not
receive exchange notes on the date of exchangenthabe sold without restriction under state amfal securities laws (other
than due solely to the status of such holder affdiate of ours or as a participating broker-aa|

we will file a registration statement under the Béies Act relating to a shelf registration of thetstanding notes for resale by holders and use
our commercially reasonable efforts to have suetf shgistration statement declared effective iy $C. We are required to use our
commercially reasonable efforts to keep the shegjistration statement effective for the period refieed in Rule 144(k) under the Securities
Act, or such shorter period that will terminate wtedl the notes covered by the shelf registratiatesnent have been sold pursuant to the shelf
registration statement. The registration rightsagrent provides that we may delay the filing ordffectiveness of a registration statement for
a period of up to 30 days during any 90 day period:

. because of the occurrence of other material exerdevelopments with respect to us that would riedxk described in the
registration statement, and the effectivenessefelgistration statement is reasonably requirdzbtsuspended while the
registration statement is amended or supplementesflect such events or developments;

. because of the existence of material events orldeweents with respect to us, the disclosure of Wine determine in good fai
would have a material adverse effect on our busjrgserations or prospects; or

. because we do not wish to disclose publicly a pendiaterial business transaction that has notee Ipublicly disclosed;
provided that any delay period described abovematlalter our obligations to pay Additional Interevith respect to such delay.

We will, in the event we are required ie f shelf registration statement, provide to tblelér or holders of the applicable notes copies of
the prospectus that is a part of the registratiatement filed in connection with the shelf regititn statement, notify such holder or holders
when the shelf registration statement for the applie notes has become effective and take cera@r actions as are required to permit res
of the applicable notes under the shelf registnestatement. A holder of outstanding notes théds selch notes pursuant to the shelf registration
statement generally would be required to be namsedselling securityholder in the related prospeend to deliver a prospectus to purchasers
and would be subject to certain of the civil lidlgibprovisions under the Securities Act in connectwith such sales.

Although we intend, if required, to fileetlshelf registration statement, we cannot asswrehat the shelf registration statement will be
filed or, if filed, that it will become or remairffective.
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DESCRIPTION OF OTHER INDEBTEDNESS
The following is a brief summary of impartaerms of our material indebtedness:
Other Notes

As of September 30, 2005, QC had outstandpproximately $5.7 billion aggregate principaleamt of other notes with various interest
rates ranging from 5.625% to 8.875%, and maturftie® 2005 to 2043. All of these notes are unseatotdigations. The indentures governing
our other notes contain covenants including:

. a limitation on certain liens on our assets; and

. a restriction on mergers or sales of all or sulistby all of our assets, which requires that trensferee or successor assume
obligations in respect of the notes.

These indentures do not contain any cre$atdt provisions.
Senior Term Loan

On June 9, 2003, we completed a $1.7hillienior term loan with two tranches: a $1.25drilfloating rate tranche that matures in 2!
and a $500 million fixed rate tranche that matume2010. The covenant and default terms are sutisligrthe same as those associated with
our other long-term debt. The floating rate tranbkars interest at LIBOR plus 4.75% (with a miniminterest rate of 6.50%) and the fixed
rate tranche bears interest at 6.95% per annundu®a 17, 2005, we exercised our option to prep&Q $illion of the floating rate tranche of
our senior term loan.

Other Debt Related Matters

At September 30, 2005, QCII and its comtsaid subsidiaries had total borrowings of $17l®hi including the outstanding notes and
other notes and senior term loan described abadviehvamount was reduced to $15.5 billion as a tefithe events described in "Prospectus
Summary—Recent Developments." Some of this indebtednessdsred by liens on our stock. As a result, ownprshour stock could transf
in the event of a default on such obligations. Apt@mber 30, 2005, QCII and its consolidated sidosé$ were in compliance with all
provisions and covenants of their borrowings.
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DESCRIPTION OF THE NOTES

The exchange notes will be issued undendenture dated as of October 15, 1999 between t@@poration, or QC, (formerly known
U S WEST Communications, Inc.), as issuer (alserrefl to herein as the "Company"), and J.P. Mofigast Company, National Association
(as successor in interest to Bank One Trust CompduAy.), as supplemented by a first supplemen@inture dated as of August 19, 2004
between QC and U.S. Bank National Associationriagtde (the "Trustee"), a second supplemental indenated as of November 23, 2004
between QC and the Trustee, and a third supplefadenture dated as of June 17, 2005 between @GhanTrustee establishing the terms of
the notes (as supplemented, the "Indenture"). &g of the notes include those stated in the luerand those made part of the Indentur
reference to the Trust Indenture Act of 1939, asrasad (the "Trust Indenture Act”).

The terms of the exchange notes and thetamding notes are substantially identical, extiegitthe exchange notes:

. will have been registered under the Securities
. will not contain transfer restrictions and regitita rights that relate to the outstanding notest a
. will not contain provisions relating to the paymeftAdditional Interest.

As used in this section, "QC" means QwespGration, a Colorado corporation, and its suamassdut not any of its subsidiaries.
Capitalized terms used but not otherwise definedihéave the meanings assigned to them in thentnde, and those definitions are
incorporated herein by reference.

Neither QC's direct parent corporation, QB its ultimate parent corporation, QCII, noyaf QC's subsidiaries has guaranteed the
payment of principal, premium, if any, or interestthe notes or has any other obligation in conoeatith the notes.

The Indenture does not limit the aggregaiecipal amount of notes that may be issued theteuand provides that notes may be issued
thereunder from time to time in one or more series.

The exchange notes will be issued onlegistered form, without coupons, in denominatioh$19000 and integral multiples of $1,000.
The notes are unsecured obligations of QC andegakilly with all other unsecured and unsubordinaiddbtedness of QC.

The outstanding notes are issued in tHevidhg series:

. $400.0 million aggregate principal amount of 7.628%ies due 2015 (the "outstanding 7.625% notegy; a

. $750.0 million aggregate principal amount of FlogtRate Notes due 2013 (the "outstanding Floating Rates")

QC will issue exchange notes under thertde in the following series:

. in exchange for outstanding 7.625% notes, up t@®Million aggregate principal amount of 7.625%easadue 2015 (the
"exchange 7.625% notes" and, together with thetandéng 7.625% notes, the "7.625% notes"); and

. in exchange for outstanding Floating Rate notegp$¥50.0 million aggregate principal amount afd&ing Rate notes due 2C
(the "exchange Floating Rate notes" and, togetlitbrtive outstanding Floating Rate notes, the "khgaRate notes").

Any outstanding notes that remain outstagdifter the completion of the exchange offer, thgewith the exchange notes issued in
connection with the exchange offer, will be treadsdc
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single class of notes under the Indenture. If thehBnge Offer described hereunder occurs, holderatetanding notes who do not exchange
their outstanding notes for exchange notes wilevogether as a separate series of notes withdisabdi¢ghe exchange notes for all relevant
purposes under the Indenture. In that regard,rttieriture requires that certain actions by the sldea series of notes (including acceleration
following an Event of Default, as defined below entt—Events of Default”) must be taken, and certajhts must be exercised, by specified
minimum percentages of the aggregate principal amoiuthe then outstanding notes. Accordingly relerences in this section will be deemed
to mean, at any time after the Exchange Offer isuacmmated, the requisite percentage in aggregamteigal amount of the notes then
outstanding (including the exchange notes).

The following description is a summary loé tmaterial provisions of the Indenture. It doesrastate the Indenture in its entirety. We urge
you to read the Indenture because it, and notdsription, defines your rights as holders ofrtbges. A copy of the Indenture will |
available as described above under the heading f&Weu Can Find More Information.”

Principal, Maturity and Interest

QC will issue up to $1,150 million in aggege principal amount of exchange notes in thisrof§ (up to $400.0 million of which will be
7.625% notes and $750.0 million of which will be@&ling Rate notes). QC may "reopen” any seriegbf securities (including the notes)
issued under the Indenture and issue additionakities of that series without the consent of th&lbars of that series. The notes will not have
the benefit of any sinking fund.

The 7.625% notes bear interest at theafafe625% per annum from the most recent Interagtrient Date (as defined below) to which
interest has been paid or duly provided for witkpet to the outstanding 7.625% notes or, if ner@gt has been paid or duly provided for,
from and including the date of issuance of the 5% 2otes. The 7.625% notes will mature and thecgral amount will be payable on June
2015. Interest on the 7.625% notes is payable semélly in arrears on June 15 and December 15alf gaar, commencing on December 15,
2005 (each such date, an "Interest Payment Datethe persons in whose names the 7.625% noteegistered at the close of business on
each June 1 and December 1 immediately precedingpplicable Interest Payment Date. Interest wiltalculated on the basis of a 360-day
year of twelve 3-day months.

The Floating Rate notes will mature on JUBg2013 at their principal amount, plus accrued @npaid interest to the maturity date. The
Floating Rate notes bear interest at a rate parmanreset quarterly, equal to LIBOR plus 3.25%gletermined by the calculation agent (the
"Calculation Agent"), which shall initially be therustee. Interest on the Floating Rate notes islplayquarterly in arrears on March 15,

June 15, September 15 and December 15, commeneiSgmember 15, 2005. The Company will make eaelndst payment to the holders of
record of the Floating Rate notes on the immedigistceding March 1, June 1, September 1 and Demeilinterest on the Floating Rate
notes will accrue from the most recent date to witerest has been paid or, if no interest has paél, from and including the Issue Date
with respect to the Floating Rate notes.

Set forth below is a summary of certaihaf defined terms used in the Indenture relatinglygto the Floating Rate notes.

"Determination Date," with respect to atehest Period, will be the second London Banking preeceding the first day of such Interest
Period.

"Interest Period" means the period comnrenon and including an interest payment date adihgron and including the day immedial
preceding the next succeeding interest payment déttethe exception that the first Interest Persbell commence on and include the Issue
Date with respect to the Floating Rate notes amdoenand include September 14, 2005.
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"LIBOR," with respect to an Interest Periadll be the rate (expressed as a percentagerpema) for deposits in U.S. dollars for a three-
month period beginning on the second London Bankiayg after the Determination Date that appearselerfite Page 3750 as of 11:00 a.m.,
London time, on the Determination Date. If Telef@tge 3750 does not include such a rate or is Uableon a Determination Date, the
Calculation Agent will request the principal Londaoffice of each of four major banks in the Londaterbank market, as selected by the
Calculation Agent, to provide such bank's offeradtgtion (expressed as a percentage per annuif) agproximately 11:00 a.m., London
time, on such Determination Date, to prime bank&iéLondon interbank market for deposits in a Repntative Amount in U.S. dollars for a
six-month period beginning on the second LondonkBanDay after the Determination Date. If at lelag such offered quotations are so
provided, the rate for the Interest Period willthe arithmetic mean of such quotations. If fewanthwo such quotations are so provided, the
Calculation Agent will request each of three médjanks in New York City, as selected by the Caléofafgent, to provide such bank's rate
(expressed as a percentage per annum), as of apateky 11:00 a.m., New York City time, on such &atination Date, for loans in a
Representative Amount in U.S. dollars to leadingopean banks for a sixtonth period beginning on the second London Bankiag after thi
Determination Date. If at least two such ratessarprovided, the rate for the Interest Period ballthe arithmetic mean of such rates. If fewer
than two such rates are so provided, then thefoatbe Interest Period will be the rate in effadth respect to the immediately preceding
Interest Period.

"London Banking Day" is any day on whictatiegs in U.S. dollars are transacted or, with eespo any future date, are expected to be
transacted in the London interbank market.

"Representative Amount” means a principabant of not less than $1,000,000 for a singles@ation in the relevant market at the
relevant time.

"Telerate Page 3750" means the displaygdeséd as "Page 3750" on the Moneyline Teleratgcgefor such other page as may replace
Page 3750 on that service).

The amount of interest for each day thatRloating Rate notes are outstanding (the "Dailgrest Amount”) will be calculated by
dividing the interest rate in effect for such day3$0 and multiplying the result by the principat@unt of the Floating Rate notes. The amount
of interest to be paid on the Floating Rate naveg&ch Interest Period will be calculated by addive Daily Interest Amounts for each day in
the Interest Period.

All percentages resulting from any of thewe calculations will be rounded, if necessanth®mnearest one hundred thousandth of a
percentage point, with five one-millionths of a gamtage point being rounded upwards (e.g., 9.8&54% .09876545) being rounded to
9.87655% (or .0987655)) and all dollar amounts useat resulting from such calculations will be noed to the nearest cent (with one-half
cent being rounded upwards).

The interest rate on the Floating Ratesyatdl in no event be higher than the maximum gzemitted by New York law as the same may
be modified by United States law of general apfilica

The Calculation Agent will, upon the requefsthe holder of any Floating Rate note, provide interest rate then in effect with respect to
the Floating Rate notes. All calculations madef®yCalculation Agent in the absence of manifestrexill be conclusive for all purposes and
binding on the Company, the Guarantors and theehsldf the Floating Rate notes.

If any Interest Payment Date, maturity dateedemption date is a legal holiday in New Yad¥lkew York, the required payment will be
made on the next succeeding day that is not a fegjalay as if it were made on the date such paywes due and no interest will accrue on
the amount so payable for the period from and afieh Interest Payment Date, maturity date or rg@diem date, as the case may be, to such
next succeeding day. "Legal holiday" means a Sayyral Sunday or a day on which banking institutionthe City of New York are not
required to be open.
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Payment

Payment of principal of and interest anehpium, if any, on any notes represented by onearempermanent global notes in definitive,
fully registered form without interest coupons viiét made to Cede & Co., the nominee for The Deggsirust Company ("DTC") as the
registered owner of the global notes, by wire tiansf immediately available funds as describedaurile heading "—Form, Denomination,
Transfer, Exchange and Book-Entry Procedures.ialhjt the Trustee will act as paying agent for ttides. Payments of principal, premium, if
any, and interest on the notes will be made byaigh the paying agent to DTC.

Holders of certificated notes, if any, msgtrender such certificated notes to the payirna® collect principal and interest payments at
maturity. Principal, premium, if any, and interestcertificated notes will be payable at the ofiddehe paying agent maintained for such
purpose or, at the option of QC, payment of priakipremium, if any, and interest may be made Bckimailed to a holder's registered
address. Notwithstanding the foregoing, a holderaiés with an aggregate principal amount of $%ionilor more may request in writing, at
least three business days prior to the relevannpay date, that interest be wired to an accourtifipe by such holder.

The principal of and interest and premiifrany, on the notes will be payable in U.S. ddlar in such other coin or currency of the
United States of America as at the time of payneelggal tender for the payment of public and pev@ebts. No service charge will be made
for any registration of transfer or exchange ofespbut QC may require payment of a sum suffidierbver any tax or other governmental
charge payable in connection therewith. The notag bbe presented for registration of transfer ohexge at the office of the registrar for the
notes or at any other office or agency maintaine®®@ or the registrar for such purpose. Initialhye Trustee will act as registrar for the notes.

Optional Redemption

The 7.625% notes are redeemable at theropfiQC, in whole at any time or in part from titoetime, on at least 15 days but not more
than 60 days prior written notice mailed to theistayed holders thereof, at a redemption price leiguhe greater of (1) 100% of the principal
amount of the 7.625% notes to be redeemed or ¢€3uim, as determined by the Quotation Agent, daatkbelow, of the present values of the
principal amount of the notes to be redeemed amdeimaining scheduled payments of interest thefreom the redemption date to the maturity
date of the 7.625% notes to be redeemed (excludiagest accrued to the redemption date), whichefer to as "Remaining Life," discounted
from their respective scheduled payment datesaoegtiemption date on a semiannual basis (assunfi§-day year consisting of 30-day
months) at the Treasury Rate, as defined belovg, flubasis points (the "Make-Whole Premium"), plogither case, accrued and unpaid
interest on the principal amount of the 7.625% sioéeleemed to the date of redemption.

If money sufficient to pay the redemptiaice of and accrued interest on all of the 7.625%%&® (or portions thereof) to be redeemed on
the redemption date is deposited with the Trustgeaging agent on or before the redemption datecant@in other conditions are satisfied, 1
on and after such redemption date, interest wdkeeto accrue on such notes (or such portion tfezaibed for redemption.

"Comparable Treasury Issue" means the dr8tates Treasury security selected by the Quotatgent as having a maturity comparable
to the Remaining Life that would be utilized, a¢ time of selection and in accordance with custgrfinancial practice, in pricing new issues
of corporate debt securities of comparable matwviti the Remaining Life as of the applicable regéon date.

"Comparable Treasury Price" means, witpeesto any redemption date, the average of twerfeate Treasury Dealer Quotations for
such redemption date.
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"Quotation Agent" means the Reference TngaBealer appointed by QC.

"Reference Treasury Dealer" means eachefiMLynch, Pierce, Fenner & Smith Incorporatedldeutsche Bank Securities Inc., and
their successors; provided, however, that if anghefforegoing ceases to be a primary U.S. Govenhsezurities dealer in New York City, C
will substitute therefor another primary U.S. Gaweent securities dealer.

"Reference Treasury Dealer Quotations" ragatith respect to each Reference Treasury Deatkany redemption date, the average, as
determined by the Trustee, of the bid and askezkgifior the Comparable Treasury Issue (expresseakim case as a percentage of its principal
amount) quoted in writing to the Trustee by sucfeRmce Treasury Dealer at 5:00 p.m., New York @itye, on the third business day
preceding such redemption date.

"Treasury Rate" means, with respect toradgmption date, the rate per annum equal to théasaual yield to maturity of the
Comparable Treasury Issue, calculated on the thisihess day preceding such redemption date ugingeafor the Comparable Treasury
Issue (expressed as a percentage of its prinaipaliat) equal to the Comparable Treasury Pricedfoh sedemption date. QC may at any time,
and from time to time, purchase the notes at aitg fr prices in the open market or otherwise.

The Floating Rate notes are not subjeptdemption prior to maturity.
QC may at any time, and from time to tiperchase the notes at any price or prices in te@ oparket or otherwise.
Certain Covenants

Other than as described below under "—Ilatin on Liens," the Indenture does not contain@noyisions that would limit the ability of
QC to incur indebtedness or that would afford hrdd# notes protection in the event of a suddensigmificant decline in the credit quality of
QC or a takeover, recapitalization or highly leggd or similar transaction involving QC. AccordipgQC could in the future enter into
transactions that could increase the amount ofbitedimess outstanding at that time or otherwiseradiyeaffect QC's capital structure or credit
rating. See "Risk FactorsGther than covenants limiting liens and certairpooaite transactions, the notes will not contaitriets/e covenant:
and there is no protection in the event of a chargentrol.”

Limitation on Liens

The Indenture contains a covenant thatdfr@Qortgages, pledges or otherwise subjects to &ty (other than Permitted Liens) all or some
of its property or assets, QC will secure the naey other outstanding notes and any of its atbéigations which may then be outstanding
and entitled to the benefit of a covenant simifaeffect to such covenant, equally and proportignaith the indebtedness or obligations
secured by such Lien, for as long as any such tedeless or obligation is so secured. "Lien" mewait, respect to any asset, any mortgage,
lien, pledge, charge, security interest or encumd®af any kind, or any other type of prefererdimhngement that has the practical effect of
creating a security interest, in respect of sudetas

"Permitted Liens" means any of the folloguin

. Liens existing on the date of the initial issuantéhe notes
. Liens on any asset existing at the time such &ssejuired, if not created in contemplation offsacquisition;
. Liens on any asset (a) created within 180 days afteh asset is acquired, or (b) securing theastquisition, construction «

improvement of such asset; provided, in either cidse such
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Lien extends to no property or asset other tharm#iset so acquired, constructed or improved anmgeprpincidental thereto;

(a) Liens incidental to the conduct of QC's businasthe ownership of its properties or otherwisairred in the ordinary course
of business which (i) do not secure Debt, andd@inot in the aggregate materially detract fromvihilele of its assets taken as a
whole or materially impair the use thereof in the@tion of its business, and (b) Liens not desdrib clause (a) on cash, cash
equivalents or securities that secure any obligatiith respect to letters of credit or surety boadsimilar arrangements, which
obligation in each case does not exceed $100 mmillio

any Lien to secure public or statutory obligationsvith any governmental agency at any time requing law in order to qualif
QC to conduct all or some part of its businessiarder to entitle QC to maintain self-insuranceécoobtain the benefits of any
law relating to workmen's compensation, unemploynmesurance, old age pensions or other social #gcor with any court,
board, commission or governmental agency as sgdndident to the proper conduct of any proceediafpre it;

any Liens for taxes, assessments, governmentajedevies or claims and similar charges eithendgadelinquent or (b) beir
contested in good faith by appropriate proceedargsas to which a reserve or other appropriateigioyy if any, as shall be
required in conformity with generally accepted aguting principles shall have been made;

Liens securing the performance of bids, tendeesds, contracts, sureties, stays, appeals, indemmerformance or simili
bonds or public or statutory obligations of likeur&, incurred in the ordinary course of business;

materialmen's, mechanics, repairmen's, employ@esators' or other similar Liens or charges arigimthe ordinary course of
business incidental to the acquisition, construGtinaintenance or operation of any asset of QCwiave not at the time been
filed pursuant to law and any such Liens and changeidental to the acquisition, construction, neiance or operation of any
asset of QC, which, although filed, relate to ofigns not yet due or the payment of which is beithheld as provided by la
or to obligations the validity of which is beingrdested in good faith by appropriate proceedings;

zoning restrictions, servitudes, easements, licenmgservations, provisions, covenants, conditiasagyers, restrictions on tt
use of property or minor irregularities of titlen¢hwith respect to leasehold interests, mortgagi@gyations, Liens and other
encumbrances incurred, created assumed or perrtotedst and arising by, through or under or assely a landlord or owner
of the leased property, with or without consenthef lessee) and other similar charges or encumbsamdich will not
individually or in the aggregate interfere matdyiand adversely with the business of QC and ibskliaries taken as a whole;

Liens created by or resulting from any litigatianpsoceeding which is currently being contestedand faith by appropriai
proceedings and as to which levy and execution baea stayed and continue to be stayed or for wQiChs maintaining
adequate reserves or other provision in conformitii generally accepted accounting principles;

any interest or title of vendor or lessor in thegerty subject to any lease, conditional sale ages or other title retentic
agreement;

Liens in connection with the securitization or faatg of QC's or any of its subsidiaries' receieatih a transaction intended to
be a "true sale"; and
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. any Lien securing a refinancing, replacement, esitan renewal or refunding of any Debt secured hiea permitted by any ¢
the foregoing clauses of this definition of "Peett Liens” to the extent secured in all materiapeets by the same asset or
assets.

Notwithstanding the foregoing, "Permitteidis" shall not include any Lien to secure Debt thaequired to be granted on an equal and
ratable basis under the "negative pledge”, or edit, provisions of a Debt instrument (includingstanding debt securities) as a result of the
creation of a Lien that itself would constituteRetmitted Lien."

"Debt" of any person means, at any datthawuit duplication, (i) all obligations of such pensfor borrowed money, (ii) all obligations of
such person evidenced by bonds, debentures, not¢éser similar instruments, (iii) all obligation$ such person as lessee which are
capitalized in accordance with generally acceptembanting principles, (iv) all Debt secured by ar.ion any asset of such person, whether or
not such Debt is otherwise an obligation of sucts@e, and (v) all Debt of others guaranteed by serkon.

The Indenture does not prevent any othetyelnom mortgaging, pledging or subjecting to dign any of its property or assets, whethe
not acquired from QC.

Consolidation, Merger and Sale of Assets

QC will not consolidate with, merge intol merged into, or transfer or lease its propany assets substantially as an entirety to anothe
entity; provided that QC may consolidate with, neeirgto or be merged into, or transfer or leaseritperty and assets substantially as an
entirety to another entity if:

. the successor entity is a corporation and assugnssgplemental indenture all of QC's obligationdenthe notes, the Indenture
and any other notes outstanding under the Inderanc

. after giving effect to the transaction, no defaulEvent of Default has occurred and is continuing.
Events of Default
Any one of the following is an "Event of faelt" with respect to the notes:

. if QC defaults in the payment of interest on theespand such default continues for 90 days;

. if QC defaults in the payment of the principal loé thotes when the same becomes due and payablengpority, upor
redemption or otherwise;

. if QC fails to comply with any of its other agreemt®in the notes or in the Indenture, which failcoatinues for 90 days after
QC receives notice from the Trustee or the holdéet least 25% of the aggregate principal amofitiie notes then
outstanding; and

. if certain events of bankruptcy or insolvency ocwith respect to QC.

If an Event of Default with respect to aieg of notes occurs and is continuing, the Trustethe holders of at least 25% in aggregate
principal amount of such series then outstanding delare the principal of such series of notdsetalue and payable immediately. The
holders of a majority in principal amount of su@hiss of notes may rescind such declaration antbitsequences if the rescission would not
conflict with any judgment or decree and if allstiig Events of Default have been cured or waivexpt nonpayment of principal or interest
that has become due solely as a result of sucteaatien.
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Holders of notes may not enforce the Indenbr the notes, except as provided in the Indeniithe Trustee may require indemnity
satisfactory to it before it enforces the Indentoréhe notes. Subject to certain limitations, lloéders of more than 50% in aggregate principal
amount of the affected series of notes then oudgtgmrmay direct the time, method and place of catidg any proceeding for any remedy
available to the Trustee or exercising any truggawer conferred upon the Trustee. The Trusteewitijhold from holders of notes notice of
any continuing default (except a default in therpapt of principal or interest) if it determinesthathholding notice is in their interests.

Amendment and Waiver

With the written consent of the holdersiahajority in principal amount of the notes issueder the Indenture then outstanding, QC and
the Trustee may amend or supplement the Indentureodify the rights of the holders of the notegypded that any such amendment that
affects the terms of any series of the notes dmdigrom the other series of notes will requirdyothe consent of at least a majority in
aggregate principal amount of such affected sefie®tes then outstanding. Such majority holderg also waive compliance by QC of any
provision of the Indenture, any supplemental indenbr notes, except a default in the paymentiotjpal or interest. However, without the
consent of the holder of each note affected, amdment or waiver may not:

. reduce the amount of notes whose holders must obtesan amendment or waiver;

. change the rate or the time for payment of interest

. change the principal or the fixed maturi

. waive a default in the payment of principal, premjuf any, or interest;

. make the notes payable in a different currency; or

. make any change in the provisions of the Indentoreerning (a) waiver of existing defaults, (bt of holders of notes

receive payment or (c) amendments and waivers wifitti@ consent of the holder of each note affected.
QC and the Trustee may amend or suppletherihdenture without the consent of any holdearof of the notes to:

. cure any ambiguity, defect or inconsistency inltigenture or the notes;

. provide for the assumption of all of our obligasainder the notes and the Indenture by any coliparit connection with
merger, consolidation or transfer or lease of aapprty and assets substantially as an entirety;

. provide for uncertificated notes in addition toimstead of certificated notes;

. add to the covenants made by us for the benefiteoholders of any series of notes (and if suctecaxts are to be for tl
benefit of less than all series of notes, statireg such covenants are included solely for the fitesfesuch series) or to surrender
any right or power conferred upon us;

. add to, delete from, or revise the conditions, tittibns, and restrictions on the authorized amaent)s, or purposes of isst
authentication and delivery of the notes, as st fia the Indenture;

. secure any notes as provided under the headingrhiitdtion on Liens";
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. provide for the issuance of and establish the fanchterms and conditions of a series of notes establish the form of ar
certifications required to be furnished pursuarthtterms of the Indenture or any series of notee add to the rights of the
holders of any series of notes;

. make any change necessary to conform to the "Oxtgxriof the Notes" contained in the prospectuatigd to the offering of tr
notes; or
. make any change that does not adversely affectghts of any holder of the notes in any matermspect.
Defeasance

QC may terminate all of its obligations enthe notes and the Indenture or any installmeptincipal, premium, if any, or interest on the
notes if QC irrevocably deposits in trust with ffrestee money or U.S. government obligations siefficto pay, when due, principal, premit
if any, and interest on the notes to maturity alereption or such installment of principal, premidfrgny, or interest, as the case may be, a
all other conditions set forth in the Indenture iaet.

Governing Law
The Indenture and the notes are governedrdny will be construed in accordance with, theslafithe State of New York.
Concerning the Trustee, the Paying Agent

QC and certain of its affiliates, includi@g1l, maintain banking and other business relatigps in the ordinary course of business with
U.S. Bank National Association. In addition, U.&nB National Association and certain of its affdia serve as trustee, authenticating agent, o
paying agent with respect to certain other debtirsées of QC, QCII and their affiliates.
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BOOK-ENTRY, DELIVERY AND FORM

DTC will act as securities depository foe inotes. The notes will be issued as fully-regéstesecurities registered in the name of Cede &
Co. (DTC's partnership nominee) or such other nasn@ay be requested by an authorized representdtiv€C. One or more fully-registered
note certificates will be issued in the aggregatecipal amount of the notes, and will be depositéith DTC.

DTC, is a limited-purpose trust companyamiged under the New York Banking Law, a "bankingamization" within the meaning of the
New York Banking Law, a member of the Federal Res&ystem, a "clearing corporation™” within the rmegrof the New York Uniforr
Commercial Code, and a "clearing agency" registpteduant to the provisions of Section 17A of tixeltange Act. DTC holds and provides
asset servicing for issues of securities that D'p@fticipants ("Direct Participants") deposit widii C. Direct Participants include both U.S.
non-U.S. securities brokers and dealers, bankst, tampanies, clearing corporations, and certdiaratrganizations. Access to the DTC
system is also available to others such as bothan&non-U.S. securities brokers and dealers,dyanist companies, and clearing
corporations that clear through or maintain a alistaelationship with a Direct Participant, eittidrectly or indirectly ("Indirect Participants'

The ownership interest of each actual paseh of notes (each, a "Beneficial Owner") is rdedron the Direct and Indirect Participants’
records. Transfers of ownership interests in thtesiare to be accomplished by entries made onadbiestof Direct and Indirect Participants
acting on behalf of Beneficial Owners. Beneficiali@ers will not receive certificates representingittownership interests in notes, except as
described below.

The Direct and Indirect Participants wéhmain responsible for keeping account of their inglsl on behalf of their customers. Notices and
other communications from DTC to Direct Participarity Direct Participants to Indirect Participartsd by Direct Participants and Indirect
Participants to Beneficial Owners will be govermsdarrangements among them, subject to any stgtataegulatory requirements as may be
in effect from time to time.

Neither DTC nor Cede & Co. (nor any oth@&Mnominee) will consent with respect to notes smlauthorized by a Direct Participant in
accordance with DTC's procedures. Under its usuadguiures, DTC mails an omnibus proxy to issuesas as possible after the record date.
The omnibus proxy assigns Cede & Co.'s consentivgting rights to those Direct Participants to wa@ccounts securities are credited on the
record date (identified in a listing attached te ¢tmnibus proxy).

Redemption proceeds, distributions, aniddivd payments on the notes will be made to Ce@»& or such other nominee as may be
requested by an authorized representative of DT '®practice is to credit Direct Participants'@aats upon DTC's receipt of funds and
corresponding detailed information from an issoerthe payment date in accordance with their respeboldings shown on DTC's records.
Payments by Participants to Beneficial Owners beéllgoverned by standing instructions and customeagtices, as is the case with securities
held for the accounts of customers in bearer formegistered in "street name," and will be the oesibility of such Participant and not of QC
or DTC nor its nominee or agent, subject to anfustay or regulatory requirements as may be inctffieom time to time. Payment of
redemption proceeds, distributions, and dividenghpents to Cede & Co. (or such other nominee asheagquested by an authorized
representative of DTC) is our responsibility, digement of such payments to Direct Participantsheilthe responsibility of DTC, and
disbursement of such payments to the Beneficial @swill be the responsibility of Direct and InditdParticipants.

DTC may discontinue providing its servieassdepository with respect to the notes at any biyngiving us notice that it is unwilling or
unable to continue as depository for the note§) 0 ceases to
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be registered or in good standing under the Exaba@ag or other applicable statute or regulatiorthim event that a successor depository is not
obtained within 90 days, note certificates are gaherequired to be printed and delivered. We rdagide to discontinue use of the system of
book-entry transfers through DTC (or a successmuritées depository). In that event, note certifgsawill be printed and delivered. The
information in this section concerning DTC and DF 66ok-entry system has been obtained from sotieg¢sve believe to be reliable, but we

take no responsibility for the accuracy thereof.
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CERTAIN U.S. FEDERAL INCOME TAX CONSIDERATIONS

The following is a summary of the Unite@tss federal tax consequences of an exchangesianding notes for exchange notes in the
exchange offer and the purchase, beneficial owigestd disposition of exchange notes. It is basegdrovisions of the U.S. Internal Revenue
Code of 1986, as amended (the "Code"), existingpmoposed Treasury regulations promulgated themuftide "Treasury Regulations") and
administrative and judicial interpretations thereadf as of the date hereof and all of which afgjestt to change, possibly on a retroactive basis.
No ruling from the IRS has been or will be sougithwespect to any aspect of the transactions destherein. Accordingly, no assurance
be given that the IRS will agree with the views regsed in this summary, or that a court will nattain any challenge by the IRS in the event
of litigation. The following relates only to notdsat are held as capital assets (i.e., generaibpepty held for investment). This summary does
not address all of the U.S. federal income tax equnences that may be relevant to particular holiddight of their personal circumstances, or
to certain types of non-U.S. holders that may Hges to special tax treatment (such as banks #ret inancial institutions, employee stock
ownership plans, partnerships or other pass-threnglies for U.S. federal income tax purposesaeformer citizens or residents of the
United States, controlled foreign corporationsefgn personal holding companies, corporationsahatimulate earnings to avoid U.S. federal
income tax, insurance companies, tax-exempt orgtairs, dealers in securities, brokers, or pergdgrshold the notes as a hedge or who
hedge the interest rate on the notes). In additios summary does not include any descriptiorheftax laws of any state, local or non-U.S.
government that may be applicable to a particutéddr and does not consider any aspects of U.8rdéthx law other than income taxation.

For purposes of this discussion, a "non-Udder" is a beneficial owner of the notes tisatat, for U.S. federal income tax purposes:

. an individual who is a citizen or resident of theildd States;

. a corporation (or other business entity treatea esrporation) created or organized in or undetdies of the United States
any state thereof or the District of Columbia;

. an estate the income of which is subject to U.@eifal income taxation regardless of its source;

. a trust if a court within the United States canreise primary supervision over its administratiangd one or more United Stal
persons have the authority to control all of thiestantial decisions of that trust (or the trust wesxistence on August 20, 1996,
and validly elected to continue to be treated HsSa trust); or

. a partnership or other entity classified as a gastnip for U.S. federal income tax purpos

A U.S. holder is an individual, corporati@state or trust that is a beneficial owner ofrtbies and is not a non-U.S. holder.

The U.S. federal income tax treatment p&dner in a partnership (or other entity clasdifis a partnership for U.S. federal income tax
purposes) that holds the notes generally will ddpemsuch partner's particular circumstances artti@activities of the partnership. Partnel
such partnerships should consult their own taxsasi

HOLDERS ARE URGED TO CONSULT THEIR OWN TAXDVISORS WITH RESPECT TO THE PARTICULAR U.S. FEDERA
INCOME TAX CONSEQUENCES TO THEM OF THE EXCHANGE OER AND THE PURCHASE, OWNERSHIP AND DISPOSITION
OF THE NOTES AND THE TAX CONSEQUENCES UNDER STATIEDCAL, NON-U.S. AND OTHER U.S. FEDERAL TAX LAWS
AND THE POSSIBLE EFFECTS OF CHANGES IN TAX LAWS.
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U.S. Federal Income Tax Consequences of the Exchan@ffer to U.S. Holders and Non-U.S. Holders

The exchange of outstanding notes for exgbanotes pursuant to the exchange offer will eo& baxable transaction for U.S. federal
income tax purposes. U.S. holders and bo8- holders will not recognize any taxable gaitoss as a result of such exchange and will has
same adjusted issue price, tax basis, and holdiriggin the exchange notes as they had in theaosg notes immediately before the
exchange.

U.S. Federal Income Tax Consequences to U.S. Holder

Treatment of Stated Interest. The floating rate notes generally will be tezhas "variable rate debt instruments” under thgrnad
issue discount regulations. Accordingly, the stameéerest on the floating rate notes generally béltreated as "qualified stated interest" and
such notes will not have original issue discou¢lyaas a result of the fact that it provides foterest at a variable rate.

All stated interest on the notes (includihg stated interest on the floating rate notel)bgitaxable to U.S. holders as ordinary interest
income as the interest accrues or is paid in aecaa with the holder's regular method of accounting

Additional Interest.  Our obligation to pay you additional interasthie event that we failed to comply with specif@gigations under
the registration rights agreement could have inapdid the provisions of Treasury regulations regatin"contingent payment debt instrumen
We have taken the position that there was a refikatiéhood that such additional interest would kzdo Therefore, we have taken the position
that the outstanding notes should not be treatedrtingent payment debt instruments. However,dbhtermination is inherently factual.
Therefore, we can give you no assurance that asitipw would be sustained if challenged by the IRSuccessful challenge of this position
by the IRS could affect the timing of a U.S. holdémcome and could cause the gain from the sadther disposition of a note to be treated as
ordinary income, rather than capital gain. Our pasifor purposes of the contingent debt regulatiasa to the likelihood of these additional
payments being remote is binding on a U.S. holdi@ess the U.S. holder discloses in the proper mratanthe IRS that it is taking a different
position.

Market Discount . A note that is acquired for an amount that is thas its principal amount by more than a de miniamsunt
(generally 0.25% of the principal amount multipliegthe number of remaining whole years to matyrityll be treated as having "market
discount” equal to such difference. Unless the tidkler elects to include such market discounh@oime as it accrues, a U.S. holder will be
required to treat any principal payment on, andgaip on the sale, exchange, retirement or ottsgradition (including a gift) of, a note as
ordinary income to the extent of any accrued madisztount that has not previously been includeidéome. In general, market discount on
notes will accrue ratably over the remaining teffrthe notes or, at the election of the U.S. holdeder a constant yield method. In addition, a
U.S. holder could be required to defer the dednatioall or a portion of the interest paid on anglébtedness incurred or continued to purchase
or carry a note unless the U.S. holder electsdluite market discount in income currently. Suctel@ation applies to all debt instruments held
by a taxpayer and may not be revoked without thesent of the IRS.

Amortization of Premium. A U.S. holder, whose tax basis immediately afteaitquisition of a note is greater than the sumilof
remaining payments other than qualified stated-é@stepayable on the note, will be considered tehawchased the note at a premium.
"Qualified stated interest" is stated interest thatnconditionally payable at least annually airgyle fixed rate. A U.S. holder may elect to
amortize such bond premium over the life of theeedb offset a portion of the stated interest Wraild otherwise be includable in income.
Such an election generally applies to all taxalelet instruments held by the holder on or afterfitts¢ day of the first taxable year to which the
election applies, and may be revoked only withatesent of the IRS. Holders that acquire a notk dnd
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premium should consult their tax advisors regardimegmanner in which such premium is calculatedthectlection to amortize bond premi
over the life of the instrument.

Sale or Other Disposition of the Notes. In general, upon the sale, retirement or ottvesble disposition of a note, a U.S. holder will
recognize taxable gain or loss equal to the diffeeebetween (1) the amount of the cash and thenfaiket value of any property received on
the sale, retirement or other taxable dispositioth @) the U.S. holder's adjusted tax basis imthte. Gain or loss realized on the sale,
retirement or other taxable disposition of a notié generally be capital gain or loss.

Backup Withholding and Information Reporting.  In general, a U.S. holder of the notes wilkbgject to backup withholding with
respect to interest on the notes, and the proagfatisale of the notes, at the applicable tax (@taently 28%), unless such holder (a) is an
entity that is exempt from withholding (includingrporations, tax-exempt organizations and certaadified nominees) and, when required,
demonstrates this fact, or (b) provides the payith its taxpayer identification number ("TIN"), ¢ifies that the TIN provided to the payor is
correct and that the holder has not been notifiethb IRS that such holder is subject to backuphdgtding due to underreporting of interest or
dividends, and otherwise complies with applicaklguirements of the backup withholding rules. Iniidid, such payments to U.S. holders that
are not exempt entities will generally be subjedhformation reporting requirements. A U.S. holddro does not provide the payor with its
correct TIN may be subject to penalties imposethyiRS. The amount of any backup withholding frampayment to a U.S. holder will be
allowed as a credit against such holder's U.Sr&dlecome tax liability and may entitle such haltie a refund, provided that the required
information is furnished to the IRS.

U.S. Federal Income Tax Consequences to Non-U.S. |Hers
Interest.

Subject to the discussion of backup witdiva below, under the "portfolio interest exemptica non-U.S. holder will generally not be
subject to U.S. federal income tax (or any withimgidkax) on payments of interest on the notes, igexi/that:

. the nor-U.S. holder does not actually or constructively (10% or more of the total combined voting power lbEsses of ou
stock entitled to vote;

. the non-U.S. holder is not, and is not treatecdidmnk receiving interest on an extension of craglisuant to a loan agreement
entered into in the ordinary course of its tradéusiness;

. the non-U.S. holder is not a "controlled foreigmpmration” that is related (directly or indirecthy) us; and

. certain certification requirements are met.

Under current law, the certification requirent will be satisfied in any of the following @imstances:

. If a nor-U.S. holder provides to us or our paying agentatestent on IRS Form -8BEN (or suitable successor form), toget
with all appropriate attachments, signed under liesaof perjury, identifying the non-U.S. holder bame and address and
stating, among other things, that the non-U.S. érolslnot a U.S. person.

. If a note is held through a securities clearingaaigation, bank or another financial institutioattholds customers' securities

the ordinary course of its trade or businessh@)rion-U.S. holder provides such a form to suchmmation or institution, and
(i) such organization or institution, under pegaif perjury, certifies to us that it has receiwetth statement from the
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beneficial owner or another intermediary and furasus or our paying agent with a copy thereof.

. If a financial institution or other intermediaryathholds the note on behalf of the non-U.S. holder entered into a withholding
agreement with the IRS and submits an IRS Forr8IMY (or suitable successor form) and certain otfeguired documentatic
to us or our paying agent.

If the requirements of the portfolio intstrexemption described above are not satisfie@% Withholding tax will apply to the gross
amount of interest on the notes that is paid torad.S. holder, unless either: (a) an applicabterne tax treaty reduces or eliminates such tax,
and the non-U.S. holder claims the benefit of thedty by providing a properly completed and dugaited IRS Form W-8BEN (or suitable
successor or substitute form) establishing qualiiia for benefits under the treaty, or (b) theiiast is effectively connected with the non-U.S.
holder's conduct of a trade or business in theddrgtates and the non-U.S. holder provides an pppte statement to that effect on a properly
completed and duly executed IRS Form W-8ECI (oraflé successor form).

If a non-U.S. holder is engaged in a tradbusiness in the U.S. and interest on a notf#dstevely connected with the conduct of that
trade or business, the non-U.S. holder will be ireguto pay U.S. federal income tax on that inteogsa net income basis (and the 30%
withholding tax described above will not apply pded the appropriate statement is provided to asgplly in the same manner as a U.S.
person. If a non-U.S. holder is eligible for thenbfits of an income tax treaty between the U.S.iendountry of residence, any interest income
that is effectively connected with a U.S. traddosiness will be subject to U.S. federal incomeitiahe manner specified by the treaty and
generally will only be subject to such tax if sunbome is attributable to a permanent establishrtera fixed base in the case of an individ
maintained by the non-U.S. holder in the U.S. d&drton-U.S. holder claims the benefit of the trdatyroperly submitting an IRS Form W-
8BEN. In addition, a non-U.S. holder that is trelais a foreign corporation for U.S. federal incdmepurposes may be subject to a branch
profits tax equal to 30% (or lower applicable tyedte) of its earnings and profits for the taxaj@ar, subject to adjustments, that are
effectively connected with its conduct of a traddosiness in the U.S.

Sale, Exchange or Other Disposition of the Notes.

Subject to the discussion of backup witdiray below, a non-U.S. holder generally will notdaject to U.S. federal income tax (or any
withholding thereof) on any gain realized by suoldier upon a sale, exchange, redemption, retireatemiaturity or other disposition of a nc
unless:

. the nor-U.S. holder is an individual who is present in th&. for 183 days or more during the taxable yeadraho has a "ta
home" in the United States and certain other canditare met;

. the gain is effectively connected with the condcafca U.S. trade or business of the non-U.S. hdldled, in some circumstances,
the gain is attributable to a U.S. permanent eistainlent of the non-U.S. holder or a fixed basééndase of an individual under
an applicable income tax treaty); or

. the non-U.S. holder is subject to U.S. federal inedax pursuant to the provisions of U.S. fedarabime tax law applicable to
former citizens or residents of the United States.

If the first exception applies, the non-Lh8lder generally will be subject to U.S. fedenglome tax at a rate of 30% on the amount by
which its U.S.-source capital gains exceed its {ddsirce capital losses. If the second or third ptkor applies, the non-U.S. holder will
generally be subject to U.S. federal income taxhemet gain derived from the sale, exchange @ratlsposition of the notes in the same
manner as a U.S. person. In addition, corporatelh&n holders may be subject to a 30%
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branch profits tax on any such effectively connédain. If a non-U.S. holder is eligible for thenleéits of an income tax treaty between the
United States and its country of residence, the féderal income tax treatment of any such gain beynodified in the manner specified by
the treaty.

Information Reporting and Backup Withholding.

When required, we or our paying agent weifiort to the IRS and to each non-U.S. holder theumt of any interest paid on the notes in
each calendar year, and the amount of U.S. fedteaine tax withheld, if any, with respect to thesgments.

Non-U.S. holders who have provided cerdifion as to their nokk.S. status or who have otherwise established amption will generall
not be subject to backup withholding tax if neitiver nor our agent have actual knowledge or reast@indw that such certification is unrelia
or that the conditions of the exemption are in faattsatisfied. Payments of the proceeds from éfeeaf a note to or through a foreign office of
a broker generally will not be subject to infornoatireporting or backup withholding. However, aditiil information reporting, but generally
not backup withholding, may apply to those payméfritse broker is one of the following: (a) a Ugrson, (b) a controlled foreign corporat
for U.S. federal income tax purposes, (c) a forgigrson 50 percent or more of whose gross incoame &l sources for the three-year period
ending with the close of its taxable year precedigpayment was effectively connected with a tr&le or business, or (d) a foreign
partnership with specified connections to the Whi¢ates.

Payment of the proceeds from a sale ofta twoor through the United States office of a lerokill be subject to information reporting and
backup withholding unless the non-U.S. holder @iegtias to its non-U.S. status or otherwise esthbli an exemption from information
reporting and backup withholding, provided thatimei we nor our agent have actual knowledge oorets know that such certification is
unreliable or that the conditions of the exemptoa in fact not satisfied.

Backup withholding is not an additional.ta&ke amount of any backup withholding from a pagtite a non-U.S. holder will be allowed
as a credit against such holder's U.S. federahiectax liability and may entitle the holder to &urel, provided the required information is
timely furnished to the IRS.
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PLAN OF DISTRIBUTION

Each broker-dealer that receives exchaotgsrfor its own account in the exchange offer makhowledge that it acquired the
outstanding notes for its own account as a resuttasket-making or other trading activities and tragree that it will deliver a prospectus
meeting the requirements of the Securities Acinnection with any resale of the exchange notgsaréicipating broker-dealer may use this
prospectus, as it may be amended or supplemerttedtime to time, in connection with resales of exale notes received in exchange for
outstanding notes where such outstanding notes acepgired as a result of market-making activitiestber trading activities. The registration
rights agreement we executed in connection witroffexing of the outstanding notes provides thatwilegenerally not be required to amend
or supplement this prospectus for a period excee@lindays after the date on which this registrastatement is declared effective and
participating broker-dealers shall not be authatizg us to deliver this prospectus in connectiothwésales after that period of time has
expired.

We will not receive any proceeds from aale ©f exchange notes by any participating brolesdetr. Exchange notes received by
participating broker-dealers for their own accoputsuant to the exchange offer may be sold frore tiontime in one or more transactions in
the over-the-counter market, in negotiated tramsast through the writing of options on the exchengtes or a combination of such methods
of resale, at market prices prevailing at the toheesale, at prices related to such prevailingketgprices or negotiated prices. Any resale may
be made directly to purchasers or to or througtkémoor dealers who may receive compensation ifiotime of commissions or concessions
from any such participating broker-dealer and/erghrchasers of the exchange notes. Any particigdtioker-dealer that resells exchange
notes that were received by it for its own accanrhbe exchange offer and any broker or dealerpibdticipates in a distribution of the
exchange notes may be deemed to be an "underwwiikrih the meaning of the Securities Act and argfipon any such resale of exchange
notes and any commissions or concessions recejvétbbe persons may be deemed to be underwritimgpensation under the Securities Act.
The letter of transmittal states that by acknowiedghat it will deliver and by delivering a prosyes, a participating broker-dealer will not be
deemed to admit that it is an "underwriter” witkine meaning of the Securities Act.

We have agreed to pay all expenses incigetite exchange offer other than commissions ncessions of any brokers or dealers and
indemnify the holders of the outstanding notesl{ding any broker-dealers) against certain liale#if including liabilities under the Securities
Act.

95




LEGAL MATTERS

Certain legal matters with respect to thkdity of the exchange notes will be passed uporu$ by Stephen E. Brilz, Deputy General
Counsel of QCII.

EXPERTS

The consolidated financial statements ahedule of Qwest Corporation as of December 314 20@ 2003 and for each of the years in
the three-year period ended December 31, 2004, e included herein in reliance upon the repafriPMG LLP, independent registered
public accounting firm, appearing elsewhere heraml upon the authority of said firm as expertadoounting and auditing.

The audit report covering the consoliddiedncial statements as of December 31, 2004 af8 26ad for each of the years in the three-
year period ended December 31, 2004 refers todbptin of certain new accounting standa
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QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN MILLIONS)

(UNAUDITED)

Operating revenu
Operating reveni—affiliates

Total operating revent
Operating expense
Cost of sales (exclusive of depreciation and armmatitin)
Cost of sale—affiliates
Selling, general and administrati
Selling, general and administrat—affiliates
Depreciatior
Amortization of capitalized software and other ilgible asset
Asset impairment chargs

Total operating expens
Operating incomu
Other expense (income
Interest expen—net
Loss on early retirement of d—net
Other incom—net
Total other expen—net

Income before income taxes, and discontinued dpers
Income tax expens

Income from continuing operatiol

Three Months Ended Nine Months Ended

Loss from discontinued operations, net of taxe$0f$0, $0 and $34,

respectively

Net income

September 30, September 30,
2005 2004 2005 2004
$ 221¢ $ 228 $ 6,74¢ $ 7,01C
251 27€ 814 731
2,47( 2,56( 7,568 7,741
554 54t 1,611 1,62¢
56 72 174 242
43¢ 412 1,32¢ 1,352
26¢ 25€ 814 772
587 58¢ 1,74¢ 1,742
79 87 25¢E 274
— 18 — 37
1,98: 1,97: 5,92 6,04:
487 587 1,641 1,69¢
15E 14¢& 45k 43¢
— 6 37 6
©) (12 (19) (21)
147 13¢ 477 424
34C 44¢€ 1,164 1,27¢
(130) (174) (442) (49€)
21C 274 722 T7TE
— — — (53)
$ 21C % 274 % 72z % 72t

The accompanying notes are an integral part oktobeadensed consolidated financial statements.
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QWEST CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(DOLLARS IN MILLIONS)

(UNAUDITED)

September 30, December 31,
2005 2004
ASSETS

Current asset:

Cash and cash equivalel $ 317 $ 34z

Shor-term investment 69 20€

Accounts receivable (less allowance for doubtfaoamts of $61 and $7

respectively’ 1,06¢ 1,06¢€

Accounts receivab—affiliates 12¢ 15€

Prepaid and other ass: 29¢ 374
Total current asse 1,881 2,144
Property, plant and equipm—net 14,27¢ 15,26¢
Capitalized software and other intangible a—net 63€ 79¢
Prepaid pension ass 1,007 1,021
Other asset 32C 35¢

Total asset $ 18,12: $ 19,59(

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current borrowing: $ 22 $ 40t
Accounts payabl 39¢ 367
Accounts payab—affiliates 59¢€ 67E
Dividends payab—QSC 42 412
Accrued expenses and other current liabili 707 80:<
Deferred revenue and advanced billii 48~ 511
Total current liabilities 2,251 3,17¢
Long-term borrowings (net of unamortized debt discodr&k81 and $13¢
respectively’ 7,66: 7,25¢
Pos-retirement and other p-employment benefit obligatior 2,84( 2,83
Deferred income taxe 2,001 2,19¢
Other lon¢-term liabilities 492 531
Total liabilities 15,24¢ 15,98¢

Commitments and contingencies (Note
Stockholder's equity

Common stoc—one share without par, owned by Q 10,15: 10,15(
Accumulated defici (7,279 (6,54¢)
Accumulated other comprehensive inca 2 —
Total stockholder's equit 2,87¢ 3,60¢
Total liabilities and stockholder's equ $ 18,12 $ 19,59(

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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QWEST CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)

(UNAUDITED)

Nine Months Ended
September 30,

2005 2004

OPERATING ACTIVITIES
Net income $ 72z % 72t
Adjustments to reconcile net income to net caskigea by operating activitie:

Loss from discontinued operations, net of — 53
Depreciation and amortizatic 1,99¢ 2,01¢
Provision for bad deb 53 14
Asset impairment chargt — 37
Deferred income taxe (159) (35¢)
Income tax benefit distributed to Q¢ — (32
Loss on early retirement of de 37 6
Other nor-cash charge—net 15 12
Changes in operating assets and liabilit
Accounts receivabl (56) 163
Accounts receivab—affiliates 28 (29)
Prepaid and other current ass 35 58
Accounts payable and accrued expet (64) (264)
Accounts payab—affiliates (79) 59
Deferred revenue and advance billit (52 (147)
Other nor-current assets and liabilitir 33
Cash provided by operating activiti 2,51z 2,34
INVESTING ACTIVITIES
Expenditures for property, plant and equiprr (854) (1,137
Proceeds from sale of property, plant and equip! — 5
Interest in net proceeds from investments manageg3C 14¢ 11¢
Other 16 5
Cash used for investing activiti (690 (2,009
FINANCING ACTIVITIES
Proceeds from lor-term borrowings 1,15( 57¢
Collection on note receival—affiliate — 332
Repayments of lor-term borrowings, including current maturiti (1,139 (747)
Dividends paid to QSt¢ (1,820 (2,83))
Equity infusion from QS( — 2,18¢
Payment of current borrowin—affiliate by Qwest Wireles — (2,185
Debt issuance cos (18) 9)
Early retirement of debt cos (25) 5)
Cash used for financing activiti (1,84% (1,685
CASH AND CASH EQUIVALENTS
Decrease in cash and cash equival (25) (350)
Beginning balanc 34z 65E
Ending balanc $ 317 $ 30t

The accompanying notes are an integral part oktobeadensed consolidated financial statements.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
For the Nine Months Ended September 30, 2005

(Unaudited)

Unless the context requires otherwise resfees in these notes to "QC" refer to Qwest Cartpmr, references to "Qwest," "we," "us," the
"Company" and "our" refer to Qwest Corporation #sdaonsolidated subsidiaries, and references ©II'Qefer to our ultimate parent

company, Qwest Communications International Inad, iéss consolidated subsidiaries.
Note 1: Basis of Presentation

These condensed consolidated interim filstatements are unaudited and are preparedor@ence with the instructions for Form 10-
Q. In compliance with those instructions, certaifoimation and footnote disclosures normally inelddn consolidated financial statements
prepared in accordance with generally acceptedusaticny principles in the United States of Amerid@AAP") have been condensed or
omitted.

In the opinion of management, these statésriaclude all the adjustments necessary to faiysent our condensed consolidated resu
operations, financial position and cash flows aSeftember 30, 2005 and for all periods presefiteglse condensed consolidated financial
statements should be read in conjunction with tiditad consolidated financial statements includedur annual report on Form 10-K for the
year ended December 31, 2004 (the "2004 For-K"). The condensed consolidated results of openatfor the three and nine month periods
ended September 30, 2005 and the condensed catsdlistatement of cash flows for the nine montiodesnded September 30, 2005 are not
necessarily indicative of the results or cash flewgected for the full year.

Until May 1, 2004, we provided wireless\sees through our wholly owned subsidiary, QwestaMiss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest Wa®to an affiliate. As a consequence, we no lohgee wireless operations, and the
results of Qwest Wireless are reported as a logs ffiscontinued operations in our condensed careelil statements of operations for the
months ended September 30, 2004. See Note 2—Trarisfavest Wireless Operations, for additional imfiation on the results of Qwest
Wireless.

Use of estimates

Our consolidated financial statements aepg@red in accordance with GAAP. These accountiimgiples require us to make certain
estimates, judgments and assumptions. We beliatettl estimates, judgments and assumptions mage adtounting for items and matters
such as long-term contracts, customer retentiore e, allowance for bad debts, depreciation, dmativn, asset valuations, internal labor
capitalization rates, recoverability of assets,ampent assessments, employee benefits, taxesyesssnd other provisions and contingencies
are reasonable, based on information availableedtitne they are made. These estimates, judgmedtassumptions can affect the reported
amounts of assets and liabilities as of the dateetonsolidated financial statements, as wetaseported amounts of revenue and expenses
during the periods presented. We also assess @tesses in relation to threatened or pendirigdtion and, if a loss is considered probable
and the amount can be reasonably estimated, wgnzeoan expense for the estimated loss. Actualteesould differ from these estimates.
See Note 6—Commitments and Contingencies.

Combined pension and post-retirement benefits

Our employees patrticipate in the QCII pensind other post-employment healthcare and Igarance benefit plans. We refer to the
combined pension and post-retirement healthcardif@nidsurance benefits costs as net pension esgoen
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Depreciation and amortizatiol

Property, plant and equipment are showrohdepreciation on our condensed consolidatedhbalaheet. As of September 30, 2005 and
December 31, 2004, accumulated depreciation wa8%28on and $27.6 billion, respectively. Capitad software and other intangible assets
are shown net of amortization on our condensedatiolaged balance sheet. Accumulated amortizatios $dabillion as of September 30, 2005
and December 31, 2004.

Stock-based compensation

Some of our employees participate in QGlixk-based compensation plans. These plans emergted for using the intrinsic-value
recognition and measurement principles of AccognBninciples Board Opinion No. 25, "Accounting fatock Issued to Employees." Under
the intrinsic value method no compensation expensecognized for options granted to employees viherstrike price of those options eqt
or exceeds the value of the underlying securitthenmeasurement date. Any excess of the stock pritke measurement date over the
exercise price is recorded as deferred compensatidramortized over the service period during witighstock option award vests using the
accelerated method described in Financial Accogritandards Board ("FASB") Interpretation ("FIN"pN28, "Accounting for Stock
Appreciation Rights and Other Variable Stock OptisrAward Plans." QCII allocates to us our sharthefdeferred compensation expense
described herein based on options granted to oployees.

Had compensation cost for our employeeatsigigation in the QCII stock-based compensaticamplbeen determined under the fair-value
method in accordance with the provisions of StatdroéFinancial Accounting Standards ("SFAS") Na31"Accounting for Stock-Based
Compensation,” our net income would have been adthtgthe pro forma amounts indicated below:

Three Months Nine Months
Ended September 30, Ended September 30,
2005 2004 2005 2004

(Dollars in millions)

Net Income:
As reportec $ 21C  $ 274 % 72z $ T72E
Deduct: Total stock-based employee compensation
expense determined under the fair-value-based met
for all awards, net of related tax effects of $88, $33
and $8, respectivel (42 (5) (54) 15)

Pro forma net incom $ 166 $ 26 % 66 $ 71C

The pro forma amounts reflected above nwybe representative of the effects on our repartdncome or loss in future years because
the number of future shares to be issued undee thlass is not known and the assumptions usedtéordime the fair value can vary
significantly. See "Recently issued accounting prorcements" below for further discussion of SFAS N8R, "Share-Based
Payments" ("SFAS No. 123R").
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On August 18, 2005, the Compensation anti&fuResources Committee of QCII's Board of Directmrcelerated the vesting of all
outstanding and unvested stock options that hawexartise price equal to or greater than $3.79¢hvhias the closing market price of QCII's
common stock on such date. As a result of the acatbn, 25.7 million stock options, the majorifiwehich were allocated to us by QCII,
became exercisable on August 18, 2005. Aside fr@ratceleration of the vesting date, the termscanditions of the stock option agreeme
governing the underlying stock options remain uncfeal.

The purpose of the acceleration was todak@iognizing future compensation expense assdoieth the accelerated options upon the
adoption of SFAS No. 123R. SFAS No. 123R sets fadtounting requirements for "share-based" compiense employees and requires
companies to recognize in their income stateméetgtant-date fair value of stock options and o#wpiity-based compensation. QCII
estimates that the amount of future compensatiperse incurred by and allocated to QC will be reduzy approximately $42 million over
the remaining vesting period of the options assaltef the acceleration.

Reclassifications

We utilize the cash management servic&dvadst Services Corporation, our direct parent ("QSQSC concentrates our cash with the
all other QSC subsidiaries and manages and intlestsash on our behalf. We previously reportedsad and cash equivalents on our balance
sheets the amount of cash held by QSC on our bflrathsh management. QSC's cash management ppitfdudes cash, money market
funds, qualified purchaser funds, repurchase ageatsncommercial paper, investments in auctiongederities and U.S. government agency
and corporate notes. In March 2005, QCII reclaedifis investment in auction rate securities frashcand cash equivalents into short-term
investments in its consolidated balance sheettowinlg QCII's reclassification of these investmemte decided that our proportionate share of
the QSC portfolio of invested cash and our agee@tionship with QSC is more appropriately reflelchy reclassifying out of cash and cash
equivalents into short-term and long-term investm@ur proportionate share of the investment irtiancate securities and U.S. government
agency and corporate notes. Accordingly, we havkassified $218 million of cash and cash equivalerst of December 31, 2004 into
$206 million of short-term investments and $12 imillof other non-current assets in our condensedalwlated balance sheets. We have
reclassified our interest in the investments maddxyeour parent in our condensed consolidatedrataiés of cash flows, decreasing cash used
for investing activities by $119 million from $1,22nillion to $1,008 million for the nine months exttiSeptember 30, 2004. This
reclassification has no impact on previously regibtal assets or results of operations or ordebt covenants and it does not affect
previously reported cash flows from operating oaficing activities.

Certain other prior period balances hawenlreclassified to conform to the current presénat
Recently adopted accounting pronounceme

In December 2004, the FASB issued SFAS1$8, "Exchanges of Non-Monetary Assets," which waeehadopted starting July 1, 2005.
Prior to the adoption of SFAS No. 153, we were neglito measure the value of assets exchangedcimuometary transactions by using the
book value of the asset relinquished. Under SFAS188, we now measure assets exchanged at fai,vaduong as the
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transaction has commercial substance and thedhieof the assets exchanged is determinable wiglgisonable limits. A non-monetary
exchange has commercial substance if the futufe ftmss of the entity are expected to change sicguittly as a result of the exchange. The
adoption of SFAS No. 153 has not had a materialcefin our financial position or results of operas for the three months ended
September 30, 2005.

Recently issued accounting pronounceme

In May 2005, the FASB, as part of an effortonform to international accounting standaistgjed SFAS No. 154, "Accounting Changes
and Error Corrections," which is effective for leginning on January 1, 2006. SFAS No. 154 reqtirasall voluntary changes in accounting
principles are retrospectively applied to priomfitial statements as if that principle had alwaenbused, unless it is impracticable to do so.
When it is impracticable to calculate the effeatsatl prior periods, SFAS No. 154 requires thatribes principle be applied to the earliest
period practicable. The adoption of SFAS No. 15dasanticipated to have a material effect on arfcial position or results of operations.

In April 2005, the Securities and Excha@genmission ("SEC") delayed the effective date aASHNo. 123R. SFAS No. 123R will now
be effective for us as of the interim reportingipéibeginning January 1, 2006. SFAS No. 123R regutinat compensation cost relating to
share-based payment transactions be recognizéd finncial statements based on the fair valubegquity or liability instruments issued.
SFAS No. 123R covers a wide range of share-basag@asation arrangements including share optiossjcted share plans, performance-
based awards, share appreciation rights and empklyare purchase plans. We do not anticipateiibatdoption of SFAS No. 123R will have
a material impact on our financial position or lesof operations.

In March 2005, the FASB issued FIN No. 4Gcounting for Conditional Asset Retirement Obtigas” ("FIN 47"). FIN 47 will be
effective for us on December 31, 2005 and requiset® recognize asset retirement obligations tteatanditional on a future event, such as
obligation to safely dispose of asbestos when Hlingj is remodeled. Uncertainty about the timingsettlement of the obligation is factored
into the measurement of the liability. We are ia itocess of quantifying the impact FIN 47 will ban our financial position and results of
operations.

Cash and cash equivalents, short-term investmentd bng-term investments

As noted above, we utilize the cash manageservices of QSC. QSC concentrates our cashtldthof all other QSC subsidiaries and
manages and invests the cash on our behalf indaooe with its cash investment policy. The poliestricts investments to ensure preserve
of principal and maintenance of liquidity. The céstlances we report on our balance sheets represeportion of the QSC portfolio of
invested cash.

We consider cash on hand, deposits in bandisnvestments purchased with original maturitiethree months or less to be cash and cast
equivalents. Although cash and cash equivalentmioak are generally unsecured, our balances antdainaid with financial institutions that
QSC and we believe are creditworthy. QSC's caséstmvent policy limits the concentration of investitsewith specific
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financial institutions or among certain productd amcludes criteria related to credit worthinessoy particular financial institution.

The QSC portfolio of shoterm investments has historically consisted pritpanri auction rate securities. Auction rate sedesi@are highl
liquid, variable-rate debt securities. While thelarlying security has a stated maturity of typig&0 to 30 years, the interest rate is reset
through dutch auctions that are typically held gv&r28 or 35 days, creating a highly liquid, skerim instrument. The securities trade at par
and are callable at par on any interest paymesetatathe option of the issuer. Interest is paithatend of each auction period. The QSC
portfolio of short-term investments also includeS!government agency notes and corporate notescwitent maturities of less than twelve
months.

The QSC portfolio of short-term investmealiso consists of U.S. government agency notesarmbrate notes with maturities less than
twelve months.

Note 2: Transfer of Qwest Wireless Operations

On May 1, 2004, we transferred ownershipuafest Wireless to an affiliate. The transfer waslein the form of a dividend to QSC, and,
as a result, no consideration was exchanged. Dtéstéransfer, we no longer have wireless openatiand the results of Qwest Wireless
operations are presented as discontinued operatighsse financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. Revenue egldb these services are reflected in our condelidstatements of operations.

The following table presents the summarizsilts of operations related to our discontinoeerations for the nine months ended
September 30, 2004:

Nine Months Ended
September 30, 2004

(Dollars in millions)

Revenue
Wireless operating reveni $ 16€
Qwest revenue from affiliate wireless operati (43
Total revenu 12t
Costs and expense
Costs of sale 64
Selling, general and administrati 88
Depreciation and amortizatic 7
Loss from operation (34)
Other expensnet (53
Loss before income tax (87)
Income tax benef 34
Loss from discontinued operatio $ (53
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Note 3: Borrowings

As of September 30, 2005 and December @14 ,2our borrowings, net of discounts and premiwuasisted of the following:

September 30 December 31
2005 2004

(Dollars in millions)

Current borrowings

Current portion of lon-term borrowings $ 21 $ 40
Current portion of capital lease obligatic 1 5
Total current borrowing $ 22 $ 40t

I I
Long-term borrowings

Long-term notes $ 7,65¢ $ 7,25(
Long-term capital lease obligations and real estatest 5 5
Total lon¢-term borrowings $ 7,66 $ 7,25¢

Borrowing Activity

On June 17, 2005, QC issued a total ofSgLrhillion in notes which consisted of $750 milliohFloating Rate Notes due 2013 with
interest at LIBOR plus 3.25% (7.14% as of Septen30e2005) and $400 million of 7.625% Notes due®0he notes are unsecured general
obligations and rank equally with all of QC's othesecured and unsubordinated indebtedness. Tlemaotvand default terms are substantially
the same as those associated with QC's other &ngedebt. QC plans to file an exchange offer regfisin statement for a new issue of
substantially identical notes within 315 calendayslof the date of issuance of the notes. If tlohamnge offer registration statement does not
become effective within 315 calendar days of tkeasice of the notes or the exchange offer is ndwwomated within 45 days of the
registration statement's effectiveness date, tieeatavhich cash interest accrues will increas8.8$% per annum. The aggregate net proceeds
of approximately $1.13 billion from the issuancesé& been or will be used to fund investments isc@nmunication assets, repay indebtec
and, to a limited extent, for other general corpopurposes.

Repayment Activit

On June 7, 2005, QC commenced cash teffiides or the purchase of up to $250 million of eegate principal amount of its° 8 %
Notes due 2005 (the "QC®/ s Notes"), and up to $150 million of aggregate pipatiamount of its 6/ 8% Notes due November 15, 2005 (the
"QC1/8% Notes"). QC received and accepted tenders obappately $211 million face amount of QC° 68 % Notes for $216 million,
including accrued interest of $4 million, and apgnuately $129 million face amount of QCl68 % Notes for $131 million, including accrued
interest of $1 million. Also on June 20 and JuneZZ®5 QC prepaid an aggregate of $750 million face amount efgh.25 billion floating rat
tranche of its senior term loan that matures ireR007 for $775 million, including accrued interet$2 million. These transactions resultet
a loss of $37 million due to call and prepaymeeinpums that ranged from 0.680% to 3.000%.
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On September 15, 2005 we paid the remai®@gmillion of the QC /8% Notes that matured on that date.
Exchange Activity

On May 27, 2005, QC commenced registeretiage offers for its 7.875% Notes due 2011 (tf)d12QC Notes") and its & 8 % Notes
due 2012 (the "2012 QC Notes") pursuant to thesteggion rights agreements that QC entered intmimection with the issuance of these
outstanding notes. The terms of the registered ZBA Notes and 2012 QC Notes issued in the exchaifigres are substantially identical to the
terms of the outstanding 2011 QC Notes and 201NQI€s, respectively, except that the transferigigtns, registration rights and additional
interest provisions relating to the outstandingesato not apply to the registered notes. QC coenpligte registered exchange offers for the
2011 QC Notes and 2012 QC Notes on July 5, 2005.

Interest Rate Swap Activit

In 2004 we entered into interest rate sagggements with notional principal amounts tota$8d5 million. We previously disclosed that
these interest rate swap agreements were desigaafai-value hedges, which effectively convettezirelated fixed-rate debt to floating rate
through the receipt of fixed-rate amounts in exgfeafor floating-rate interest payments. While tiracture of the swaps did not change, we
determined in the quarter ended March 31, 2005thieste agreements did not meet all the requirenterts treated as fair-value hedges. As a
result of this change, the changes in the fairevalithe swap agreements were included in oth@niee—net in our condensed consolidated
results of operations. Had we applied this samewating treatment to the swap agreements in 20@4dinipact would have been less than
$1 million in our 2004 financial statements.

In the quarter ended June 30, 2005, weitated all of these interest rate swap agreememntpaid $3 million to terminate the
agreements. The changes in fair value prior toiteation resulted in a $3 million non-operating Iéssthe nine months ended September 30,
2005 which is included in other income—net in oondensed consolidated results of operations.

Note 4: Restructuring Charges

The restructuring reserve balances disclisew are included in our condensed consolidastance sheets in accrued expenses and
other current liabilities for the current portiondaother long-term liabilities for the long-termrpion. As of September 30, 2005 and
December 31, 2004, the amounts included as curadriities were $24 million and $49 million, resg&ely, and the long-term portions were
$10 million and $12 million, respectively.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
For the Nine Months Ended September 30, 2005

(Unaudited)

An analysis of activity associated with ghésting restructuring reserves for the nine memthded September 30, 2005 is as follows:

2004 2003 and Prior
Restructuring Restructuring
Plan Plans Totals

(Dollars in millions)

Balance at December 31, 20 $ 37 $ 24 $ 61
Utilizations (18) (4) (22)
Reversal: — @) )

Balance at September 30, 2( $ 19 $ 15 $ 34

We, as part of QCII's 2004 and prior redtiting plans identified specific employee reduesian various functional areas to balance our
workload with business demands. As of Septembe2@05, approximately 2,030 of the 2,090 plannedleyse reductions associated with
QCII's 2004 employee reductions had been compl&edng the nine months ended September 30, 2085)tiNzed $18 million of the 2004
restructuring reserves for severance payments antrs$o established severance policies.

In prior periods, as a part of the 2003 pridr restructuring plans, we permanently abanddteleased facilities with lease terms up to
20 years and planned employee reductions. The hi@dded employee reductions under QCII's 2003uetstring plan are complete. We

anticipate using the balance of the 2003 and peserve balances primarily for on-going outplacetnsenvices and remaining lease payments
provided by the plans.

Note 5: Contributions to QCIl Segments and Revare Information

Our operations are integrated into andparé of the segments of the QCII consolidated grdiye chief operating decision maker
("CODM") for QCII makes resource allocation decimand assessments of financial performance fardhsolidated group based on wireline
services, wireless services and other segment&mmore information about QCII's reporting segtaesee QCII's annual report on Form 10-
K for the year ended December 31, 2004 and QQlgstgrly report on Form 10-Q for the quarter en8egdtember 30, 2005. Our business
contributes to the segments reported by QCII, heitQCll CODM reviews our financial information onty connection with our quarterly and
annual reports that we file with the SEC. Consetjyewe do not provide our discrete financial infation to the CODM on a regular basis.

Due to the May 1, 2004 transfer of our Veiss operations to one of our affiliates, we n@kminclude wireless revenue and expenses in
our continuing operations. Wireless revenue aneese are included in our discontinued operatioes.ote 2—Transfer of Qwest Wireless
Operations. Following the transfer of the wirelepsrations, essentially all of our operations dbaote to QCII's wireline services segment. As

such, we no longer report our contribution to QCskegments, as this information does not differenity from our consolidated statements of
operations, excluding affiliate
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transactions. However, we continue to provide thefing enterprise-wide information on revenuenfrexternal customers for each group of
similar products and services.

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004

(Dollars in millions)

Voice service $ 1,667 $ 1,75 $ 5,097 $ 5,397
Data and Internet servic 54¢ 53C 1,63¢ 1,60:
Other service 6 1 13 10
Total operating revent $ 2,21¢ % 2,28.  $ 6,74¢ $ 7,0L

Voice services. Voice services revenueuites local voice services, IntraLATA long-distavoéce services and access services. Local
voice services revenue includes revenue from Baséd exchange services, switching services, custaliing features, enhanced voice
services, operator services, and collocation sesvicocal voice services revenue also includesweyé&om the provision of network transport,
billing services and access to our local networlaavholesale basis. IntraLATA long-distance voieevies revenue includes revenue from
IntraLATA long-distance services within our localrgice area. Access services revenue includesfeaged to other long-distance providers
to connect to our network.

Data and Internet services. Data and letesarvices revenue includes data services (sughdiional private lines, wholesale private
lines, frame relay, ISDN and ATM) and Internet $eeg¢ (such as DSL, Internet dial access and rekdagpment).

We do not have any single major customat phovides more than ten percent of the totalunfrevenue derived from external customers.
Note 6: Commitments and Contingencies

QCll is involved in several legal proceeagfirto which we are not a party that, if resolvediast QCII, could have a material adverse e
on our business and financial condition. We haetuited below a discussion of these matters, togethlk a discussion of those matters to
which we are a party (primarily those discussedwalinder the "Regulatory Matters” subheading, dsagethe "Colorado action" described
below). Only those matters to which we are a paapyesent contingencies for which we have recordedpuld reasonably anticipate
recording, an accrual. To the extent appropriat@ll @r we, have provided reserves for each oftiadters described below.

Throughout this note, when we refer toasslaction as "putative” it is because a clasbbeas alleged, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent.
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DOJ Investigation and Securities Actions

The Department of Justice ("DOJ") invediaand the securities actions described belowegirematerial and significant risks to QCII.
The size, scope and nature of the restatement€tfs@onsolidated financial statements for 200d 2000, which are described in QCII's
previously issued consolidated financial stateméortthe year ended December 31, 2002 ("QCII's ZbB@2ancial Statements"), affect the risks
presented by this investigation and these actamthese matters involve, among other things, ®@tlor accounting practices and related
disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of it@nssipport of their claims. We can give no
assurance as to the impacts on our and QClII'sdiabresults or financial condition that may ultirely result from all of these matters. During
2003 and 2004, QCII recorded reserves in its firstatements totaling $750 million in connectivith these matters. On October 21, 2004,
QCII entered into a settlement with the SEC coridgé formal investigation concerning QCIlI's acciinuym and disclosures, among other
subjects, that began in April 2002. The $750 millieserve was reduced by $125 million in Decemb@d2as a result of a payment in that
amount in connection with QCII's SEC settlement Témaining reserve amount represents a final pat/taéde made in connection with the
SEC settlement in the amount of $125 million, $4tibion that QCII expects to pay to settle the aulitkated securities action, as described
below (offset by a $10 million payment to QCII froknthur Andersen LLP, as described below), andniridmum estimated amount of loss
QCII believes is probable with respect to the o8emurities actions described below.

QCII has recorded its estimate of the mummliability of the remaining matters because ningste of probable loss for these matters is a
better estimate than any other amount. If the dEmreserve that will remain after QCII has paigl dmount owed under the SEC settlement
and the settlement of the consolidated securitierais insufficient to cover these other matt€€l will need to record additional charges to
its statement of operations in future periods. Addally, QCII is unable at this time to provideemsonable estimate of the upper end of the
range of loss associated with these remaining nsatige to their complex nature and current staog, as a result, the amount QCII has
reserved for these matters is its estimate ofahest end of the possible range of loss. The utBroatcomes of these matters are still unce
and there is a significant possibility that the amtoof loss QCII may ultimately incur could be stasgially more than the reserve it has
provided.

QCII believes that it is probable that atjpm of the recorded reserve for the securitig®as will be recoverable from a portion of the
insurance proceeds that were placed in a trusiverdts losses and the losses of individual indsifellowing its November 12, 2003
settlement of disputes with certain of its insumnarriers related to, among other things, the D@dstigation and securities actions described
below. The insurance proceeds are subject to clayn@3CII and other insureds for, among other thjtigs costs of defending certain matters
and, as a result, such proceeds are being degeéedime. In any event, the terms and conditidrepplicable bylaws, certificates or article:
incorporation, agreements or applicable law majgalbd QCII or us to indemnify its or our currentidformer directors, officers and employ:
with respect to certain liabilities, and QCII and vave been advancing legal fees and costs to margnt and former directors, officers and
employees in connection with the DOJ investigatgagurities actions and certain other matters.
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Other than the consolidated securitieoactihich is the subject of a memorandum of undedstey regarding settlement as described
below, QCII continues to defend against the remgisiecurities actions vigorously and is currentighle to provide any estimate as to the
timing of the resolution of these remaining actiofsy settlement of or judgment in one or morehege actions substantially in excess of
QCIlI's recorded reserves could have a significapigict on QCII, and QCII can give no assuranceithtl have the resources available to |
any such judgment. The magnitude of any settlermejudgment resulting from these actions could mialtg and adversely affect QCllI's
ability to meet its debt obligations and its finesicondition, potentially impacting its credit irsgs, its ability to access capital markets and its
compliance with debt covenants. In addition, thgnitade of any such settlement or judgment maye&SIl to draw down significantly on
its cash balances, which might force QCII to obtadditional financing or explore other methods éagrate cash. Such methods could include
issuing additional securities or selling assetsaAgholly owned subsidiary of QCII, our businessmpions and financial condition would be
similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradba criminal investigation of QCIl's
business. QCII believes the U.S. Attorney's Officmvestigating various matters that include tlamsactions related to the various adjustm
and restatements described in QCII's 2002 FinaSt&kEments, transactions between QCIl and cevfaia vendors and certain investments in
the securities of those vendors by individuals eissed with QCII, and certain prior disclosures mag QCII. QCIl is continuing in its efforts
to cooperate fully with the U.S. Attorney's Officeits investigation. However, QCII cannot predioé outcome of this investigation or the
timing of its resolution.

Securities Actions

QCll is a defendant in the securities argidescribed below. Plaintiffs in these actionseheariously alleged, among other things, that
QCIl violated federal and state securities lawgaged in fraud, civil conspiracy and negligent eypsesentation, and breached fiduciary duties
owed to investors and current and former employ@éser defendants in one or more of these actioelade current and former directors of
QCII, former officers and employees of QCII, ArthAindersen LLP, certain investment banks and others.

. Consolidated securities actionTwelve putative class actions purportedly broughbehalf of purchasers of publicly trad
securities of QCII between May 24, 1999 and Felyrddr 2002 have been consolidated into a conselitis¢curities action
pending in federal district court in Colorado. Tt of these actions was filed on July 27, 20Rthintiffs allege, among other
things, that defendants issued false and mislediingcial results and made false statements a@@lk's business and
investments, including making materially false ata¢nts in certain QCII registration statements. Miest recent complaint in
this matter seeks unspecified compensatory danmsagesther relief. However, counsel for plaintiffiglicated that the putative
class will seek damages in the tens of billiondafars. Further, a non-class action
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brought by Stichting Pensioenfonds ABP ("SPA") (dixed below under "SPA action") has also been alideted with the
consolidated securities action.

. Settlement of consolidated securities actiolOn October 31, 2005, QCII and the putative clapsagentatives in In re Qwe
Communications International Inc. Securities Litiga entered into a Memorandum of Understandindl®U, to settle that
case. The MOU requires the parties to execute sreagent substantially in the form of the settlensgreement attached to the
MOU, provided that plaintiffs' counsel prepare thbowing documents that are acceptable to QC)la(supplemental agreem
regarding requests by putative class members &xtleaded from the settlement; (ii) a plan of allibmwa of the settlement
proceeds; and (iii) exhibits to the settlement agrent and related documents. Plaintiffs and QQked to perform all necess.
actions to finalize and file the settlement agresinaed related documents as soon as reasonablplgoss

Under the contemplated settlement agreement, Q@ildway a total of $400 million in cash—$100 naitli30 days after preliminary
approval of the proposed settlement by the feddsalict court in Colorado, $100 million 30 dayseaffinal approval of the settlement
by the court, and $200 million on January 15, 2@s interest at 3.75% per annum on the $200anilietween the date of final
approval by the court and the date of payment.

The contemplated settlement agreement would gh&lendividual claims of the putative class repntagves and the claims of the cli
they purport to represent against QCII and all édets in In re Qwest Communications Internatidnel Securities Litigation, except
Joseph Nacchio, QCIllI's former chief executive effiand Robert Woodruff, QCII's former chief finalofficer. (The non-class action
brought by SPA that has been consolidated for nakdiscovery purposes with the consolidated s&esraction is not part of the
settlement.) As part of the contemplated settlem@@il would receive $10 million from Arthur Andens LLP, which is also being
released by the putative class representativeshenclass they purport to represent, which wilseff$10 million of the $400 million
that would be payable by QCII.

The contemplated settlement agreement would besutgj a number of conditions and future continggicAmong others, it would
(i) require both preliminary and final court appatiii) provide plaintiffs with the right to termate the settlement if the $250 million
QCII previously committed to pay to the SEC inlgettent of its investigation against QCII is nottdimuted to the class members;
(i) provide QCII with the right to terminate treettlement if class members representing moredtspecified amount of alleged
securities losses elect to opt out of the settlén{an provide QCII with the right to terminatedfsettlement if it does not receive
adequate protections for claims of indemnificatielating to substantive liabilities of non-settlidgfendants; and (v) be subject to
review on appeal even if the district court werénally approve it. Any lawsuits that may be brbadpy parties opting out of the
settlement will be vigorously defended regardldssitether the settlement described herein is consat®d. No parties admit any
wrongdoing as part of the contemplated settlemgrgeament.

. ERISA actions. Seven putative class actions purportedly broughieiralf of all participants and beneficiaries af fwest
Savings and Investment Plan and predecessor mplatisg Plan, from
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March 7, 1999 until January 12, 2004 have beendtimtaged into a consolidated action in federalritistourt in Colorado.
These suits also purport to seek relief on belfati@Plan. The first of these actions was filed/iarch 2002. Plaintiffs assert
breach of fiduciary duty claims against QCIl andess under the Employee Retirement Income Secidtyf 1974, as
amended, alleging, among other things, variousampieties in managing holdings of QCII stock in filan. Plaintiffs seek
damages, equitable and declaratory relief, alorily attorneys' fees and costs and restitution. Aclass action alleging similar
claims was filed in the federal district court irofana in June 2003 and was later transferredterdé district court in
Colorado.

Colorado action. A putative class action purportedly brought on lebfapurchasers of QCII's stock between June B802anc
June 27, 2002 and owners of U S WEST stock on 28n2000 is pending in Colorado in the District @dar the County of
Boulder. We are also a defendant in this actioiis &btion was filed on June 27, 2002. Plaintiffege, among other things, that
the defendants issued false and misleading statsraad engaged in improper accounting practicesdar to accomplish the U
S WEST/Qwest merger, to make QCII appear succeastlto inflate the value of QCII's stock. Plaifst§eek unspecified
monetary damages, disgorgement of illegal gainsodimel relief.

New Jersey actionAn action by the State of New Jersey (Treasury Dtepent, Division of Investment), or New Jersey
pending in the New Jersey Superior Court, Mercarr®n This action was filed on November 27, 2002wNlersey alleges,
among other things, that defendants caused Q@ $o trade at artificially inflated prices by ploying improper accounting
practices and by issuing false statements about Qalisiness, revenue and profits, and contendsttimeurred hundreds of
millions of dollars in losses. Among other requdstelief, New Jersey seeks from the defendantstlyoand severally,
compensatory, consequential, incidental and pundiemages.

CalSTRS action.An action by the California State Teachers' ReteertiBystem, or CalSTRS, is pending in the Sup&aurt

of the State of California in and for the CountySafn Francisco. This action was filed on DecemBef002. CalSTRS alleges,
among other things, that defendants engaged ihense to falsely inflate QCII's revenue and decréasexpenses so that QCII
would appear more successful than it actually wasg the period in which CalSTRS purchased QCiusigies, and asserts
that defendants' actions caused it to lose in exae$150 million invested in QCII's equity and tisbcurities. Plaintiffs seek
compensatory, special and punitive damages, réstifipre-judgment interest and costs.

SURSI action.An action by the State Universities Retirement &ysof Illinois, or SURSI, is pending in the Circ@burt of
Cook County, lllinois. This action was filed on Jany 10, 2003. SURSI alleges, among other thilgg,defendants engaged in
a scheme to falsely inflate QCII's revenue andekese its expenses by improper conduct relate@nsdctions with various
customers and suppliers and claims that its Idssesinvestments in QCII securities are in exces31@.5 million. SURSI
seeks, among other things compensatory and punitive
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damages, costs, equitable relief, including amidiion to freeze or prevent disposition of the defnts' assets, and
disgorgement.

. SPA action.An action by SPA is pending in federal district ddn Colorado. This action was filed on Februar2004. SP/
alleges, among other things, that defendants areafalse perception of QCII's revenue and growtispects and that its losses
from investments in QCII securities are in excesBl®0 million. SPA seeks, among other things, cengatory and punitive
damages, rescission or rescissionary damages ggesgnt interest, attorneys' fees and costs.

. SHC action. An action by Shriners Hospital for Children, or SHEpending in federal district court in Coloraddis action
was filed on March 22, 2004. SHC alleges, amongrathings, that defendants issued false and misigdohancial reports
about QCII. SHC alleges compensatory damages obajppately $17 million. SHC seeks compensatory pumditive damages,
interest, costs and attorneys' fees.

. TRSL action. An action by the Teachers' Retirement System ofdiana, or TRSL, is pending in federal district tdn
Colorado. This action was filed on or about Maréh2004. TRSL alleges, among other things, thagr#dnts issued false and
misleading financial reports about QCII. TRSL alsgompensatory damages of approximately $23 milliRSL seeks
compensatory and punitive damages, interest, eostattorneys' fees.

. NYC Funds action.An action by a number of New York City pension aatirement funds, or NYC Funds, is pending in fet
district court in Colorado. This action was filed September 22, 2004. NYC Funds allege, among tiiregs, that defendants
created a false perception of QCII's revenue aodtly prospects and that their losses from investmi@nQCII securities are in
excess of $300 million. NYC Funds seek, among difiegs, compensatory and punitive damages, résniss rescissionary
damages, pre-judgment interest, attorneys' feesastd.

KPNQwest Litigation/Investigation

A putative class action is pending in tbdefral district court for the Southern DistrictNégw York against QCII, certain of its former
executives who were also on the supervisory boBKPdNQwest (in which QCII was a major shareholdand others. This lawsuit was
initially filed on October 4, 2002. The current coliaint alleges, on behalf of certain purchasensPRQwest securities, that, among other
things, defendants engaged in a fraudulent scheh@eceptive course of business in order to inf&&lQwest's revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamages and/or rescission as appropriate agairestdigits, as well as an award of
plaintiffs' attorneys' fees and costs.

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendglges, among other things, that the defendaolated state and federal securities laws
and breached their fiduciary duty in connectiorhvititvestments by plaintiffs in securities of KPN@ueQCll is a
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defendant in this lawsuit along with Qwest B.V s(dsidiary of QCII), Joseph Nacchio, QCII's formiérairman and Chief Executive Officer,
and John McMaster, the former President and Chietttive Officer of KPNQwest. Plaintiffs claim t@abe lost approximately $10 million in
their investments in KPNQwest. In related rulingsdolly 28 and October 14, 2005, defendants' mdtiopartial summary judgment was
granted with respect to a substantial portion afrtiffs' damage claims.

On June 25, 2004, J.C. van Apeldoorn aid Eeijer, in their capacities as trustees in theédb bankruptcy proceeding for KPNQwest,
filed a complaint in the federal district court ttwe District of New Jersey alleging violationstbé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenifatitis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, QCII's former Chief&incial Officer, and John McMaster. Plaintiffs gbe among other things, that defenda
actions were a cause of the bankruptcy of KPNQwaedtthe bankruptcy deficit of KPNQwest was in esaefs$3 billion. Plaintiffs seek
compensatory and punitive damages, as well as ardanf plaintiffs' attorneys' fees and costs.

On June 17, 2005, Appaloosa InvestmentteidhPartnership |, Palomino Fund Ltd., and Appaddanagement L.P. filed a complaint in
the federal district court for the Southern Didtg€New York against QCII, Joseph Nacchio, JohriMdster and Koninklijke KPN N.V.
("KPN"). The complaint alleges that defendantsatietl federal securities laws in connection withghechase by plaintiffs of certain
KPNQwest debt securities. Plaintiffs seek compemgatamages, as well as an award of plaintifferattys' fees and costs.

Various former lenders to KPNQwest or tlagsignees, including Citibank, N.A., Deutsche BafkLondon and others have notified
QCII of their intent to file legal claims in conrteam with the origination of a credit facility arsibsequent borrowings made by KPNQwest of
approximately €300 million under that facility. Theave indicated that QCIl would be a defendarihis threatened lawsuit along with Joseph
Nacchio, John McMaster, Drake Tempest, QCII's far@eneral Counsel, KPN and other former employ&&€3Qil, KPN or KPNQwest

On August 23, 2005, the Dutch Shareholdasociation (Vereniging van Effectenbezitters, WEB") filed a petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN@WN.V. VEB seeks an inquiry into
the "policies and course of business” at KPNQw#bat, are alleged to have caused the bankruptcyPdf@west in May 2002, and an
investigation into alleged mismanagement of KPNQwgsts executive management, supervisory boanshioegs, joint venture entities (QClII
and KPN), and KPNQwest's outside auditors and atents.

The four KPNQwest litigation matters pergdin the United States described above are inrpiadiry phases and QCII will continue to
defend against these cases vigorously and wilWi&e defend against any claim asserted by KPNQsviEstner lenders if litigation is filed.
QCII has not yet conducted discovery on plaintifis$sible recoverable damages and other relevaugss Thus, QCIll is unable at this time to
estimate reasonably a range of loss that it wawddri if the plaintiffs in one or more of these mastwere to prevail. Any settlement or
judgment in certain of these matters could be fiant, and QCII can give no assurance that it halve the resources available to pay any
judgment. In the event of an adverse outcome itaiteof these matters, QCII's financial condit
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and its ability to meet its debt obligations cob&lmaterially and adversely affected. As a whollyned subsidiary of QCII, our business
operations and financial condition would be sinylaffected.

Regulatory Matters

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

. Minnesota. On February 14, 2002, the Minnesota Departmentoofi@erce filed a formal complaint against us with th
Minnesota Public Utilities Commission. On NovembeR002, the Minnesota Commission issued a writteler finding against
us. The Minnesota Commission's final, written decisvas issued on May 21, 2003 and would requperalty payment to the
state of approximately $26 million and paymentsarftier credits of approximately $18 million. O&tB18 million, about
$3 million has been released by the carriers irkhgicy proceedings. The Minnesota CommissiongHreers and Qwest each
appealed portions of the decision to the fedewttidt court in Minnesota, and the district coypheld the penalty and vacated
the carrier credits. The Minnesota Commissionctmeiers and Qwest each have appealed to the E@jhthit Court of Appeal:
The Court of Appeals heard oral argument on Septerhd, 2005, and took the case under advisement.

Based upon newly-discovered evidence, on Augus2@d5, Qwest filed a motion requesting that theefatidistrict court vacate the
penalty based on our assertion that the underlMimpesota Commission order is invalid. Qwest absguested the Minnesota
Commission to investigate the newly-discovered eni that relates to the validity of orders issnetiis and other Minnesota
Commission proceedings, and on October 7, 2009yltheesota Commission opened an investigation imomatter.

. Colorado. On April 15, 2004, Qwest and the Office of Consui@etinsel for Colorado entered into a settlementjest to
Colorado Commission approval, that would requiree@wo pay $7.5 million in contributions to stee&etommunications
programs and that offers CLECs credits that cootal approximately $9 million. Of the $9 millionbaut $2 million has been
released by the carriers in bankruptcy proceedifigs.administrative law judge recommended rejeatitihe settlement and t
initiation of a show cause docket against Qwesé atiministrative law judge's recommendation canfierééhe Commission on
motions for reconsideration, and on April 25, 2@0& Commission issued an order stating that itmatl open a show cause
proceeding at this time but rather will open a meaceeding to consider the proposed settlement sQwas entered into an
amended stipulation with the Office of Consumer &®l, the Commission Staff, AT&T, and Covad thastreictures the
allocation of credits to CLECs and does not createadditional financial obligations as comparethApril 14, 2004
stipulation between Qwest and the Office of Consu@minsel. On September 30, 2005, the parties filedtipulation with the
Commission for approval.
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Also, some telecommunications providersehided private actions based on facts similahtwse underlying these administrative
proceedings. These private actions, together withsamilar, future actions, could result in addiiid damages and awards that could be
significant.

On July 15, 2004, the New Mexico state faguy commission opened a proceeding to invesigdtether we are in compliance with or
are likely to meet a commitment that we made inl2@0invest in communications infrastructure in Niéd@xico through March of 2006
pursuant to an Alternative Form of Regulation gfl&kFOR"). The AFOR says, in part, that "Qwest coned devote a substantial budget to
infrastructure investment, with the goal of achigythe purposes of this Plan. Specifically, Qweitmake capital expenditures of not less
than $788 million over the term of this Plan. Tlaegel of investment is necessary to meet the comenits made in this Plan to increase
Qwest's investment and improve its service qualitfew Mexico." Multiple parties filed commentstimat proceeding and variously argued
that we should be subject to a range of requiresn@ctuding an escrow account for capital spendiyy investment obligations, and custo
credits or price reductions.

On April 14, 2005, the Commission issuadHinal Order in connection with this investigatitmthis Final Order, the Commission ruled
that the evidence in the record indicates Qwestneil be in compliance with the investment committreg the conclusion of the AFOR in
March, 2006, and if the current trend in Qwestlsitahexpenditures continues, there will be a gadrvf $200 million or more by the end of 1
AFOR. The Commission also concluded that Qwesthasconditional commitment to invest $788 millmrer the life of the AFOR. Finally,
the Commission ruled that if Qwest fails to satifis investment commitment, any shortfall musthedited or refunded to Qwest's New
Mexico customers. The Commission also opened aresrhent and implementation docket to review Qwéistestments and consider the
structure and size of any refunds or credits tesbged to customers. On May 12 and 13, 2005, wd &ppeals in federal district court and in
the New Mexico State Supreme Court, respectivélg|lenging the lawfulness of the Commission's FDeader. On May 31, 2005, the
Commission issued an order, in response to a Qpstt filed on May 20, 2005, designating a heagrgminer to conduct proceedings
addressing whether customer credits and refundddie imposed on Qwest based on Qwest's investieezis as of June 30, 2005, and prior
to the expiration of the AFOR in March 2006.

Qwest has vigorously argued, and will comé to argue, among other things, that the undeylgurpose of the investment commitmen
forth in the AFOR has been met in that Qwest hatsathservice quality and service deployment oliiigas under the AFOR,; that, in light of
this, it should not be held to a specific amouningéstment; and that the Commission has faildddtude all eligible investments in the
calculation of how much Qwest has actually invesigl/ertheless, Qwest believes it is unlikely trernission will reverse its determination
that Qwest has an unconditional obligation to in$¥88 million over the term of the AFOR. In additj Qwest has argued, and will continu
argue, that customer credits or refunds are anrnmigsible and illegal form of relief for the Commsign to order in the event there is an
investment shortfall.

Qwest believes there is a substantialilikeld that the ultimate outcome of this matter wakult in it having to make expenditures or
payments beyond those it would otherwise makeemtirmal
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course of business. These expenditures or payroeuld take the form of one or more of the followipgnalties, capital investment, basic
service rate reductions and customer refunds alitsréAt this time, however, Qwest is not ableg¢asonably estimate the amount of these
expenditures or payments and, accordingly, hasasetrved any amount for such potential liabilityjyAinal resolution of this matter could be
material.

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

Other Matters

Several putative class actions relatinth&oinstallation of fiber optic cable in certaights-of-way were filed against QCIl on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indianéansas, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT &or the most part, the complaints challengd'QGght to install its fiber optic cable
railroad rights-of-way. Complaints in Coloradojribis and Texas also challenge QCII's right todhdgtber optic cable in utility and pipeline
rights-of-way. The complaints allege that the alts, utilities and pipeline companies own a lichjpeoperty right-of-way that did not include
the right to permit QCII to install QCII's fiber tp cable in the right-of-way without the Plainsficonsent. Most actions (California, Colorado,
Georgia, Kansas, Louisiana, Mississippi, MissoNdrth Carolina, Oregon, South Carolina, TennessdeTaxas) purport to be brought on
behalf of state-wide classes in the named plaitiéfspective states. Several actions purport tordngght on behalf of multi-state classes. The
lllinois state court action purports to be on béb&landowners in lllinois, lowa, Kentucky, Michag, Minnesota, Nebraska, Ohio and
Wisconsin. A newly filed lllinois federal court d@h purports to be on behalf of landowners in Adas) California, Florida, lllinois, Indiana,
Missouri, Nevada, New Mexico, Montana and Oregdre Thdiana action purports to be on behalf of @nat class of landowners adjacent to
railroad rights-of-way over which QCII's networkssas. The complaints seek damages on theoriesspiss and unjust enrichment, as well as
punitive damages.

On January 20, 2004, QCII filed a complainthe District Court for the City and County oébver against KMC Telecom LLC and
several of its related parent or subsidiary comgm(gollectively, "KMC") Subsequently, QCI!I filesh@mended complaint to name additional
defendants, including General Electric Capital @oation ("GECC"), one of KMC's lenders, and GECEdia complaint in intervention. QCII
is seeking a declaration that a series of agreesweith KMC and its lenders are not effective beeatmnditions precedent were not satisfied
and to recoup other damages and attorneys' feesoatsl These agreements would obligate QCII toapagt incremental amount of
approximately $105 million if determined to be efiee. GECC and KMC have asserted counterclaimséataratory judgment and
anticipatory breach of contract. GECC and KMC saeleclaration that the relevant agreements arféote@nd claim monetary damages for
anticipatory breach of the agreements and theirregys' fees and costs.

The Internal Revenue Service, or IRS, psegoa tax adjustment for tax years 1994 througl6.188e principal issue involves QCIl's
allocation of costs between long-term contracté witstomers for
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the installation of conduit or fiber optic cabledaedditional conduit or fiber optic cable retair®dQCII. The IRS disputes QCII's allocation of
the costs between it and third parties. Similaintdshave been asserted against QCII with respebet@997 to 1998 and the 1998 to 2001 ¢
periods. The 1994-1996 claim is currently beinigédited in the Tax Court and QCII does not belideIRS will be successful, although the
ultimate outcome is uncertain. If QCII were to ItBis issue for the tax years 1994 through 1998 @&imates it would have to pay

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

In 2004, QCII recorded income tax experfs&l®8 million related to a change in the expedieing of deductions related to its tax
strategy, referred to as the Contested Liabilitgdleration Strategy ("CLAS"), which it implement@d2000. CLAS is a strategy that sets a:
assets to provide for the satisfaction of assdiabilities associated with litigation in a tax iefent manner. CLAS accelerated deductions for
contested liabilities by placing assets for potdniiigation liabilities out of the control of theompany and into trusts managed by a third party
trustee. In July 2004, QCII was formally notified the IRS that it was contesting the CLAS tax siggt Also in July 2004, in connection with
the preparation of its financial statements forftheal quarter ended June 30, 2004, and as a &sailseries of notices on CLAS strategies
issued by the IRS and the receipt of legal adviith mrespect thereto, QCII adjusted its accountorgdLAS as required by SFAS No. 109
"Accounting for Income Taxes." The change in expediming of deductions caused an increase in @Gability for uncertain tax positions
and a corresponding increase in its net operatisg ¢arry-forwards ("NOLs"). Because QCI!I is natrently forecasting future taxable income
sufficient to realize the benefits of this increasés NOLs it recorded an increase in its valomtallowance on deferred tax assets as required
by SFAS No. 109. Additionally, in September 2004 RS proposed a penalty of $37 million on thistetgy. QCII believes that the impositi
of a penalty is not appropriate as it acted in gi@dtth in implementing this tax strategy in reli@nan two contemporaneous tax opinions and
adequately disclosed this transaction to the IRi&imitial and subsequent tax returns. QCII iketo vigorously defend its position on this
other tax matters.

QCII has other tax related matters pendigainst it. QCII believes it has adequately prodifte these matters.
Matter Resolved in the Third Quarter

In January 2001, an amended class actioplzint was filed in Denver District Court on befhafl a class of U S WEST stockholders of
record as of June 30, 2000, the day of the U S WEET merger, alleging that QCII had a duty to @aguarterly dividend that had been
declared by the U S WEST Board of Directors on Zyri#000. The complaint named as defendants Q@ lindividuals who served on the |
WEST Board of Directors in June 2000, and JosepttNa. Plaintiffs claimed that the defendants afiszd to avoid paying the dividend by
changing the record date from June 30, 2000 to 2000, a claim QCII denied. Plaintiffs soughtrdhges of approximately $273 million
plus interest, a constructive trust upon QCII'ets the amount of the dividend, costs, and iattys’ fees on behalf of the class, which was
certified by the court in January 2005. On June2®5, the court preliminarily approved a $50 noillisettlement, almost half of which would
be funded by the defendants' insurers. QCII accforeits portion, and QCII and its insurers hawecsi funded
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the settlement. On August 30, 2005, the court edténal approval of the settlement as fair, jusgsonable and adequate as to the class. (
same day, the court entered orders approving theest of plaintiffs' counsel for $15 million in atheys' fees and $1.3 million in costs to be
paid from the settlement fund. At the time of thmaf fairness hearing, a group of U S WEST retiie&ésrvened and subsequently appealed the
order awarding fees and costs to the plaintifigylers. Pursuant to the underlying stipulation dflsment, this appeal does not impact the

finality of the settlement or the amount, and alidio QCII is a party to the appeal, the only issubd resolved is the amount of fees and costs
to be awarded plaintiffs' lawyers out of the $50ion settlement fund.

Note 7: Union Contract

In August 2005, we reached agreementstvéiCommunications Workers of America, or CWA, &mg International Brotherhood of
Electrical Workers, or IBEW, on new three-year labgreements. Each of these agreements was rdiifiadion members on September 30,
2005 and expires on August 16, 2008.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying conselibalance sheets of Qwest Corporation and subisilias of December 31, 2004 and 2003,
and the related consolidated statements of opemt&tockholder's equity, and cash flows for eddheyears in the three-year period ended
December 31, 2004. These consolidated financitdrsients are the responsibility of the Company'sagament. Our responsibility is to
express an opinion on these consolidated finastagéments based on our audits.

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

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of Qv
Corporation and subsidiaries as of December 314 20@ 2003, and the results of their operationstlagid cash flows for each of the years in
the three-year period ended December 31, 2004rifoomity with U.S. generally accepted accountinggiples.

As discussed in note 2 to the accompangamgolidated financial statements, effective Jan@aR003, the Company adopted Statement
of Financial Accounting Standards No. 143, Accougfior Asset Retirement Obligations.

KPMG LLP

Denver, Colorado

February 28, 2005, except for
note 17, as to which the date is
March 30, 2005
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Operating revenu $ 9261 $ 10,027 $ 10,81
Operating reveni—affiliates 1,06¢ 784 56€
Total operating revent 10,33! 10,81: 11,37¢
Operating expense
Cost of sales (exclusive of depreciation and amatitin) 2,13¢ 2,23( 2,057
Cost of sale—affiliates 30¢€ 42( 35¢
Selling, general and administrati 1,62% 1,78% 1,95¢
Selling, general and administrat—affiliates 1,204 1,31¢ 1,22¢
Depreciatior 2,32 2,412 2,541
Capitalized software and other intangible assetsraration 36¢€ 33¢ 287
Asset impairment charg: 54 — —
Total operating expens 8,01¢ 8,49¢ 8,42¢
Operating incom 2,31t 2,312 2,95(
Other expense (income
Interest expen—net 584 57¢ 541
Other (income—net (17) (29 (26)
Total other expens 57¢ 554 51E
Income before income taxes, discontinued operatimdscumulative effect
change in accounting princigp 1,74 1,75¢ 2,43t
Income tax expens (69¢) (675) (933)
Income from continuing operatiol 1,04¢ 1,08: 1,50z
Loss from discontinued operations, net of tax bieéf$34, $159 and $444,
respectively (53 (252) (697)
Income before cumulative effect of change in actiagrprinciple 991 831 80%
Cumulative effect of change in accounting principlet of taxes of $0, $139
and $0, respectivel — 21¢ —
Net income $ 991 $ 1,05C $ 80t

The accompanying notes are an integral part okthessolidated financial statements.

F-26




QWEST CORPORATION

CONSOLIDATED BALANCE SHEETS

December 31,

2004

2003

(Dollars in millions)

ASSETS
Current assett
Cash and cash equivalel $ 34z $ 65¢
Shor-term investment 20€ 258
Accounts receivab—Iless allowances of $72 million and $102 milliorspectively 1,06¢ 1,328
Accounts receivab—affiliates 15€ 12¢€
Deferred income taxe 112 154
Prepaid and other ass: 262 313
Assets associated with discontinued operat — 357
Total current asse 2,14¢ 3,181
Property, plant and equipm—net 15,26¢ 16,42(
Capitalized software and other intangible a<—net 79¢ 97¢€
Prepaid pension ass 1,021 922
Other asset 35¢ 43¢
Total asset $ 1959 $ 21,93%
I |
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Current borrowing: $ 408 $ 881
Accounts payabl 367 55k
Accounts payab—affiliates 67t 591
Dividends payab—QSC 412 19¢
Accrued expenses and other current liabili 80:< 95¢€
Deferred revenue and advance billit 511 54¢
Liabilities associated with discontinued operati — 2,13¢
Total current liabilities 3,17: 5,86¢
Long-term borrowings (net of unamortized debt discodr#i88 and $157, respectiv—
See Note 6 7,258 6,87¢
Pos-retirement and other p-employment benefit obligatior 2,83¢ 2,77¢
Deferred income taxe 2,19¢ 2,661
Other lon¢-term liabilities 531 68¢
Total liabilities 15,98¢ 18,86(
Commitments and contingencies (Note 16)
Stockholder's equity
Common stoc—one share without par value, owned by C 10,15( 8,23¢
Note receivabl—affiliate — (28¢)
Accumulated defici (6,54¢€) (4,877
Total stockholder's equi 3,60¢ 3,07
Total liabilities and stockholder's equ $ 1959C $ 21,937
L] L]

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

OPERATING ACTIVITIES

Net income

Adjustments to net incom
Loss from discontinued operations net of
Depreciation and amortizatic
Gain on sale of asse
Provision for bad debt
Deferred income taxe
Asset impairment chargt
Cumulative effect of change in accounting princ—net of taxe:
Income tax benefit distributed to Q¢
Loss on early retirement of de
Other nor-cash charge—net

Changes in operating assets and liabilit
Accounts receivabl
Accounts receivab—affiliates
Prepaid and other current ass
Prepaid income tax—QSC
Accounts payable and accrued expel
Accounts payab—affiliates
Deferred revenue and advance billii
Other nor-current assets and liabiliti

Cash provided by operating activiti

INVESTING ACTIVITIES

Expenditures for property, plant and equipn

Interest in net proceeds from (purchases of) imreats managed by pare
Capital contribution to Qwest Wirele

Proceeds from sale of property and equipn

Other

Cash used for investing activiti

FINANCING ACTIVITIES

Equity infusions from QS

Payment of current borrowin—affiliate by Qwest Wireles
Repayments of lor-term borrowings, including current maturiti
Net repayments of sheterm borrowings

Proceeds from lor-term borrowings

Dividends paid to QS

Collection of note receivak—affiliate

Debt issuance cos

Cash used for financing activiti

CASH AND CASH EQUIVALENTS

(Decrease) increase in ce
Net cash (utilized) generated by discontinued dpmra
Beginning balanc

Ending balanc

2004 2003 2002
(Dollars in millions)

$ 991 1,05C $ 80¢
53 252 697
2,69:¢ 2,751 2,82¢
©) — —
32 12¢ 26C
(425) 23¢ 27C
54 m— —
— (219) —
(32) (179 (110
6 J— —
23 23 (29
221 60 14
(30) 10€ (14)
73 5 53
— 25¢ (36)
(337) 73 (324)
142 272 217
(184) (159) (102)
44 163 23
3,31¢ 4,82¢ 4,562
(1,437) (1,635 (1,746
48 (266€) —
— — (800)
11 — 28
®) (32 —
(1,382) (1,939 (2,518
2,231 — —
(2,185 — —
(952) (1,279 (468)
— — (1,019
83¢€ 1,72¢ 1,47¢
(2,451) (2,880) (1,915
28€ — —
(14) (36) (39)
(2,249 (2,45¢) (1,959
(319) 432 90
— (5) 6
65E 227 131
$ 34z 655 $ 227
I S S

The accompanying notes are an integral part oktheasolidated financial statemer
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

Balance, December 31, 20C

Net income

Dividends declared on common stc
Stock-based compensation expel
Tax benefit on stock compensati
Income tax benefit distributed to Q¢
Other net asset transfe

Balance, December 31, 20C

Net income

Dividends declared on common stc
Stoclk-based compensation expel
Income tax benefit distributed to Q¢
Other net asset transfe

Balance, December 31, 20C

Net income

Dividends declared on common stc
Income tax benefit distributed to Q¢
Equity infusions

Wireless subsidiary net asset tran:

Other net asset transfers and collection of

receivable

Balance, December 31, 20C

Note Receivable —

(Accumulated

The accompanying notes are an integral part okthessolidated financial statements.
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Common Stock Affiliate (Note 12) Deficit) Total
(Dollars in millions)
$ 8,48: $ (286) $ (3,617) $  4,57¢
— — 80t 80t
= - (80E) (805)
2 — — 2
16 — — 16
(110) — — (110)
10 — — 10
8,40( (28€) (3,61%) 4,497
— — 1,05( 1,05(
— — (2,306 (2,306
1 — — 1
(179 — — (179
8 — — 8
8,23¢ (286) (4,879 3,071
— — 991 991
— — (2,669 (2,662
(32 — — (32
2,231 — — 2,231
(29€) - = (29€)
11 28¢€ — 297
$ 10,15 $ — 3 (6,546 $ 3,60/




QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31, 2004, 2003 and 200

Unless the context requires otherwise, referencéseise notes to "Qwest", "we", "us”, the "Compaayt! "our" refer to Qwest Corporation i
its consolidated subsidiaries and references tal"Q€fer to our ultimate parent company, Qwest @aumications International Inc., and its
consolidated subsidiaries.

Note 1: Business and Background
Description of busines

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

. InterLATA long-distance services;
. Dedicated Internet acce:

. Virtual private network

. Internet dial access;

. Web hosting; and

. Professional service

For certain other products and serviceprgide and for a variety of internal communicatidanctions, we utilize QCII's fiber optic
network to transport voice and data traffic. Aldopugh its national fiber optic network, QCII pides some data and Internet access services,
including private line, ATM and Frame Relay, the¢ aimilar to services we provide within our losetvice area.

Pursuant to a merger between QCII and UESW Inc. ("U S WEST") (our pre-merger parent) ane) 30, 2000, which we refer to as the
Merger, QCII acquired all of the operations of WE&ST and its subsidiaries and we became an indirkotly owned subsidiary of QCII.

Until May 1, 2004, we provided wireless\gees through our wholly owned subsidiary, QwestaMiss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate. As a consequence, we no lohgee wireless operations, and the
results of operations and financial position of Gt ireless are included in discontinued operatiorsur consolidated financial statements.
Please see Note 7—Transfer of Qwest Wireless Qpesafor additional information on discontinued og@ns.
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Note 2: Summary of Significant Accounting Polia@s

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

We record intercompany charges at the amsduitled to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distited cost, as more fully described in Note 1efated Party Transactions. Regulators periodi
review our compliance with regulations. Adjustmeiatintercompany charges that result from thesevevare recorded in the period they
become known. We purchase services, such as maglaid advertising, information technology, prodard technical services as well as
general support services from affiliates. We previol our affiliates telephony and data servicesealsas other services. In 2004, a benefit of
approximately $40 million was realized from a chamgallocation methodology for third party systemaintenance charges.

Use of estimates. Our consolidated financial statements are pegba accordance with accounting principles gdheaacepted in the
United States of America ("GAAP"). These accounfinigciples require us to make certain estimatedginents and assumptions. We believe
that the estimates, judgments and assumptions mla€le accounting for items and matters such as terg-contracts, customer retention
patterns, allowance for bad debts, depreciatiormrpation, asset valuations, internal labor cdiiééion rates, recoverability of assets,
impairment assessments, employee benefits, teessrves and other provisions and contingencieseasdnable, based on information
available at the time they are made. These estimaiggments and assumptions can affect the reparteunts of assets and liabilities as o
date of the consolidated financial statements, elsag the reported amounts of revenue and expehség) the periods presented. We also
assess potential losses in relation to pendirgalitbn and, if a loss is considered probable aadithount can be reasonably estimated, we
recognize an expense for the estimated loss. Aotgalts could differ from these estimates. SeeN6t—Commitments and Contingencies.

Reclassifications. We utilize the cash management services of @8Cdirect parent. QSC concentrates our cashtithof all other
QSC subsidiaries and manages and invests the paslr ehalf. We previously reported as cash ast equivalents on our balance sheet:
amount of cash held by QSC on our behalf for cashagement. QSC's cash management portfolio incleeds money market funds,
commercial paper, investments in auction rate siesiand U.S. government agency and corporatesnistéMarch 2005, QCII reclassified its
investment in auction rate securities from cashaash equivalents into short-term investmentssicd@nsolidated balance sheets. Following
QCIlI's reclassification of these investments, weidkd that our proportionate share of the QSC pliotbf invested cash and our agency
relationship with QSC is more appropriately refetby reclassifying out of cash and cash equivalenb short-term and long-term
investments our proportionate share of the investimeauction rate securities and U.S. governmgehay and corporate notes. This
reclassification has no impact on previously repoibtal assets or results of operations, or ordebt covenants and it does not affect
previously reported cash flows from operating aaficing activities.

Certain prior year balances have beenssifiad to conform to our current year presentation
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Revenue recognition. Revenue for services is recognized when tleaelservices are provided. Payments receivedviarnag are
deferred until the service is provided. Up-frorgdaeceived, primarily activation fees and instatacharges, as well as the associated
customer acquisition costs, are deferred and rezedrover the expected customer relationship pevitdch ranges from one to ten years. The
amount of customer acquisition costs which arerdedels less than or equal to the amount of uptffees deferred. Costs in excess of up-front
fees are recorded as an expense in the period@wcluExpected customer relationship periods aimattd using historical data of actual
customer retention patterns. Termination fees loerotees on existing contracts that are negoti@tednjunction with new contracts are
deferred and recognized over the new contract term.

Revenue related to equipment sales is rézed upon acceptance by the customer, and whémeatlonditions for revenue recognition
have been satisfied. Customer arrangements tHatimboth equipment and services are evaluatedteymine whether the elements are
separable based on objective evidence. If the eltsage separable and separate earnings processtesotal consideration is allocated to e
element based on the relative fair values of tiparsge elements and the revenue associated withed&ment is recognized as earned. If
separate earnings processes do not exist, totaidmration is deferred and recognized ratably tivelonger of the contractual period or the
expected customer relationship period.

Advertising costs. Costs related to advertising are expensedcasrizd. Advertising expense was $158 million, $9lfion and
$181 million for the years ended December 31, 20083 and 2002, respectively, and is included limgge general and administrative on our
consolidated statements of operations.

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

The provision for income taxes consistamfimount for taxes currently payable and an anfouéx consequences deferred to future
periods. Deferred income tax assets and liabildiesrecognized for the future tax consequencebutible to the differences between the
financial statement and tax basis of assets ahilifies using enacted tax rates expected to agptiie 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 ofdteechange. Deferred tax assets are revieweddoniee if they are more likely than not to
realized and, if not, then valuation allowancesestablished to reduce deferred income tax asséhe tamounts expected to be recovered.

We use the deferral method of accountimgrfeestment tax credits earned prior to the repéalich credits in 1986. We also defer certain
transitional investment tax credits earned afterrépeal, as well as investment tax credits eamedrtain states. Investment tax credits are
included in other long-term liabilities on our colidated balance sheets. We amortize these creditsthe estimated
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service lives of the related assets as a decrease income tax expense in our consolidated seésrof operations.

Cash, cash equivalent short term investmant! long term investments.As noted above, we utilize the cash manages®mices of
QSC. QSC concentrates our cash with that of a#rofd5C subsidiaries and manages and invests theonasur behalf in accordance with its
cash investment policy. The policy restricts inwesits to ensure preservation of principal and reasmce of liquidity. The cash balances we
report on our balance sheets represent our parfitie QSC portfolio of invested cash.

We consider cash on hand, deposits in banéisnvestments purchased with original maturibiethree months or less to be cash and cast
equivalents. Although cash and cash equivalentmbak are generally unsecured, our balances angaimaid with financial institutions that
QSC and we believe are creditworthy. QSC's casistmvent policy limits the concentration of investitsewith specific financial institutions
among certain products and includes criteria rdl&tecredit worthiness of any particular finandredtitution.

The QSC portfolio of shotérm investments has historically consisted pritpani auction rate securities. Auction rate sedesi@are highl
liquid, variable-rate debt securities. While thelarlying security has a stated maturity of typig&l0 to 30 years, the interest rate is reset
through dutch auctions that are typically held gv&r28 or 35 days, creating a highly liquid, skerim instrument. The securities trade at par
and are callable at par on any interest paymesetatathe option of the issuer. Interest is paithatend of each auction period. The QSC
portfolio of short-term investments also include$llgovernment agency notes and corporate notescwitent maturities of less than twelve
months.

The QSC portfolio of long-term investmeotsmsists of U.S. government agency notes and catgpootes with current maturities greater
than twelve months, but less than eighteen months.

Allowance for doubtful accounts.The allowance for doubtful accounts receivabfiects our best estimate of probable losses értién
our receivable portfolio determined on the basikisforical experience, specific allowances foriwndroubled accounts and other currently
available evidence.

Property, plant and equipment.Property, plant and equipment are carried st, gdus the estimated value of any associated lega
retirement obligations. Property, plant and equiphage depreciated using the straight-line grouthote Under the straighine group methot
assets dedicated to providing telecommunicationscses (which comprise the majority of our propegiant and equipment) that have similar
physical characteristics, use and expected udeés are categorized in the year acquired on thestod equal life groups for purposes of
depreciation and tracking. Generally, under thaigitt-line group method, when an asset is soletired, the cost is deducted from property,
plant and equipment and charged to accumulateadigpion without recognition of a gain or loss. &irgor loss is recognized in our
consolidated statements of operations only if palial is abnormal or unusual or when a sale ingdled or assets associated with the sale of
customer contracts. Leasehold improvements arete@drover the shorter of the useful lives of teeeds or the lease term. Expenditures for
maintenance and repairs are expensed as incuntededt is capitalized during the construction phafsnetwork and other internal-use capital
projects. Employee
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related costs directly related to constructiomndéinal use assets are also capitalized duringdhstruction phase. Property, plant and
equipment supplies used internally are carriedreteage cost, except for significant individual igefor which cost is based on specific
identification.

We have asset retirement obligations aasettiwith the removal of a limited group of progeplant and equipment assets. When an asse
retirement obligation is identified, usually in asgtion with the acquisition of the asset, we rddbe fair value of the obligation as a liability.
The fair value of the obligation is initially caplized and then amortized over the estimated ran@imseful life of the associated asset. Where
the removal obligation is not legally binding, thet cost to remove assets is expensed in the perigdich the costs are actually incurred.

Our policy for asset retirement obligatiwas changed in 2003 with the adoption of StateraERtnancial Accounting Standard ("SFAS")
No. 143. Prior to 2003, we included estimated eetaval costs (removal costs less salvage) in aumgdepreciation rates, including the
asset retirement obligations that were not ledazilyling. These costs had been reflected in theutzdlon of depreciation expense and,
therefore, were recognized in accumulated depiieniaf he change in policy in 2003 required us tmrd a cumulative effect of a change in
accounting principle charge of $365 million befta®es. The total net income impact of the 2003 ghan policy was $219 million
($365 million less an asset retirement obligatibdmillion, net of income taxes of $139 million).

Impairment of long-lived assets.We review long-lived assets, other than othtarigible assets with indefinite lives, for impaémt
whenever facts and circumstances indicate thatahging amounts of the assets may not be recoleer&h impairment loss is recognized
only if the carrying amount of the asset is nobrerable and exceeds its fair value. Recoveralifityssets to be held and used is measured by
comparing the carrying amount of an asset to ttimated undiscounted future net cash flows expetdnt generated by the asset. If the
asset's carrying value is not recoverable, an impait charge is recognized for the amount by wihiehcarrying amount of the asset exceeds
its fair value. We determine fair values by usingpanbination of comparable market values and distsalicash flows, as appropriate.

Capitalized software and other intangibtsats. Internally used software, whether purchasedeveloped, is capitalized and amortized
using the straight-line group method over an edtchaseful life of 18 months to five years. In actance with American Institute of Certified
Public Accountants Statement of Position 98-1, '#®ating for the Costs of Computer Software DevetbpeObtained for Internal Use", we
capitalize certain costs associated with softwaoh s costs of employees devoting time to theeptejand external direct costs for materials
and services. Costs associated with internally ldpeel software are expensed until the point at wvttie project has reached the development
stage. Subsequent additions, modifications or jeg#o internal-use software are capitalized anlpé extent that they allow the software to
perform a task it previously did not perform. Sadfte& maintenance and training costs are expengéd jreriod in which they are incurred. The
capitalization of software requires judgment inedlgtining when a project has reached the developstage and the period over which we
expect to benefit from the use of that software.

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

Derivative instruments. All derivatives are measured at fair value egmbgnized as either assets or liabilities on omsolidated balan:
sheets. Changes in the fair values of derivatigguments that do not qualify as hedges and/oiireeffective portion of hedges are recognized
as a gain or loss in our consolidated statemeapefations in the current period. Changes in threvédues of derivative instruments used
effectively as fair value hedges are recognizeghimings (losses), along with the change in theevaf the hedged item. Changes in the fair
value of the effective portions of cash flow hedgesreported in other comprehensive income (lasd)recognized in earnings (losses) when
the hedged item is recognized in earnings (losses).

Restructuring charges. Periodically QCII commits to exit certain busgs activities, eliminate administrative and neknocations,
and/or reduce our number of employees. At the imestructuring plan is approved by QCII, we recaharge to the consolidated statement
of operations for our estimated costs associatéd twe plan. Charges associated with these exitsshructuring plans incorporate various
estimates, including severance costs, subleasenmamd costs, disposal costs, length of time oketdor abandoned rented facilities and
contractual termination costs. We also record agehevhen we permanently cease use of a leasedoiocEstimates of charges associated with
the abandoned operating leases, some of whicH nigiterm lease obligations, are based on exjstiarket conditions and net amounts that
we estimate we will pay in the future. In accordamdith SFAS No. 146, "Accounting for Costs Assoeihtvith Exit or Disposal
Activities" ("SFAS No. 146"), charges associatethvihe abandoned operating leases recorded in 20®3ubsequent, were measured using
the present value of the estimated net amountsiwpay while charges recorded prior to 2003 werasured on an undiscounted basis.

Fair value of financial instruments. Our financial instruments consist of cash aashcequivalents, accounts receivable, accountdbfe
and borrowings and interest rate swap agreemehescarrying values of cash and cash equivalenteuads receivable, accounts payable and
short-term borrowings approximate their fair valbesause of their short-term nature. Our borrownays a fair value of approximately
$8.2 billion at December 31, 2004 and 2003. Thevalues of our borrowings are based on quoted etanices where available, if not
available, based on discounted future cash flowsyusurrent market interest rates. Our interest satap agreements had a fair value of
$0.2 million at December 31, 2004. We did not hamg interest rate swap agreements in effect atfdbee31, 2003. The fair value of our
interest rate swap agreement is based on a vatuyatovided by the counterparty to the agreemeth@fmount that the counterparty is willing
to exchange in a current transaction to termintaeagreement.

Stock based compensationSome of our employees participate in QClI'slstption plans. These plans are accounted fogubie
intrinsic value method allowed under AccountingnBiples Board Opinion No. 25 "Accounting for Stdekued to Employees” ("APB No. 2!
under which no compensation expense is recogneaiptions granted to employees when the exercise pf those options equals or exce
the value of the underlying security on the measarg date. Any excess of
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the stock price on the measurement date over teise price is recorded as deferred compensatioraanortized over the service period
during which the stock option award vests usingaiteelerated method described in Financial Accogrfiitandards Board ("FASB")
Interpretation ("FIN") No. 28, "Accounting for Stoéppreciation Rights and Other Variable Stock Optor Award Plans". QCII allocates to
us, through a contribution, our share of the defifmompensation expense described herein basqutionsogranted to our employees.

Had compensation cost for our employeeasigigation in the QCII stock based compensatiaanplbeen determined under the fair-value
method in accordance with the provisions of SFAS N8, "Accounting for Stock Based Compensationt, et income would have been

changed to the pro forma amounts indicated inahktbelow. The amounts for 2003 and 2002 have adgisted to correctly reflect the
options outstanding at the end of each period.

Years Ended December 31

2004 2003 2002

(Dollars in millions)

Net income:
As reportec $ 991 $ 1,05C $ 80t
Add: Stock-based employee compensation expensgdiettlin net income, net of related ti
effects 2 2 5
Deduct: Total stoc-based employee compensation expense determined thedai-value-
based method for all awards, net of related teeces (20 (22 (40)
Pro forma $ 9%¢< $ 1,03C $ 77C

The pro forma amounts reflected above nwybe representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thlass is not known and the assumptions usedtéordime the fair value can vary
significantly. Following are the weighted averagsiamptions used with the Black Scholes option pgichodel to estimate the fair value of all
QCII options granted to our employees in 2004, 2803 2002:

Years Ended December 31

2004 2003 2002
Risk-free interest rat 2.8% 2.1% 4.1%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected option life (year: 4.3 4.4 4.4
Expected stock price volatilit 88% 88% 58%
Weightec-average grant date fair val $ 31C % 231 $ 2.2t

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

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

In December 2003, the Medicare Prescripbamg, Improvement, and Modernization Act of 20€8("Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgponsors of retiree healthcare benefit plans
that provide a benefit that is at least actuariatiyivalent to the Medicare benefit. We adoptedptiowisions of FASB Staff Position No. 106-2
("FSP No. 106-2"), "Accounting and Disclosure Regumients Related to the Medicare Prescription Dimgrovement and Modernization Act
of 2003". Accounting for the government subsidyvided under the Act reduced our allocated accuradlpbst-retirement benefit obligation
by $197 million. The Act reduced the prescriptionglexpense component of our allocated 2004 poiseémgent benefit expenses by
$28 million. See Note 10—Employee Benefits.

Recently Issued Accounting Pronouncemel

In December 2004, the FASB issued SFASIR8R, "Share Based Payment" ("SFAS No. 123R"). SRAS123R requires that
compensation cost relating to share based paymsergdctions be recognized in financial statemegsgd on the fair value of the equity or
liability instruments issued. We will be requiredapply SFAS No. 123R as of the interim reportiegqd beginning July 1, 2005. SFAS
No. 123R covers a wide range of share based corapensrrangements including share options, résttishare plans, performance ba
awards, share appreciation rights, and employee shachase plans. However, we do not anticipatettte adoption of SFAS No. 123R will
have a material impact on our financial positiomesults of operations.

In December 2004, the FASB issued SFAS188, which is effective for us starting July 1, 80(h the past, we were frequently required
to measure the value of assets exchanged in noetargriransactions by using the net book valudéefsset relinquished. Under SFAS
No. 153, we will measure assets exchanged at &hiley as long as the transaction has commerciataute and the fair value of the as:
exchanged is determinable within reasonable limitson-monetary exchange has commercial substdice future cash flows of the entity
are expected to change significantly as a resutt@&xchange. The adoption of SFAS No. 153 isantitipated to have a material effect on
financial position or results of operations.
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Note 3: Accounts Receivabl

The following table presents details of aacounts receivable balances:

December 31

2004 2003

(Dollars in millions)

Trade receivable $ 68C $ 874
Earned and unbilled receivabl 21C 24C
Purchased receivabl 18¢ 211
Other receivable 59 10C

Subtotal 1,13¢ 1,42¢
Less: Allowance for bad dek (72 (102
Accounts receivable n-affiliates—net 1,06¢ 1,32¢
Accounts receivab—affiliates 15€ 12¢€

Accounts receivable, n $ 1,22: $ 1,44¢

We are exposed to concentrations of cregkitfrom customers within our local service ared &om other telecommunications service
providers. We generally do not require collatesasécure our receivable balances. We have agresméhtother telecommunications service
providers whereby we agree to bill and collectlogirtbehalf for services rendered by those progideour customers within our local service
area. We purchase accounts receivable from otlemot@munications service providers on a recourseslzand include these amounts in our
accounts receivable balance. We have not expedearte significant losses related to these purchesegivables.

Note 4: Property, Plant and Equipment

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

December 31,

Depreciable
Lives 2004 2003
(Dollars in millions)
Land NA  $ 101 $ 10z
Buildings 30-40 year 2,987 2,94¢
Communications equipme 7-10 year 18,55! 18,45:
Other network equipmel 8-50 year 18,98¢ 18,66(
General purpose computers and o 5-11 year 2,18¢ 2,36¢
Construction in progres N/A 99 14C
Total property, plant and equipme 42,91 42,67
Less: accumulated depreciati (27,64 (26,25))
Property, plant and equipm—net $ 15,26¢ $ 16,42(

During 2004, in conjunction with our effdot sell certain assets, we determined that theyiogramounts were in excess of our expected
sales price, which indicated that our investmemthése assets may have been impaired at thatAdageresult of such efforts and pursuant to
SFAS No. 144
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"Accounting for the Impairment or Disposal of Lohgyred Assets” ("SFAS No. 144"), we recorded thédwing impairment charges:

Impairment charges totaling $35 milliorréaluce the carrying value of network supplies fietdsale to their estimated fair value based on
recent selling prices for comparable assets.

Impairment charges totaling $19 million #oreduction in the carrying value of pay phonetss® their estimated fair value.

In accordance with SFAS No. 144, the egtahdair value of the impaired assets becomeséhelrasis for accounting purposes. As such,
approximately $119 million in accumulated depreaoatvas eliminated against the cost of these inggia@ssets in connection with the
accounting for these impairments. The impact ofittygairments is not material to our depreciatiopense.

Asset Retirement Obligations
As discussed in Note 2—Summary of SignificAccounting Policies, we adopted SFAS No. 143amuary 1, 2003.

Our asset retirement obligations primandiate to the costs of removing communication eapaipt from leased properties when the leases
expire. The balance of our asset retirement olitigatat each of December 31, 2004 and 2003 wasilfdmand is included in other longerm
liabilities on our balance sheets. Accretion expemsd settlements during 2004 and 2003 were natriaht

If the provisions of SFAS No. 143 had badopted prior to the period ended December 31, 288&%ncome for 2002 would have
decreased by approximately $45 million.

Note 5: Intangible Assets
The components of intangible assets afelkasvs:

December 31,

2004 2003
Amortizable Carrying Accumulated Carrying Accumulated
Lives Cost Amortization Cost Amortization

(Dollars in millions)

Intangibles with finite lives:
Capitalized software and other intangik 155year $ 1,81¢ % (1,02) $ 1,81 % (837)

Total intangible asse $ 1,81¢ $ (1,027 $ 1,81 $ (837)

F-39




Amortization Expense

We recorded amortization expense of $3@bamiin 2004 for intangibles assets with finitedis. Based on the current balance of
intangible assets subject to amortization, theredgd amortization for each of the succeeding Bsyisaas follows:

Estimated
Amortization
Expense

(Dollars in millions)

2005 $ 33¢:
2006 23€
2007 132
2008 70
2009 25
Total $ 79¢
|

Note 6: Borrowings
Current Borrowings

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

December 31

2004 2003

(Dollars in millions)

Current portion of lon-term borrowings $ 40C $ 867
Current portion of capital lease obligations artteo 5 14
Total current borrowing $ 40t $ 881

Long-term Borrowings

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

December 31

2004 2003

(Dollars in millions)

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

LIBOR* plus 4.75%, with maturities from 2005 to 22 $ 7,781 $ 7,88
Unamortized discount and ott (13¢) (157)
Capital lease obligations and otl 11 25
Less: current portio (40%) (881)

Total lon¢-term borrowings $ 7258 $ 6,87«

* London interbank offering raf
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The indentures governing the notes in theva table contain certain covenants including,nmatlimited to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitatbormergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with retgatitese notes. These indentures do not contaicrasg default provisions. We were in
compliance with all of the covenants at December2804.

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

On August 19, 2004, we issued an aggregfe#875 million of 7.875% notes due September 1,120 he notes are unsecured general
obligations and will rank equally with all otheragtured and unsubordinated indebtedness. The auvamé default terms are substantially the
same as those associated with our other long-tetrh We plan to file an exchange offer registragtatement for a new issue of substantially
identical notes within 315 calendar days of theddtissuance of the notes. If the exchange offgistration statement does not become
effective within 315 calendar days of the datessfiance of the notes or the exchange offer isargwnmated within 45 days of the
registration statement's effectiveness, the rabehath interest accrues on the notes will incrédas& 125%. The aggregate net proceeds fror
offering have been or will be used for general ooge purposes, including funding or refinancing iouestments in telecommunications
assets. On November 23, 2004, we issued $250 mdlijgregate principal amount of our 7.875% notesSkeptember 2011, bringing the total
principal amount outstanding of such series to $&#kon. The aggregate net proceeds from the oftpof $264 million have been or will be
used for general corporate purposes, includingifundr refinancing our investments in telecommutiis®s assets.

In addition, concurrent with the issuantéhe $575 million of notes as described aboveenered into interest rate swap agreements to
manage exposure to interest rate movements armtitoive our mixture of floating and fixed-rate detthile minimizing liquidity risk. The
effective floating interest rate on the swap agresisiis the London interbank offered rate ("LIBORI)s 3.43%. The interest rate swap
agreements are designated as fair-value hedgesh wfiectively converts this portion of our fixedte debt to floating rate through the receipt
of fixed-rate amounts in exchange for floating-raterest payments. The impact on interest expfpsethese transactions in 2004 was
minimal.

On May 1, 2004, we redeemed the entire $iillon outstanding principal of our 5.65% notasedNovember 1, 2004 and the entire
$41 million outstanding principal amount on ouryar 5.5% debentures due June 1, 2005 at par.

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

On June 9, 2003, we entered into a searan toan with two tranches for a total of $1.73id principal amount of indebtedness. The
term loan consists of a $1.25 billion floating r&@nche, due in 2007, and a $500 million fixe@ tainche, due in 2010. The term loan is
unsecured and ranks equally with all of our indebéss. The floating rate tranche cannot be prdpaitvo years and thereafter is subject to
prepayment premiums through 2006. There are no atandprepayment requirements.
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The covenant and default terms are substantiad\stime as those associated with our other longedelbn The net proceeds were used to
refinance approximately $1.1 billion of our debtdn 2003 and fund or refinance our investmeneladommunications assets.

The floating rate tranche bears intere&iBOR plus 4.75% (with a minimum interest rate6d50%) and the fixed rate tranche bears
interest at 6.95% per annum. The interest ratdefidating rate tranche was 7.39% at Decembe2@14. The lenders funded the entire
principal amount of the loan subject to the origisaue discount for the floating rate tranche 0% and for the fixed rate tranche of 1.652%.

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

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

Maturities

Interest Rates 2005 2006 2007 2008 2009 Thereafter Total

(Dollars in millions)

Above 5% to 6% $ — $ — 3 70 % 32C $ — 3 — $ 39
Above 6% to 7% 40C — 90 — — 1,50( 1,99(
Above 7% to 8% — — 1,25( 2 — 2,407 3,65¢
Above 8% to 9% — — — — — 25(C 25C
Above 9% 3 — — — — 1,50( 1,50:
Total $ 40 $ — $ 141C $ 32z % — 3 5,657 7,792
| | | | | | |

Capital lease 6
Unamortized discount and ot (13¢%)
Less current borrowing (405)
Total lon¢-term debt $ 7,25¢
|

Other debt related matters

At December 31, 2004, QCII had total borirays of $17.3 billion. Some of these borrowingsiess by QCII and QSC are secured by li
on our stock. As a result, ownership of our stoalld transfer if either QCII or QSC were to defaurittheir debt obligations.

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

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

2002:
Years Ended December 31
2004 2003 2002
(Dollars in millions)

Gross interest expen $ 592 $ 58 $ 56t
Capitalized interes (9) (13 (249
Net interest expens $ 58 $ 57 $ 541
| | |
Cash interest pai $ 567 $ 57¢ $ 472
| | |

Note 7: Transfer of Qwest Wireless Operations

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

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

The following table presents the summarizsailts of operations related to our discontinogerations for the years ended December 31,
2004, 2003 and 2002:

Years Ended December 31,

2004 2003 2002

(Dollars in millions)

Wireless operating reven $ 166 $ 594 $ 694
Qwest revenue from affiliate wireless operati (43 (144 (157)
Net revenue 12t 45C 537
Costs and expense
Costs of sale 64 222 28C
Selling, general and administrati 88 211 281
Depreciation and amortizatic 7 55 12¢
Asset impairment charges and ot — 23C 83:¢
Loss from operation (34 (26¢) (98¢€)
Other expens (53 (143 (15%)
Loss before income tax (87) (411) (1,140
Income tax benef 34 15¢ 444
Loss from discontinued operatio $ (53 $ (252) % (697)
.| I I
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The following table presents the assetsliadities associated with our discontinued opierss related to our transfer of ownership of
Qwest Wireless to an affiliate as of December 803 This table does not include figures as of Dewer 31, 2004, as ownership of Qwest
Wireless operations was transferred on May 1, 2004.

December 31
2003

(Dollars in millions)

Current transferred asst $ 9
Deferred income taxe 14¢€
Property, plant and equipment, | 36
Other asset 16€
Total assets associated with discontinued opes $ 357
Current borrowing—affiliates $ 2,11¢
Current and lon-term portion of liabilities associated wi
discontinued operatior 16
Total liabilities associated with discontinued ag@ms $ 2,13¢
I

Current borrowings affiliates representrsterm borrowings by Qwest Wireless on unsecuredlofecredit from related parties. As no
above, on April 30, 2004 Qwest Wireless paid «ff$i£.185 billion in outstanding borrowings.

Note 8: Restructuring Charges

The restructuring reserve balances disclissw are included in our consolidated balaneethin the category of accrued expenses anc
other current liabilities for the current portiondaother long-term liabilities for the lortgrm portion. Charges and reversals discussed hasle
included in our consolidated statement of operatiarselling, general and administrative expensesf December 31, 2004 and 2003, the
amounts included as current liabilities were $48iom and $58 million, and the non current portiamsre $12 million and $14 million,
respectively.

2004 Activities
An analysis of activity associated with #@94 restructuring plan as well as prior yearrtestiring plans is as follows:

Year Ended December 31, 200

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

(Dollars in millions)

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

Total $ 72 % 7% % 72 % 14 $ 61
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During the year ended December 31, 200padsof an ongoing effort of evaluating costs pérations, QCII reviewed our employee
levels in certain areas of our business. As afesel established a reserve and recorded a chams 2004 consolidated statement of
operations for $71 million for costs of severaneaddits pursuant to established severance poliQi€sl identified approximately 2,100 of our
employees from various functional areas to be teaueid as part of the 2004 restructuring plan. TéinddDecember 31, 2004, approximately
1,900 of the planned reductions had been compléteslremaining 200 planned reductions are expdotedcur over the next year, with
severance payments generally extending from twi®tmonths.

We do not have separate segments althoegtowtribute to QCII's segments. During the yeaedrDecember 31, 2004, our contribution
to QClI's 2004 plan restructuring expense, by segniecludes $65 million for wireline and $4 millidor other.

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

During the year ended December 31, 2004hi 2002 and prior restructuring plans (as dbedrbelow) we increased our reserves for
real estate exit costs by $4 million, primarily doedownward revisions in expected sub-lease rentidilized $5 million for real estate exit
related lease obligations, and reversed $3 mithioseverance related reserves as the employeeti@kiovere complete.

2003 Activities

During the year ended December 31, 200Baesof an ongoing effort of evaluating costs pérations, QCII reviewed our employee
levels in certain areas of our business. In conmeaetith this restructuring and, as a result, wialelsshed a reserve and recorded a charge t
2003 consolidated statement of operations for $ifliomto cover the costs associated with thes@ast as more fully described below.

An analysis of activity associated with #2893 restructuring plan as well as prior yearruestiring and Merger plans is as follows:

Year Ended December 31, 2003

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

(Dollars in millions)

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

The 2003 restructuring reserve includedgésof $65 million related to severance benefitspant to established severance policies and
$6 million for real estate exit obligations, whiphimarily
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include estimated future net payments on abandoperhting leases. QCII identified approximatelyOD,®f our employees from various
functional areas to be terminated as part of #égructuring. Through December 31, 2003, approxéipdt, 100 of the planned reductions had
been completed. The real estate exit costs indlugl@et present value of rental payments due éveregmaining term of the leases, net of
estimated sublease rentals and estimated costenmate the leases. Through December 31, 200B8adaitilized $20 million of the 2003
restructuring reserves for severance payments.

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

During the year ended December 31, 2003tliezed $33 million of the 2002 and prior yeastricturing plan reserves for employee
severance payments, and utilized $14 million fat estate exit-related payments. QCII had idemti#ie200 employees to be terminated as part
of the 2002 and prior restructuring plans and a@3axfember 31, 2003 these employee reductions veenplete. As the 2002 and prior
restructuring plans were complete, and actual aeete less than originally estimated, we reversketiriillion of the restructuring reserve
during the year ended December 31, 2003. The raviaduded $11 million of combined 2001 plan resarand $3 million of combined 2002
plan reserves. The remaining restructure resere¢ Becember 31, 2003 for the 2002 and prior restining plans included $4 million for
severance payments and $17 million for real estaitecosts. The real estate exit related proviialances are expected to be utilized over the
next several years.

2002 Activities

During the year ended December 31, 200&3sponse to shortfalls in employee reductionsaasgf the 2001 restructuring plan and du
continued declines in our revenue and general enanconditions, QCII identified employee reductionsarious functional areas and
permanently exited a number of operating and adinative locations. In connection with that restming, we established a restructuring
reserve and recorded a charge of $108 million td2602 consolidated statement of operations torciheecosts associated with these
restructuring actions as more fully described below

Year Ended December 31, 200

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

(Dollars in millions)

2002 restructuring pla $ — 3 106 $ 49 $ — 3 59
2001 restructuring pla 20k 75 124 13t 21
Mergel-related 38 — 6 30 2

Total $ 24 $ 183 % 17¢ % 165 % 82

The 2002 plan provision included $78 millimr severance costs and $30 million for realtesait costs. During the year ended
December 31, 2002, $42 million of the reserve widged for severance costs and $7 million waszed for real estate exit costs. Relative to
the 2001 restructuring plan, during the year eridedember 31, 2002, $107 million of the reserve wiéized for severance costs and
$17 million was utilized for real estate exit cogitso during the year ended December 31, 2002aseeued an additional $75 million for
additional 2001 plan real estate exit costs andread
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$135 million of 2001 plan severance and real estaitereserves, primarily as actual 2001 plan teations of 3,700 were lower than the 4,800
that were anticipated in the plan.

During the year ended December 31, 200tlized $6 million of Merger related reservesabdished during 2000 and also reversed
$30 million of the Merger related reserves as thesployee reductions and contractual settlements e@mplete.

Cumulative Plan Utilization

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

December 31, 2004—
Cumulative Utilization

Severance Real Estate
and Exit and
Related Related Total

(Dollars in millions)

2004 restructuring pla $ 32 % — 3 32
2003 restructuring pla 54 1 55
2002 restructuring and prior pla 432 692 1,12/

Total cumulative utilizatio $ 51 $ 69 $ 1,211

I I I
Note 9: Other Financial Information
Accrued Expenses and Other Current Liabiliti¢

Accrued expenses and other current ligdsliconsist of the following:

December 31,

2004 2003

(Dollars in millions)

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

Total accrued expenses and other current liaksi $ 80 $ 95€

| |
Other Long-Term Liabilities

Other long-term liabilities include prinaily restructuring liabilities and reserves for tingencies and litigation. Restructuring liabilgie
are discussed in Note 8—Restructuring Charges tirad significant items are discussed in Note 16—@dments and Contingencies.
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Note 10: Employee Benefits
Pension, Posretirement and Other Post-employment Benefits

Our employees patrticipate in the QCII penspost-retirement and other post-employment ligpleins. The amounts contributed by us
are not segregated or restricted to pay amountsodoer employees and may be used to provide lsriefother employees of QCII or its
affiliates. QCII allocates the cost of pension godt-retirement healthcare and life insurance besnef us and determines our required
contribution. The allocation is based upon demagjpof our employees compared to all the remaipeugicipants. For further discussion of
the QCII pension, post-retirement and other paspleyment benefit plans please see the QCII anmeyalrt on Form 10-K for the year ended
December 31, 2004 ("QCIl 2004 Form 10-K").

In accordance with SFAS No. 132 "EmployBisclosures about Pensions and Other PostretireBarefits”, we are required to disclose
the amount of our contributions to QCII relativethe QCII pension, post-retirement and other pagteyment benefit plans. No pension
funding was required during 2004 or 2003 and d3axfember 31, 2004 and 2003, the fair value of fisets in the qualified pension trust
exceeded the accumulated benefit obligation ofjthadified pension plan. During 2004 and 2003, weleneontributions of $14 and $8 million,
respectively to the post-retirement healthcare.plde expect to contribute approximately $6 milliorthe post-retirement healthcare plan
during 2005.

Our allocated pension credits for 2004,2@thd 2002 were $70 million, $108 million, and @16illion, respectively. Our allocated post-
retirement benefit costs for 2004, 2003, and 2082v$229, $297 million, and $107 million, respeelyv These allocated amounts represent
our share of the pension credits and post-retir¢tmemefit costs based on the actuarially determamadunts.

For 2004 and 2003, the net pension expaliseated to cost of sales was $104 million and/&hillion respectively. For 2002 the net
pension credit allocated to cost of sales was $Bibm For 2004 and 2003, the net pension expeatiseated to Selling, General and
Administrative ("SG&A") was $55 million and $62 ridn, respectively. For 2002 the net pension cralfitcated to SG&A was $19 million.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescripbamng, Improvement and Modernization Act of 2008h€'Act") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgpionsors of retiree healthcare beneEfit f
that provide a benefit that is at least actuariatiyivalent to the Medicare benefit. QCIl sponsangeral post-retirement healthcare plans that
provide prescription drug benefits that it deemsiagally equivalent to Medicare Part D. Accordinglve adopted the provisions of FASB
Staff Position FAS No. 106-2, "Accounting and Distire Requirements Related to the Medicare Preiseriprug, Improvement and
Modernization Act of 2003" in the third quarter2604. As a result of adoption, we reduced our acdated post retirement benefit obligation
by $197 million, and reduced our allocated netquéid post-retirement benefit cost by $27 millior2id04.
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Other Benefit Plans
401(k) plan

QCII currently sponsors a defined contiibntoenefit plan covering substantially all managetrand occupational (union) employees.
Under this plan, employees may contribute a peaggnof their annual compensation to the plan wettain maximums, as defined by the ¢
and by the Internal Revenue Service ("IRS"). Cutye®CIl, on our behalf, matches a percentageunfamployees' contributions in cash. We
made cash contributions in connection with our eyeés' participation in QClI's 401(k) plan of $28lion for 2004. In addition, QCII, on our
behalf, made contributions of QCII common stockueal at $17 million in 2004 and $46 million in 2003.

Deferred Compensation Plans

QCII sponsors several deferred compensafems for various groups that include certain wf current and former management and
highly compensated employees. Certain of thesesas open to new participants. Participants isghmans may, at their discretion, invest
their deferred compensation in various investméniaes, including QCII's common stock.

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

Note 11: Stock Incentive Plans
Stock Options

Our employees patrticipate in the QCIl emgp stock option plans. The QCII plans are stodetaompensation plans that permit the
issuance of stock based instruments including stptions, stock appreciation rights, restricteatlstand phantom units, as well as substitute
stock options and restricted stock awards.

QCllI's stock option plans, in which our dayges participate, are accounted for using thinsit value method, under which no
compensation expense is recognized for optiongeplan employees with a strike price that equalexaeeds the value of the underlying
security on the measurement date. In certain ins&rhe strike price has been established prittretoneasurement date, in which event any
excess of the stock price on the measurement datetlte exercise price is recorded as deferred eosgiion and amortized over the service
period during which the stock option award vestagithe accelerated method described in FIN NoA38a result of using the accelerated
method, we must occasionally reverse expense prelyioecorded for options that are forfeited ptmwesting, but after expense has been
recorded. For further discussion of QCII employteelsincentive plans see the QCIl 2004 Form 10-K.
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QCII charges us for stock option compesatixpense through a contribution to common stoclodir share of the deferred compensa
expense.

Employee Stock Purchase Ple

Our employees may patrticipate in QCII's foppe Stock Purchase Plan ("ESPP"). Under the tefrttee ESPP, eligible employees may
authorize payroll deductions of up to 15% of thiise compensation, as defined, to purchase Q@ttisnon stock at a price of 85% of the fair
market value of the stock on the last trading dahe® month in which the stock is purchased. Inoagance with APB No. 25, we do not
recognize compensation expense for the differerb@den the employees' purchase price and the fakanvalue of the stock.

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

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

In April 2004, we received a capital cootiion of $2.185 billion from QSC related to ouwarisfer of ownership of Qwest Wireless to an
affiliate, as further described in Note 7Hansfer of Qwest Wireless Operations. In the ndwoarse of business, we transfer assets to ama
QSC. Itis our policy to record these asset trassds contributions or distributions, based ony@agrvalues. During 2002, QSC transferred to
us $10 million of net assets, $16 million of taxibts on stock options and $2 million for stockmquensation. During 2003, QSC transferre
us $8 million of net assets and $1 million for &t@ompensation. During 2004, QSC transferred t$lismillion in net asset transfers. During
2004, 2003 and 2002, we transferred to QSC $32amjl$173 million and $110 million in tax benefitespectively. During 2004, we
transferred to an affiliate $296 million for thetmessets of Qwest Wireless. Also, in 2004 we reak$332 million in cash from QSC compri
of $286 million for payment of a note receivablel &46 million as an additional equity infusion.

Dividends

Prior to August 2003, we declared and pegllar dividends to QSC based on our consolidagtdncome. In August 2003, we modified
our dividend practice to exclude the impact of Qui#geless's net income (loss) on our consolidaimthings for purposes of determining the
amount of regular dividends we declare and payirguhe first quarter of 2004, we declared a diadlef $1.360 billion relating to net incor
from prior periods that was not declared or paidig&glends in those periods. In July 2004, we miedibur dividend practice to balance our
financial needs, cash position and credit profiihwhose of our parent. As a result, going forwavd may declare and pay dividends in excess
of our earnings to the extent permitted by applieddw. Our debt covenants do not limit the amafrdividends we can pay to our parent.

We declared cash dividends to QSC of $2t8lién, $2.306 billion and $805 million during 28, 2003 and 2002, respectively. We paid
cash dividends of $2.451 billion, $2.880 billiorda$11.915 billion in 2004, 2003 and 2002, respetfivat December 31, 2004, we had
$412 million in dividends payable.
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Contested Liability Trust

We have established a contested liabilitgtf or grantor trust, related to the paymentesfain contingent obligations. During 2000, the
trust was funded with a contribution of a note reglele of $286 million. We recorded the $286 miflias an increase to common stock, and the
related $286 million note receivable into commastktas well. During 2004 we received $286 milli@sie from affiliates in settlement of the
note receivable.

Note 13: Income Taxes

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

Years Ended
December 31,

2004 2003 2002

(Dollars in millions)

Current tax provision

Federa $ 1,007 $ 401 $ 60:
State and loce 14C 52 74
1,145 452 67¢

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

The effective tax rate for our continuingeoations differs from the statutory tax rate dofos:

Years Ended December 31

2004 2003 2002

(in percent)

Federal statutory income tax ri 35.(% 35.(% 35.(%

State income tax—net of federal effec 3.¢ 3.3 3.C

Other 1.1 0.1 0.3
Effective income tax rat 40.(% 38.4% 38.2%
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The components of the deferred tax assetdiabilities are as follows:

December 31

2004 2003

(Dollars in millions)

Property, plant and equipme $ (2,669 $ (3,067)
Intangible asset (321 (347)
Other (129) (45)
Total deferred tax liabilitie (3,11¢ (3,459
Pos-retirement benefi—net of pensiol 86& 74C
Allowance for doubtful accoun 25 62
Other 14€ 15C
Total deferred tax asse 1,03¢ 952
Net deferred tax liabilitie $ (2,08) $ (2,509

We paid $1.044 billion, $135 million, an@4% million to QCII, through QSC, for income taia2004, 2003, and 2002, respectively.

We had unamortized investment tax credit9d and $114 million as of December 31, 2004 20@3, respectively, which are includec
other long-term liabilities on our consolidateddraie sheets. These credits are amortized oveiferaf the related asset. Amortization of
investment tax credits of $17 million, $11 millicand $10 million are included in the provision flecome taxes for the years ended
December 31, 2004, 2003, 2002, respectively. Aetieof 2004, we had $2 million ($1 million, netfefleral income tax) of state investment
tax credit carryforwards that will expire betweddil8 and 2017 if not utilized.

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

Note 14: Contribution to QCII Segments

Our operations are integrated into andparé of the segments of the QCII consolidated grdiye chief operating decision maker
("CODM") for QCII makes resource allocation decimand assessments of financial performance fozdhsolidated group based on wirel
wireless and other segmentation. For more infownagbout QCII's reporting segments, see the Q@A ZDHrm 10K. Our business contribut
to the segments reported by QCII, but the QCII CO@Mews our financial information only in connextiwith our quarterly and annual
filings. Consequently, we do not provide discrétarfcial information for Qwest Corporation to th©OM on a regular basis.

Due to the May 1, 2004 transfer of our Weiss operations to one of our affiliates, we ngkminclude wireless revenue and expenses in
our continuing operations. Wireless revenue aneeses are included in our discontinued operati®as.Note 7—Transfer of Wireless
Operations. Following the transfer of the wirelepgrations, essentially all of our operations dbote to QCII's wireline services segment. As
such, we no longer report our contribution to QCskegments as this information
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does not differ materially from our consolidatedtsiments of operations. We will, however, contituprovide the following enterprise-wide
information on revenues from external customersfah group of similar products and services.

Years Ended December 31

2004 2003 2002

(Dollars in millions)

Voice service: $ 7,11¢ $ 7881 $ 8,59¢
Data and Internet servic 2,131 2,12¢ 2,18¢
Other service 12 20 23
Operating revenue from external custon $ 926 $ 10,027 $ 10,81:

Voice services revenue includes local veervices, IntraLATA long-distance voice serviced access services. Local voice services
revenue includes revenue from basic local exchaegeces, switching services, customer callinguiestt, enhanced voice services, operator
services, public telephone services, collocationises and customer premises equipment. Local \&gceices revenue also includes revenue
from the provision of, on a wholesale basis, nekntmansport, billing services and access to oualloetwork. IntraLATA long-distance voice
services revenue includes revenue from IntraLATAghkalistance voice services revenue within our lseaVice area. Access services revenue
includes fees charged to other long-distance pessitb connect to our network.

Data and Internet services revenue incladés services (such as traditional private limdglesale private lines, frame relay and
asynchronous transfer mode) and Internet servigeesh(as DSL and Internet dial access).

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

Although revenue from affiliates provide@ma than ten percent of our total operating revemgedo not have any single major unrelated
customer that provides more than ten percent obparating revenues.

Note 15: Related Party Transactions

We purchase services from our affiliatesshsas marketing and advertising, information tedbgy, product and technical services as well
as general support services. We provide to ouiaés telephony and data services and other ssvic

Our affiliates provide services and alsotcact services from third parties on our behalfthie latter case, the third parties bill our &ffibs
who in turn charge us for our respective sharées$é¢ third party expenses. Our affiliates chargemnservices rendered by their employees
primarily by applying a fully distributed costs OE") methodology. FDC rates are determined usit@rgaates, including factors for taxes,
employee benefits, facilities and overhead codigs€ salary rates are charged to us based onwortked. In addition, our affiliates charge
market prices for telecommunications servicesttinay also provide to third party customers.
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We charge our affiliates based on tariffags for telephony and data services. We bileeifDC or market rates for other services.
We describe in further detail below thevgass provided by our affiliates.
Marketing, Sales and Advertisin

Marketing, sales and advertising, whichpsurpjoint marketing of our services, include trevdlopment of marketing and advertising
plans, sales unit forecasts, market research, salegng and compensation plans.

Information Technology Service

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

Product and Technical Service

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

General Support Services

General support services include legaljliagry, general finance and accounting, tax, hureanurces and executive support.
Other

This category includes the costs of miseebus services such as rental of office spaceypment and communications services.

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

Years Ended December 31

2004 2003 2002

(Dollars in millions)

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

As of December 31,

2004 2003

(Dollars in millions)

Accounts receivab—affiliates $ 15€ $ 12¢
Accounts payab—affiliates $ 678 $ 591
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Note 16: Commitments and Contingencie
Commitments
Payment obligation

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

Payments Due by Perioc

2005 2006 2007 2008 2009 Thereafter Total

(Dollars in millions)

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

Long-term debi $ 40% $ —$ 141 S 32z $ — $ 5657 $ 7,79:
Interest on debt(4 58¢ 56C 51€ 45¢ 44C 4,92: 7,48t
Capital lease obligatior 3 2 2 2 1 8 18
Operating lease 11E 85 80 71 54 241 64¢€
Purchase commitment obligatio 66 56 14 1 — — 137

Total future contractual cash obligatic $ 117¢ $ 70 $ 2,022 $ 854 $ 49t $ 10,82¢ $ 16,07¢

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

(2)  This table does not include accounts payable @4®Lbillion, dividends payable to QSC of $412 roiflj accrued expenses and other
current liabilities of $803 million, deferred incentiaxes of $2.194 billion and other long-term lidies of $531 million, all of which are
recorded on our December 31, 2004 consolidatechbalsheets.

(3) We have certain long-term, non-cancelable purchasemitments for advertising and promotion servit®s.also have service related
commitments with various vendors for data procesdiechnical and software support. In addition,hage telecommunications
commitments with CLECs, IXCs and third party vergltirat require us to make payments to purchaseonleservices, capacity and
telecommunications equipment. These commitmentsrgéy require us to maintain minimum monthly anddanual billings, based on
usage. Future payments under certain servicesamstwill vary depending on our actual usage. éntéthle above we estimated
payments for these service contracts based omtiet df services we expect to receive.

4) Interest expense in all years will differ due trrancing of debt. Interest on our floating ratédtieas calculated for all years using the
rates effective as of December 31, 2004.

Employee Benefit Plans.QCII offers pension and post-retirement besaétour employees, some of which are due unddramnal
agreements. Pension and certain post-retiremesefiteeare paid through trusts and therefore arénobided in this table, as we are not able to
reliably estimate our portion of future requiredhtrdoutions to the trusts. As of December 31, 2@D@&)I's qualified defined benefit pension
plan is fully funded. As of December 31, 2004 weéha liability of $2.833 billion for our allocatioof QCII's post-retirement and other post-
employment benefit obligations. The liability ispacted by various actuarial assumptions and wifiédfrom the sum of the future value of
actuarially estimated payments. See further disongs our benefit plans in Note 10—Employee Betsefi
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Capital Lease:!

We lease certain office facilities and guopént under various capital lease arrangementgta\asquired through capital leases during
2004, 2003 and 2002 were $1 million, $9 million &1 million, respectively. Assets recorded undmritalized lease agreements included in
property, plant and equipment consisted of $35iom)I$94 million and $236 million of cost less aguuated amortization of $14 million,
$63 million and $158 million at December 31, 202d03 and 2002, respectively.

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

Capital Lease
Obligations

(Dollars in millions)

Total minimum payment $ 18
Less: amount representing inter (12
Present value of minimum payme! 6
Less: current portio 2
Long-term portion $ 4

I

Operating Leases

Certain office facilities, real estate aglipment are subject to operating leases. Wehalge easement (or right-of-way) agreements with
railroads and public transportation authorities #ra@ accounted for as operating leases. Rent sgparder these operating leases was
$162 million, $172 million and $207 million durirp04, 2003 and 2002, respectively, net of subleasls of $7 million, $4 million and
$4 million, respectively. Minimum operating leasesreported in the table above have not been rdduceninimum sublease rentals of
$42 million to be realized under non-cancelabldeages.

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

QCll is involved in several legal proceeagfirto which we are not a party that, if resolvediast QCII, could have a material adverse e
on our business and financial condition. We haetunted below a discussion of these matters, togettik a discussion of those matters to
which we are a party (primarily those discussedwalinder the "Regulatory Matters” subheading, dsagethe "Colorado action" described
below). Only those matters to which we are a pagpyesent contingencies for which we have recordedould reasonably anticipate
recording, an accrual.

Throughout this note, when we refer toasslaction as "putative"” it is because a clas®éeas alleged, but not certified, in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent.
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DOJ Investigation and Securities Actior

The DOJ investigation and the securitig¢®as described below present material and sigaiticisks to QCII. The size, scope and nature
of the restatements of our and QCII's consoliditeahcial statements for 2001 and 2000, which ascdbed in QCII's previously issued
consolidated financial statements for the year ériglecember 31, 2002 ("QCII's 2002 Financial Statesi§, affect the risks presented by tt
actions and the DOJ investigation, as these matteodve, among other things, QCII's prior accongtpractices and related disclosures.
Plaintiffs in certain of the securities actions éalleged QCII's restatement of items in suppotheir claims. We can give no assurance as to
the impacts on our and QCII's financial resultéimancial condition that may ultimately result fraat of these matters. During 2003 and 2004,
QCIl recorded reserves in its financial stateméotiding $750 million in connection with these neatt On October 21, 2004, QCII entered
a settlement with the SEC concluding a formal itigasion concerning QCII's accounting and disclesyamong other subjects, that began in
April 2002. The $750 million reserve was reducedsti®5 million in December 2004 as a result of anpayt in that amount in connection with
QCII's SEC settlement. The remaining reserve am@presents a final payment to be made in conneetith the SEC settlement in the
amount of $125 million and the minimum estimatecdant of loss QCII believes is probable with respgedhe securities actions described
below.

QCII has recorded its estimate of the mimmiiability because no estimate of probable lasdliese matters is a better estimate than any
other amount. If the recorded reserve that willaenafter QCIl has paid the amount owed under tB€ Settlement is insufficient to cover
these other matters, QCII will need to record add#l charges to its statement of operations iarkuperiods. Additionally, QCII is unable at
this time to provide a reasonable estimate of fheuend of the range of loss associated with theysaining matters due to their preliminary
and complex nature, and, as a result, the amoutiti@€ reserved for these matters is its estimbtieeolowest end of the possible range of
loss. The ultimate outcomes of these matters drerstertain and there is a significant possiilihat the amount of loss QCIl may ultimately
incur could be substantially more than the resérlias provided.

At this time, QCII believes that it is paifle that a portion of the recorded reserve foistmirities actions will be recoverable from a
portion of the insurance proceeds that were plateadrust to cover its losses and the lossesdifidual insureds following its November 12,
2003 settlement of disputes with certain of itainasice carriers related to, among other thingsindestigations and securities actions
described below. The insurance proceeds are subjetdims by QCIlI and other insureds for, amongeothings, the costs of defending cer
of these matters and, as a result, such proceedsearg depleted over time. In any event, the temusconditions of applicable bylaws,
certificates or articles of incorporation, or agremts or applicable laws may obligate us to indépouir current and former directors, officers
and employees with respect to certain liabiliteas] we have been advancing legal fees and costarty current and former directors, officers
and employees in connection with the investigatisesurities actions and certain other litigation.

QCII continues to defend against the séiegractions vigorously and is currently unablg@tovide any estimate as to the timing of the
resolution of these actions. Any settlement ofuolgment in one or more of these actions substiniiaéxcess of QCII's recorded reserves
could have a significant impact on QCII, and QGlh@ive no assurance that it will have the resauasilable to
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pay any such judgment. The magnitude of any settferar judgment resulting from these actions coodderially and adversely affect QCllI's
ability to meet its debt obligations and its fineshcondition, potentially impacting its credit irzgs, its ability to access capital markets and its
compliance with debt covenants. In addition, thgnide of any such settlement or judgment maye&SII to draw down significantly on
its cash balances, which might force it to obtaldiional financing or explore other methods togete cash. Such methods could include
issuing additional securities or selling assetsaAgolly owned subsidiary of QCII, our businesemions and financial condition would be
similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of QCIlI's
business. QCII believes the U.S. Attorney's Officmvestigating various matters that include tlamsactions related to the various adjustm
and restatements described in QClI's 2002 Finaft&Ements, transactions between QCII and cesfaia vendors and certain investments in
the securities of those vendors by individuals eisged with QCII, and certain prior disclosures mag QCII. QCII is continuing in its efforts
to cooperate fully with the U.S. Attorney's Officeits investigation. However, QCII cannot predioé outcome of this investigation or the
timing of its resolution.

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

Securities Actions

QCll is a defendant in the securities adidescribed below. Plaintiffs in these actionsehaariously alleged, among other things, that
QCll violated federal and state securities lawsgiagred in fraud, civil conspiracy and negligent mjisesentation, and breached fiduciary duties
owed to investors and current and former employ@éser defendants in one or more of these actioelade current and former directors of
QCIl, former officers and employees of QCII, ArthAindersen LLP, certain investment banks and others.

. Consolidated securities actio Twelve putative class actions purportedly broughbehalf of purchasers of publicly trac
securities of QCII between May 24, 1999 and Felyrddr; 2002 have been consolidated into a conselilsgcurities action
pending in federal district court in Colorado. Tst of these actions was filed on July 27, 20RIhintiffs allege, among other
things, that defendants issued false and mislediingcial results and made false statements a@@lk's business and
investments, including making materially false ataénts in certain QCII registration statements. filost recent complaint in
this matter seeks unspecified compensatory dansagksther relief. However, counsel for plaintifisshindicated that the
putative class will seek damages in the tens tibbg of dollars.

. ERISA action. Seven putative class actions purportedly brooghiehalf of all participants and beneficiarieshaf Qwest
Savings and Investment Plan and predecessor matisg Plan, from March 7, 1999 until January 10£2have been
consolidated into a consolidated action in feddistrict court in Colorado. These suits also purpmiseek relief on behalf of the
Plan.
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QCIl expects that an eighth action purportedly lgidwn behalf of the Plan will also be consolidéted the consolidated
action. The first of these actions was filed in BtaR002. Plaintiffs assert breach of fiduciary deigims against QCIl and othe
under the Employee Retirement Income Security Ad934, as amended, alleging, among other thingsows improprieties in
managing holdings of QCII stock in the Plan asd@i@intiffs seek damages, equitable and declaratigf, along with
attorneys' fees and costs and restitution.

Colorado action A putative class action purportedly brought ohdigof purchasers of QCII's stock between June2280 anc
June 27, 2002 and owners of U S WEST stock on 28n2000 is pending in Colorado in the District @dar the County of
Boulder. We are also a defendant in this actioris @btion was filed on June 27, 2002. Plaintiffegé, among other things, that
the defendants issued false and misleading statsraad engaged in improper accounting practicesdar to accomplish the
Merger, to make QCII appear successful and totmflae value of QCII's stock. Plaintiffs seek urtsfied monetary damages,
disgorgement of illegal gains and other relief.

New Jersey action.An action by the State of New Jersey (Treasurgddenent, Division of Investment), or New Jersay, i
pending in the New Jersey Superior Court, Mercar®n This action was filed on November 27, 2002wNlersey alleges,
among other things, that defendants caused Q@& o trade at artificially inflated prices by phlaying improper accounting
practices and by issuing false statements about€Qisiness, revenues and profits, and conterdsttimcurred hundreds of
millions of dollars in losses. Among other requdgstelief, New Jersey seeks from the defendantstlyoand severally,
compensatory, consequential, incidental and pundamages.

CALSTRS action.An action by the California State Teachers' Reatient System, or CalSTRS, is pending in the Sup€agairt
of the State of California in and for the CountySafn Francisco. This action was filed on Decembef@002. CalSTRS alleges,
among other things, that defendants engaged ihenseto falsely inflate QCII's revenue and decréasexpenses so that QCII
would appear more successful than it actually wasg the period in which CalSTRS purchased QCiusigéies, and asserts
that defendants' actions caused it to lose in exaE$150 million invested in QCII's equity and tsbcurities. Plaintiffs seek
compensatory, special and punitive damages, réstifipre-judgment interest and costs.

SURSI action. An action by the State Universities Retiremergt&gm of lllinois, or SURSI, is pending in the CiitcQourt of
Cook County, lllinois. This action was filed on dany 10, 2003. SURSI alleges, among other thirgg,defendants engaged in
a scheme to falsely inflate QCII's revenues andedese its expenses by improper conduct relatedsdctions with various
customers and suppliers and claims that its loseasinvestments in QCII securities are in exces31®.5 million. SURSI
seeks, among other things compensatory and punitineages, costs, equitable relief, including amnigfion to freeze or preve
disposition of the defendants' assets, and disguege

SPA action. An action by Stichting Pensioenfonds ABP, or SBRAyending in federal district court in Coloraddis action wa:

filed on February 9, 2004. SPA alleges, among dthiegs, that defendants created a false percepfi@QCII's revenues and
growth prospects and that its
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losses from investments in QCII securities arexitess of $100 million. SPA seeks, among other #hingmpensatory and
punitive damages, rescission or rescissionary damayge-judgment interest, attorneys' fees andécost

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

. TRSL action. An action by the Teachers' Retirement Systemoofidiana, or TRSL, is pending in federal distriotid in
Colorado. This action was filed on or about Mar€h3004. TRSL alleges, among other things, thagridnts issued false and
misleading financial reports about QCII. TRSL alegompensatory damages of approximately $23 milliRSL seeks
compensatory and punitive damages, interest, enstattorneys' fees.

. NYC Funds actior An action by a number of New York City pensiorastirement funds, or NYC Funds, is pending irefed
district court in Colorado. This action was filed September 22, 2004. NYC Funds allege, among tiiregs, that defendants
created a false perception of QCII's revenues aodth prospects and that their losses from investsi@ QCII securities are
excess of $300 million. NYC Funds seek, among dffiegs, compensatory and punitive damages, résniss rescissionary
damages, pre-judgment interest, attorneys' feesasid.

KPNQwest Litigation

A putative class action is pending in thdefral district court for the Southern DistrictNégw York against QCII, certain of its former
executives who were also on the supervisory bobkPdQwest (in which QCIl was a major shareholdand others. This lawsuit was
initially filed on October 4, 2002 against Willentkermans, the former Executive Vice President ani@¢fd-inancial Officer of KPNQwest.
The second amended complaint alleges, on beha#rtdin purchasers of KPNQwest securities, thagrepother things, defendants engage
a fraudulent scheme and deceptive course of bissinesder to inflate KPNQwest revenue and the #@KPNQwest securities. Plaintiffs
seek compensatory damages and/or rescission agpajppe against defendants, as well as an awagpthoftiffs’ attorneys' fees and costs.

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendsglkges, among other things, that the defendaaolated state and federal securities laws
and breached their fiduciary duty in connectiorhititvestments by plaintiffs in securities of KPNQ@wueQCll is a defendant in this lawsuit
along with Qwest B.V., Joseph Nacchio, QCIlI's forf@aairman and Chief Executive Officer, and JohrMdster, the former President and
Chief Executive Officer of KPNQwest. Plaintiffs alato have lost approximately $10 million in thagivestments in KPNQwest.

On June 25, 2004, J.C. van Apeldoorn afd Eeijer, in their capacities as trustees in thedh bankruptcy proceeding for KPNQwest,
filed a complaint in federal district court for tBestrict of New Jersey alleging violations of tRacketeer Influenced and Corrupt Organiza!
Act, and breach of
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fiduciary duty and mismanagement under Dutch la®@II@ a defendant in this lawsuit along with Jdséacchio, Robert S. Woodruff,
Qwest's former Chief Financial Officer, and JohnMéster. Plaintiffs allege, among other things, thefendants' actions were a cause of the
bankruptcy of KPNQwest and the bankruptcy defiEikKBNQwest was in excess of $3 billion. Plaintifisek compensatory and punitive
damages, as well as an award of plaintiffs' atigshees and costs.

The three KPNQwest litigation matters dimdt above and the KPNQwest matter described ie Nét—Subsequent Events are in
preliminary phases and QCII continues to defendnsgthe three filed cases vigorously and will \ikee defend against the fourth matter if
filed. QCII has not yet conducted discovery onmiffis' possible recoverable damages and othevaatassues. Thus, QCIl is unable at this
time to estimate reasonably a range of loss thvbitld incur if the plaintiffs in one or more ofebe matters were to prevail. Any settlement or
judgment in certain of these matters could be fiant, and QCII can give no assurance that it halve the resources available to pay any
judgment. In the event of an adverse outcome itaiteof these matters, QCII's financial conditiowd ats ability to meet its debt obligatio
could be materially and adversely affected. As allytowned subsidiary of QCII, our business openadiand financial condition would be
similarly affected.

Regulatory Matters

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

. Minnesota. On February 14, 2002, the Minnesota Departme@ashmerce filed a formal complaint against us it
Minnesota Public Utilities Commission. On NovembeR002, the Minnesota Commission issued a writteler finding against
us. The Minnesota Commission's final, written decisvas issued on May 21, 2003 and would requperalty payment to the
state of approximately $26 million and paymentsafier credits of approximately $18 million. O&t§18 million, about
$3 million has been released by the carriers irkhgicy proceedings. The Minnesota CommissiongHreers and Qwest each
appealed portions of the decision to the fedewttidt court in Minnesota, and the district coypheld the penalty and vacated
the carrier credits. The Minnesota Commission ctreiers and Qwest each have appealed to the E@jhthit Court of Appeal:

. Colorado. On April 15, 2004, Qwest and the Office of Consur@ounsel for Colorado entered into a settlenwritject to
Colorado Commission approval, that would requiree@wo pay $7.5 million in contributions to stee&etommunications
programs and that offers CLECs credits that coofial approximately $9 million. The administrativ judge recommended
rejection of the settlement and the initiation aff@w cause docket against Qwest. The administrédiv judge's
recommendation will come before the Commission ations for reconsideration.

. New Mexico. On April 29, 2004, the New Mexico Staff recommedgenalties totaling $5.05 million. New Mexico GL&
have also requested carrier credits. In Decembe4,20CII,
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the Staff, the New Mexico Attorney General and py&tECs entered into and filed for approval a settnt that would resolve
all claims for penalties and credits for a totaypant of $3.5 million. On January 26, 2005, the eudsirative law judge certifie
and recommended approval of the proposed settleif®se update at Note 17—Subsequent Events)

. Washington. On November 9, 2004, Qwest and the Staff of tleshhgton Commission entered into a settlementruntizh
Qwest agreed to pay a penalty of $7.8 million. Batlement does not require Qwest to provide aegits to CLECs. On
February 28, 2005, the Washington Commission editeneorder approving the settlement and closingltoket.

. Oregon. Oregon is considering a stipulation between Qwadtthe Oregon Staff for the payment of a pera&igpproximately
$1 million.

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

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

Other Matters

In January 2001, an amended class actiomplaint was filed in Denver District Court agaif®CIl, certain former officers and certain
current and former directors on behalf of stockboddbf U S WEST. The complaint alleges that QCH aaluty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2BG0ntiffs further claim that the defendants mipted to avoid paying the dividend by
changing the record date from June 30, 2000 to 2000, a claim QCII denies. Plaintiffs seek dgas of approximately $272 million plus
interest, a constructive trust upon QCII's assethé amount of the dividend, costs, and attorrfegs on behalf of the class which was certi
by the court on January 31, 2005.

Several putative class actions relatinth&oinstallation of fiber optic cable in certaights-of-way were filed on various dates in various
courts against QCII on behalf of landowners in foatia, Colorado, Georgia, lllinois, Indiana, Kaashouisiana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsI&he complaints challenge QCII's right to instalfiber optic cable in railroad rights-
of-way and, in Colorado, lllinois and Texas, alsaltenge QCII's right to install fiber optic caliteutility and pipeline rights-of-way. The
complaints allege that the railroads, utilities @fgkline companies own a limited property rightwedy that did not include the right to permit
QCII to install QCII's fiber optic cable in the hgof-way without their consent. The Indiana actmmports to be on behalf of a national class
of landowners adjacent to railroad rights-of-wagwowhich QCII's network passes. The California,dCadlo, Georgia, Kansas, Louisiana,
Mississippi, Missouri, North Carolina, Oregon, So@arolina, Tennessee and Texas actions purpbg tm behalf of a class of such
landowners in those states, respectively. Theoillirmction purports to be on behalf of landownelja@ent to railroad rights-of-way over which
QCIlI's network passes in lllinois, lowa, Kentuckjichigan, Minnesota, Nebraska, Ohio and WisconBive complaints seek damages on
theories of trespass and unjust enrichment, asasglunitive damages. District court approval of a

F-62




proposed nationwide settlement of all these matetsept those in Louisiana) was vacated by the®évCircuit Court of Appeals in
October 2004. This ruling is subject to discretiyneview by the Supreme Court of the United States

On January 20, 2004, QCII filed a complainthe District Court for the City and County oébver against KMC Telecom LLC and
several of its related parent or subsidiary comgm(gollectively, "KMC"). Subsequently, QCII fileth amended complaint to name additional
defendants, including General Electric Capital @oation ("GECC"), one of KMC's lenders, and GECI€dia complaint in intervention. QCII
is seeking a declaration that a series of agreesweith KMC and its lenders are not effective beeatmnditions precedent were not satisfied
and to recoup other damages and attorneys' feesostal These agreements would obligate QCII togpagt incremental amount of
approximately $105 million if determined to be efiee. GECC and KMC have asserted counterclaimgdataratory judgment and
anticipatory breach of contract. GECC and KMC saeleclaration that the relevant agreements arfféoteand claim monetary damages for
anticipatory breach of the agreements and thairregys' fees and costs.

The Internal Revenue Service, or IRS, pseploa tax adjustment for tax years 1994 througlt.188e principal issue involves QCII's
allocation of costs between long-term contracté witstomers for the installation of conduit or filoptic cable and additional conduit or fiber
optic cable retained by QCII. The IRS disputes @Clllocation of the costs between it and thirdipar Similar claims have been asserted
against QCII with respect to the 1997 to 1998 #ed1i998 to 2001 audit periods. The 1994-1996 cigiourrently being litigated in the Tax
Court and QCII does not believe the IRS will becassful although the ultimate outcome is uncerfdi@Cll were to lose this issue for the tax
years 1994 through 1998, QCII estimates that itld/bave to pay $57 million plus interest pursuantaix sharing agreements with 1
Anschutz Company relating to those time periods.

In 2004, QCII recorded income tax experfs&l®8 million related to a change in the expedieing of deductions related to its tax
strategy, referred to as the Contested Liabilitgéderation Strategy ("CLAS"), which it implement@d2000. CLAS is a strategy that sets a
assets to provide for the satisfaction of assdiabilities associated with litigation in a tax iefent manner. CLAS accelerated deductions for
contested liabilities by placing assets for potdriiigation liabilities out of the control of theompany and into trusts managed by a third party
trustee. In July 2004, QCII was formally notifiegd the IRS that it was contesting the CLAS tax siggit Also in July 2004, in connection with
the preparation of its financial statements forftheal quarter ended June 30, 2004, and as a &sallseries of notices on CLAS strategies
issued by the IRS and the receipt of legal adviite mrespect thereto, QCII adjusted its accountmg3LAS as required by SFAS No. 109. The
change in expected timing of deductions causedemease in QCII's liability for uncertain tax pasits and a corresponding increase in its net
operating loss carry forwards ("NOLs"). Because Q€hot currently forecasting future taxable in@sufficient to realize the benefits of this
increase in its NOLs it recorded an increase inatsation allowance on deferred tax assets adresjby SFAS No. 109. Additionally, in
September 2004 the IRS proposed a penalty of $8iomon this strategy. QCII believes that the irsjion of a penalty is not appropriate as it
acted in good faith in implementing this tax stggtén reliance on two contemporaneous tax opinams adequately disclosed this transaction
to the IRS in its initial and subsequent tax resu@CII intends to vigorously defend its positiantbis and other tax matters.
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Note 17: Subsequent Events

On January 20, 2005, Citibank, N.A., Deh&sBank AG London, ABN AMRO Bank N.V. and otherdified QCII of their intent to file a
complaint in the District Court for the City and @dy of Denver, State of Colorado, that would atlegmong other things, fraud,
misrepresentation, breach of fiduciary duty andtesl aiding and abetting claims, in connection withorigination of a credit facility and
subsequent borrowings made by KPNQwest of appraei;n&300 million under that facility. They havelinated that QCII would be a
defendant in this threatened lawsuit along wittepbsNacchio, John McMaster, Drake Tempest, QQilsér General Counsel, and other
former employees of QCII or KPNQwest. Plaintiffsseandicated their intention to seek compensatamalges (including interest), statutory
and punitive damages and an award of plaintifieragys' fees and costs.

The New Mexico state regulatory commissgooonducting a proceeding to investigate whetheave in compliance with or are likely to
meet a commitment that we made in 2001 to invesbimmunications infrastructure in New Mexico throbugarch of 2006 pursuant to an
Alternative Form of Regulation ("AFOR"). Multipleapties filed comments in that proceeding and valipargue that we should be subject
range of requirements including an escrow accaamtdpital spending, new investment obligationsl @mstomer credits or price reductions.
On March 8, 2005, the Commission ruled orally assied informal "Decision Points." The Commissios hat yet issued a formal written
order.

The Commission's Decision Points state @haest's level of investment is significantly beldsvobligation and the trend in investment
expenditures strongly suggests that there will beagor shortfall at the end of the AFOR period gslthe Commission addresses the matter.
The Decision Points also state that Qwest musisin¥@38 million over the life of the AFOR plan, aih@west fails to satisfy its commitment
the shortfall must be credited or refunded to Qseststomers. The Commission will be opening anreefment docket to consider, among
other things, Qwest's reports of its investmentswahether and when to extend credits to Qwest®mess. Qwest will continue to vigorously
defend this action, including the Commission's eatibns regarding customer credits or refunds; vewehis action could result in awards
and damages that could be significant.
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Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

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

2004

Operating revenu $ 2617 $ 2,56/ $ 256 $ 259C $ 10,33
Operating incomi 624 487 587 617 2,31t
Income before cumulative effect of change in actiogn

principle 258 19¢ 274 26€ 991
Net income 25¢ 19¢ 274 26€ 991
2003

Operating revenu $ 2,751 % 2,707 % 2,71C % 2,631 $ 10,81
Operating incom 68¢ 581 57¢ 46¢ 2,31%
Income before cumulative effect of change in actiogn

principle 304 24¢ 86 19¢ 831
Net income 52: 24¢ 86 19¢ 1,05(

Second Quarter 2004
Includes a charge of $33 million for restructurimet of taxes.

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

Third Quarter 2003
Includes loss from discontinued operations of $diflion net of taxes.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of February 28, 2005, excephéide 17, as to which the date is March 30, 20@5reported on the consolidated balance sl
of Qwest Corporation and subsidiaries as of Dece@be2004 and 2003, and the related consoliddtedreents of operations, stockholder's
equity, and cash flows for each of the years inthineeyear period ended December 31, 2004, as contaieraihh In connection with our auc
of the aforementioned consolidated financial statets; we also audited the related consolidateahimhstatement schedule, Schedule 11—
Valuation and Qualifying Accounts. This financigtement schedule is the responsibility of the Camyfs management. Our responsibility is
to express an opinion on this financial statemehedule based on our audit.

In our opinion, such financial statemeritestule, when considered in relation to the basirsatidated financial statements taken as a
whole, presents fairly, in all material respedtg, information set forth therein.

KPMG LLP

Denver, Colorado
February 28, 200
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QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Balance at

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

*

The 2003 and 2002 figures on the table above hegr hdjusted to reflect the discontinuance of dteless operations.
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PROSPECTUS

$1,150,000,000

Qwest Corporation
Exchange Offer for All Outstanding

7.625% Notes due 2015
(CUSIP Nos. 74913GAH8 and U7490RAED9)
for new
7.625% Notes due 2015
that have been registered under the Securities Actf 1933

and

Floating Rate Notes due 2013
(CUSIP Nos. 74913GAL9 and U7490RAF6)
for new
Floating Rate Notes due 2013
that have been registered under the Securities Actf 1933

December 30, 2005







