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Glossary of Terms

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

. Access LinesTelephone lines reaching from the customer's {@&sto a connection with the public switched tetee
network. When we refer to our access lines we nadlaour consumer, wholesale and business access limcluding those us
by us and our affiliates.

. Asynchronous Transfer Mode (ATM)broadband, network transport service that praviaéast, efficient way to move large
guantities of information.

. Competitive Local Exchange Carriers (CLECBglecommunications providers that compete withnysroviding local voice
services in our local service area.

. Customer Premises Equipment (CPHEElecommunications equipment sold to a customsrally in connection with our
providing telecommunications services to that cuso

. Dedicated Internet Access (DIAInternet access ranging from 128 kilobits pepsédo 2.4 gigabits per second.

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

. Frame Relay A switching technology that allows data to traweindividual packets of variable length.

. Incumbent Local Exchange Carrier (ILE@).traditional telecommunications provider, suchasest Corporation, that, prior

to the Telecommunications Act of 1996, had exclasight and responsibility for providing local tetenmunications services
in its local service area.

. Integrated Services Digital Network (ISDM)telecommunications standard that uses digitalstréission technology to supp
voice, video and data communications applicatiores cegular telephone lines.

. Interexchange Carriers (IXCsJelecommunications providers that provide lahigtance services to end users by handling
that are made from a phone exchange in one LAT#ntexchange in another LATA or between exchangdsma LATA.

. InterLATA long-distance service3elecommunications services that cross LATA bauied and "800" services.

. Internet Dial AccessProvides ISPs and business customers with a compsete, reliable and cost-effective dial-up network
infrastructure.

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

. Internet Service Providers (ISP8usinesses that provide Internet access to ratsibmers.

. IntraLATA long-distance service§ hese services include calls that terminate dataicaller's local calling area but within tl

LATA and wide area telecommunications service @0'8services for customers with highly concentratethand.

. Local Access Transport Area (LATA) geographical area in which telecommunications/jol@rs may offer services. There
163 LATAs in the United States and 27 in our lesmlvice area.
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Local Calling AreaA geographical area, usually smaller than a LATAhim which a customer can make telephone ¢
without incurring long-distance charges. Multipbe#l calling areas make up a LATA.

Private Lines Direct circuits or channels specifically dedichte the use of an engser organization for the purpose of dire
connecting two or more sites.

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

Unbundled Network Elements (UNEB)screte elements of our network that are solceaséd to competitive
telecommunications providers.

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

Voice over Internet Protocol (VolPAn application that provides real-time, two-way a@icapability originating in the Internet
protocol over a broadband connection.

Web HostingThe providing of space, power and bandwidth in dataters for hosting of customers' Internet equitme
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PART I—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

QWEST CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN MILLIONS)

(UNAUDITED)
Three Months Six Months
Ended Ended
June 30, June 30,
2004 2003 2004 2003
Operating revenue $ 233 $ 2521 $ 4727 $ 5,11
Operating revenu—affiliates 22¢€ 18¢€ 45E 351
Total operating revenut 2,56¢ 2,701 5,182 5,46
Operating expense
Cost of sales (exclusive of depreciation and amatitin detailed
below) 54¢ b4¢ 1,07¢ 1,08¢
Cost of sale—affiliates 101 11z 17C 201
Selling, general and administrati 34¢ 427 79¢ 887
Selling, general and administrat—affiliates 327 34z 603 627
Depreciatior 584 601 1,15¢ 1,20¢
Impairment charg 19 — 19 —
Intangible assets amortizati 95 84 187 164
Restructuring, and other char¢ 54 11 56 23
Total operating expens 2,07 2,12¢ 4,071 4,194
Operating incom: 487 581 1,111 1,26¢
Other expense (income
Interest expen—net 14¢€ 13¢ 294 27€
Other incom—net 5) (6) 9 0
Total other expen—net 141 13z 28t 27€
Income before income taxes, discontinued operatmadscumulative
effect of change in accounting princij 34¢€ 44¢ 82¢ 99:¢
Income tax expens 13¢€ 17C 322 37¢
Income from continuing operatiol 21C 27¢ 504 614
Loss from discontinued operations, net of taxe$791$19, $34 and $40,
respectively 12 30 53 62
Income before cumulative effect of change in actiogrprinciple 19¢ 24¢ 451 552
Cumulative effect of change in accounting principlet of taxes of $0,
$0, $0, and $139, respective — — — 21¢
Net income $ 196 % 248 $ 451 $ 771

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(DOLLARS IN MILLIONS)

(UNAUDITED)
June 30, December 31,
2004 2003
ASSETS
Current asset:
Cash and cash equivalel $ 455 $ 921
Accounts receivab—net 1,211 1,32
Accounts receivab—affiliates 95 12¢€
Deferred income taxe 162 154
Prepaid and other assi 28¢ 31c
Assets associated with discontinued operat — 357
Total current asse 2,20¢ 3,19¢
Property, plant and equipm—net 15,92 16,42(
Intangible asse—net 904 97€
Other asset 1,34(C 1,347
Total asset $ 20,377 $ 21,937

LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:

Current borrowing: $ 77 % 881
Accounts payabl 43: 55E
Accounts payab—affiliates 511 591
Dividends payab—QSC 69¢€ 19¢
Accrued expenses and other current liabili 853 95¢€
Liabilities associated with discontinued operati — 2,13¢
Deferred revenue and advanced billi 552 54¢
Total current liabilities 3,81¢ 5,86¢
Long-term borrowings (net of unamortized debt disgcf $153 million and
$157 million, respective—see Note 4 6,817 6,87
Pos-retirement and other p-employment benefit obligatior 2,82¢ 2,77¢
Deferred income taxe 2,57 2,661
Other lon¢-term liabilities 55€ 68¢
Total liabilities 16,59: 18,86(

Commitments and contingencies (Note
Stockholder's equity

Common stoc—one share without par, owned by Q 10,13¢ 8,23¢
Note receivabl—affiliate (27) (28¢€)
Accumulated defici (6,329 (4,877
Total stockholder's equit 3,78¢ 3,073
Total liabilities and stockholder's equ $ 20,377 % 21,93;

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

(UNAUDITED)

Six Months Ended

June 30,
2004 2003
OPERATING ACTIVITIES
Net income $ 451 3% 771
Adjustments to net incom
Loss from discontinued operations, net of taxeB34f and $40, respective 53 62
Depreciation and amortizatic 1,34¢ 1,367
Provision for bad deb 3 64
Cumulative effect of change in accounting princ—net — (219
Impairment charg 19 —
Deferred income taxe (98) 144
Income tax benefit distributed to Q¢ (32 (83
Other nor-cash item: 9 7
Changes in operating assets and liabilit
Accounts receivabl 182 162
Accounts receivab—affiliate 72 14z
Prepaid and other current ass 27 15
Prepaid income tax—QSC — 23t
Accounts payable, accrued expenses and other tligkifities (219) (12)
Accounts payab—affiliate (20 16€
Deferred revenue and advance hillit (221) (82
Other lon¢-term assets and liabilitie (26) (11)
Cash provided by operating activiti 1,64¢ 2,72¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipn (807) (73¢)
Other 13 (©)]
Cash used for investing activiti (799) (741)
FINANCING ACTIVITIES
Collection on note receivat—affiliate 26t —
Repayments of current portion of lc-term borrowings (17€) (1,220
Proceeds from lor—term borrowings — 1,72¢
Dividends paid to QSt (1,410 (980
Equity Infusion from QS( 2,18t —
Payment of current borrowin—affiliate by Qwest Wireles (2,185 —
Debt issuance cos — (35)
Cash used for financing activiti (1,32 (50€)
CASH AND CASH EQUIVALENTS
(Decrease) increase in ce (469 1,482
Net cash generated by discontinued operai 1 1
Beginning balanc 921 227
Ending balanc: $ 45¢ % 1,71C

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
THREE AND SIX MONTHS ENDED JUNE 30, 2004

(UNAUDITED)

Unless the context requires otherwise, referencakis report to "Qwest," "we," "us," the "Compararid "our" refer to Qwest
Corporation and its consolidated subsidiaries, aaférences to "QCII" refer to our ultimate paremngpany, Qwest Communications
International Inc., and its consolidated subsidési

Note 1: Basis of Presentation

The condensed consolidated financial statgésare unaudited. We prepared these condensedlidared financial statements in
accordance with the instructions for Form 10-Qcampliance with those instructions, certain infotima and footnote disclosures normally
included in consolidated financial statements preghén accordance with generally accepted accogmtiiciples in the United States of
America ("GAAP") have been condensed or omitted.

We made certain reclassifications to pbalances to conform to the current presentatioadtition, certain receivables and liabilities
that were netted together in our previous presematve been presented on a gross basis. Thésmetds include all the adjustments
necessary to fairly present our condensed congetidasults of operations, financial position aadicflows as of June 30, 2004 and for all
periods presented. These condensed consolidatattfal statements should be read in conjunctioh thi¢ audited consolidated financial
statements included in our annual report on ForAx I6r the year ended December 31, 2003. The caatbnonsolidated results of
operations for the three and six-month periods éddee 30, 2004 and the condensed consolidatedrstat of cash flows for the six-month
period ended June 30, 2004 are not necessarilyatidé of the results or cash flows expected ferftiil year.

Until May 1, 2004, we provided wirelesswsees through our wholly owned subsidiary, Qwestaliss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest g to an affiliate. As a consequence, we no lohgee wireless operations, and the
results of Qwest Wireless are included in loss fdistontinued operations in our condensed condelidstatements of operations. See N¢
for additional information on the results of Qw®éireless.

Pension Plan Benéefit:

Our employees participate in the QCII pendienefit plans. In December 2003, the Medicaesdé?iption Drug, Improvement and
Modernization Act of 2003, or the Medicare Act, e law in the United States. The Medicare Acbuhtices a prescription drug benefit
under Medicare as well as a federal subsidy to spsrof retiree health care benefit plans thatigea benefit that is at least actuarially
equivalent to the Medicare benefit. In accordanith #inancial Accounting Standards Board, or FASEff Position Nos. 106-1 and 106-2,
"Accounting and Disclosure Requirements RelatetthédViedicare Prescription Drug, Improvement and &tadation Act of 2003," we
elected to defer recognition of the effects of Medicare Act in any measures of our benefit oblagrabr costs until adoption of the final
authoritative guidance on accounting for the Medicact is required in the third quarter of 2004. &dadopted, the accounting guidance
could require us to change previously reportedrinfdion.

Stock Base-Compensation

Some of our employees participate in QGlkgk option plans. These plans are accountedsiog the intrinsic-value method allowed
under Accounting Principles Board Opinion No. 25tAunting for Stock Issued to Employees," ("APB R") under which no
compensation expense is recognized for QCII's pptgranted to employees when the exercise priteosE options equals or

8




exceeds the value of the underlying security omibasurement date. Any excess of the stock pritkeomeasurement date over the exercise
price is recorded as deferred compensation andtem@wover the service period during which the lstogtion award vests using the
accelerated method described in Financial Accogriitandards Board ("FASB") Interpretation No. 2&¢tAunting for Stock Appreciation
Rights and Other Variable Stock Option or AwardiBla QCII allocates to us, through a contribution;, share of the deferred compensation
expense described herein based on options granted.

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

Three Months Ended Six Months Ended
June 30, June 30,

2004 2003 2004 2003

(Dollars in millions)

Net income!
As reportec $ 196 $ 24t $ 451 $ 771
Add: Stock-option-based employee compensation esgertiuded in
reported net income, net of related tax effi @ 1 2) 1

Deduct: Total stock-option-based employee compansakpense
determined under fair-value-based method for aliraw, net of related tax
effects (5) (6) (10 (15

Pro forma $ 192 $ 24 $ 44C $ 757

The pro forma amounts reflected above nwye representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thless is not known and the assumptions usedi¢ordime the fair value can vary
significantly.

Recently adopted accounting pronouncements and clative effect of adoption

On January 1, 2003, we adopted SFAS No, "B ounting for Asset Retirement Obligations" F/SS No. 143") which addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdiassets and the associated asset
retirement costs, generally referred to as asietmeent obligations. SFAS No. 143 requires ertitrecord the fair value of a legal liability
for an asset retirement obligation required toditles] under law or written or oral contract. ifemsonable estimate of fair value can be made
the fair value of the liability shall be recognizedhe period it is incurred, or if not, in therjmel a reasonable estimate of fair value can be
made. This cost is initially capitalized and themoatized over the estimated remaining useful liféhe asset. We determined that we have
legal asset retirement obligations associated thi#gtremoval of a limited group of long-lived assatsl recorded a cumulative effect of a
change in accounting principle charge upon adomfd®FAS No. 143 of $7 million (an asset retiremelligation of $12 million net of an
incremental adjustment to the historical cost eftinderlying assets of $5 million) as of JanuargQD3.

Prior to the adoption of SFAS No. 143, weluded in our group depreciation rates estimagtdemoval costs (removal costs less
salvage). These costs have historically been tefiieio the calculation of depreciation expensetaadefore recognized in accumulated
depreciation. When the assets were actually resinelremoval costs were expended, the net remogts were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding

precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we




reversed the net removal costs within accumulagguietiation for those fixed assets where the reirmmsts exceeded the estimated salvage
value and we did not have a legal removal obligntidchis resulted in income from the cumulative effef a change in accounting principle
$365 million before taxes upon adoption of SFAS M8 on January 1, 2003. The net income impadie&toption for the six months enc
June 30, 2003 is $219 million ($365 million less #¥ million charge disclosed above, net of incoaxes of $139 million). Beginning
January 1, 2003, the net costs of removal relat¢dese assets are being charged to our consaliditement of operations in the period in
which the costs are incurred.

We adopted the provisions of FASB Interatien No. 46 (revised December 2003), "ConsoligatibVariable Interest Entities" ("FIN
46R") in the first quarter of 2004. The adoptiorill No. 46R did not have a material impact on us.

Note 2: Transfer of Qwest Wireless Operations

On April 30, 2004, our direct parent, Qw8stvice Corporation ("QSC"), made capital contiidms of $2.185 billion to us. We, in turn,
made capital contributions of the same amount@uest Wireless, which used these proceeds to sulahapay down its $2.185 billion in
outstanding borrowings which were due to QSC.

On May 1, 2004, we transferred ownershipwfsubsidiary, Qwest Wireless LLC, which wasehéty through which we held our
wireless assets and conducted our wireless opesgafide transfer was made in the form of a dividenQSC, our direct parent, and, as a
result, no consideration was exchanged. Due tdthisfer, we no longer have wireless operationg,the results of Qwest Wireless
operations are presented as discontinued operatighsese financial statements. Qwest Wirelesshages services from Qwest Corporation
that previously were eliminated in our consolidati®hese revenues will not be eliminated in theriand are shown below as "Qwest
revenue from wireless operations."

The following table presents the summariz=iilts of operations related to our discontinoerations for the three and six months
ended June 30, 2004 and 2003:

Three Months Ended Six Months Ended
June 30, June 30,

2004 2003 2004 2003

(Dollars in millions)

Wireless revenu $ 42 $ 152 $ 168 $  30¢€
Qwest revenue from wireless operatis (20 (38) (43 (73)
Net revenue 32 11t 12t 23¢
Costs and expense
Costs of service 19 63 64 121
Selling, general and administrati 18 45 88 10€
Depreciation and amortizatic 1 18 7 33
Loss from operation (6) (11) (34) (27)
Other expens (13 (38) (53 (75)
Loss before income tax (19 (49 (87) (102)
Income tax benef 7 19 34 40
Loss from discontinued operatio $ (122 @O $ (B3 $ (62

The following table presents the assetsliabdities associated with our discontinued opierss, related to our transfer of ownership of
Qwest Wireless to an affiliate, as of June 30, 280d
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December 31, 2003. No figures are included inttiide for June 30, 2004, as ownership of Qwest Méseoperations was transferred on
May 1, 2004.

June 30, December 31,
2004 2003

(Dollars in millions)

Current transferred asst $ — 8 9
Deferred income taxe — 14¢€
Property, plant and equipment, | — 36
Other asset — 16€

Total assets associated with discontinued opers $ — 3 357

Current borrowing-affiliates $ $ 2,11¢

Current portion of liabilities associated with distinued

operations — 27

Other lon¢-term liabilities — (12)
Total liabilities associated with discontinued cggms $ — 3 2,13¢

Current borrowings-affiliates representrstterm borrowings by Qwest Wireless on unsecuirggk| of credit from related parties. As
noted above, on April 30, 2004 Qwest Wireless pé#idts $2.185 billion in outstanding borrowingsthat date.

Note 3: Impairment Charges

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

In accordance with SFAS No. 144, the edtwahdair value of the impaired assets becomesehebasis for accounting purposes. As
such, approximately $119 million in accumulatedréefation was eliminated in connection with theaating for the impairments. The
impact of the impairments is expected to reducedepreciation and amortization expense by appraeiiy&4 million in fiscal 2004 and
approximately $8 million in subsequent fiscal years
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Note 4: Borrowings

As of June 30, 2004 and December 31, 2003borrowings consisted of the following:

June 30, December 31,
2004 2003

(Dollars in millions)

Current borrowings

Current portion of lon-term borrowings $ 76€ $ 867
Current portion of capital lease obligations arttko 7 14
Total current borrowing $ 772 $ 881

| .|
Long-term borrowings
Notes with various rates ranging from 5.50% to 9%2

including LIBOR* plus 4.75%, with maturities fron0@4 to 204. $ 7,73¢ $ 7,88
Unamortized discount and ot (159) (1579)
Capital lease obligations and ot 7 25
Less: current portio (779) (881)

Total lon¢-term borrowings $ 6811 $ 6,87¢

* London Inter bank offering rate

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

Note 5: Restructuring Charges

The restructuring reserve balances discuissw are included in our condensed consolidagdaince sheets in the category of accrued
expenses and other current liabilities for the entrportion and other long-term liabilities for #omg-term portion. As of June 30, 2004 and
December 31, 2003, the amounts included as cuiaduiifties are $88 million and $58 million and theng-term portions are $11 million and
$14 million, respectively. Charges to earningssieverance benefits have been recognized in acardeth provisions of SFAS No. 112,
"Employer's Accounting for Post employment Benéfitsd SFAS No. 88, "Employers' Accounting for Sattents and Curtailments of
Defined Benefit Pension Plans and for Terminatiemé&its", and consisted primarily of cash severamadical benefits, outplacement,
payroll taxes and other benefits pursuant to éstadd severance policies. Costs to exit leasecatipgrfacilities have been charged to
earnings in accordance with SFAS No. 146, "Accagntor Costs Associated with Exit or Disposal Atttes."

2004 Activities
An analysis of activity associated with thewv and existing restructuring plans is as follows

2004 2003 2002 and Prior
Restructuring Plan Restructuring Plan Restructuring Plan Totals

(Dollars in millions)

Balance December 31, 20C $ — % 51 $ 21 % 72
Provision 57 — — 57
Utilization 2 (25) @) (29
Reversa — D — (D]

Balance June 30, 200 $ 55 % 25 % 19 $ 99




During the six months ended June 30, 20@4,as part of our parent's restructuring, idegdifipecific employee reductions in various
functional areas to balance our workload with bestndemands. As a result, we established a seeares®rve and recorded a charge to our
condensed consolidated statement of operationSoh#llion for severance benefits pursuant to distbd severance policies. Through
June 30, 2004, approximately 500 of the 1,700 mdremployee reductions had been completed. Sevepayments generally extend from
two to twelve months. The remaining reductionseaqgected to occur over the next twelve months. UginaJune 30, 2004 we had utilized
$2 million of the 2004 restructuring reserves feverance payments.

As of June 30, 2004, 1,500 of the 1,600ipdal employee reductions under the 2003 restragtypian had been completed. During the
six months ended June 30, 2004, $25 million ofréstructuring reserve was used mainly for severpagenents, and $1 million of the
reserve was reversed.

In prior periods, as a part of the 2002 pndr restructuring plans, we permanently abanddtieleased facilities with lease terms up to
five years. We utilized $2 million of the previoygstablished restructuring provisions during tikenonths ended June 30, 2004 mainly for
real estate payments and exit costs associatedemtiinated leases. We expect the balance of #ewe to be utilized primarily to pay
remaining severance and remaining lease payments.

Note 6: Contributions to QCII Segments and Revenunformation

Our operations are integrated into andoaré of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for QCII makes resource allocation decigand assessments of financial performance fardhsolidated group based on
wireline, wireless and other segmentation. For mimi@mation about QCII's reporting segments, s€#'Q annual report on Form 10-K for
the year ended December 31, 2003. Our businessmdass to the segments reported by QCII, but tlidl @ODM reviews our financial
information only in connection with this filing. @sequently, we do not provide discrete financiédrimation for QC to a CODM on a regu
basis.

Due to the May 1, 2004 transfer of our Wss operations to one of our affiliates, we n@karinclude wireless revenue and expenses in
our continuing operations. Wireless revenue aneege are included in our discontinued operatioes.Nbte 2—Transfer of Qwest Wireless
Operations. Following the transfer of the wireleperations, essentially all of our operations dbaote to QCII's wireline services segment.
As such, we will no longer report our contributimnQCII's segments as this information does ndedihaterially from our consolidated
statements of operations. We will, however, corgitmprovide the following enterprise-wide informoaton revenues from external
customers for each group of similar products amdices.

Three Months Ended June 30, Six Months Ended June 30,

2004 2003 2004 2003

Voice service: $ 1,798 $ 1,98 $ 3,645 $ 4,02i
Data and Internet servic 541 534 1,07< 1,07¢
Other service 2 2 9 9
Total operating revent $ 233 % 2,521 $ 4,727 $ 5,117

Voice services revenue includes local veiervices, IntraLATA long-distance voice servicad access services. Local voice services
revenue includes revenue from basic local exchargéces, switching services, custom calling fezgpuenhanced voice services, operator
services, collocation services and CPE. Local ve@wices revenue also includes revenue from thréigion of, on a wholesale basis, netw
transport, billing services and access to our loeaivork. IntraLATA long-distance voice servicesarue includes revenue from IntraLATA
long-distance services within our local serviceaaccess services revenue includes fees chargmti¢o long-distance providers to connect
to our network.
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Data and Internet services revenue incluid¢s services (such as traditional private limgmlesale private lines, frame relay, integrated
services digital network, asynchronous transfer enmad related CPE) and Internet services (suctSas Dternet dial access and related
CPE).

Other services revenue is predominateliwddrfrom the sublease of some of our unused stateassets, such as space in our office
buildings, warehouses and other properties.

Note 7: Commitments and Contingencies

Throughout this section, when we refer tha@s action as "putative"” it is because a classoleen alleged, but not certified in that matter.
Until and unless a class has been certified by thet, it has not been established that the nanadtiffs represent the class of plaintiffs they
purport to represent. When we refer to a derivadistion as "purported,” it is because the plaiwtiféges that he or it has brought the claim on
our behalf and the court has not yet ruled thattdmplaint meets the requirements for a propewndsvie case.

Legal Proceedings Involving Qwe
Securities Action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahi Robin R. Szeliga on behalf of purchasers ofl®6iock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thitigg QCII and the individual
defendants issued false and misleading statemedtsrayaged in improper accounting practices inraaccomplish QCII's June 30, 2000
acquisition of U S WEST, Inc., or the Merger, tokm®&CIl appear successful and to inflate the vafu@ClI's stock. The complaint asserts
claims under sections 11, 12, 15 and 17 of the @&=uAct. The complaint seeks unspecified moneti@mages, disgorgement of illegal
gains and other relief. On July 31, 2002, the dddets removed this state court action to fedesdfidi court in Colorado and subsequently
moved to consolidate this action with the consaédasecurities action identified below. The pldfathave moved to remand the lawsuit back
to state court. Defendants have opposed that matibich is pending before the court.

Regulatory Matters

On February 14, 2002, the Minnesota Depantrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission, or the Minnesota Commission, alleghag e, in contravention of federal and state faifled to file interconnection
agreements with the Minnesota Commission relatingettain of our wholesale customers, and therdbgedly discriminated against other
CLECs. On November 1, 2002, the Minnesota Commmsisisued a written order adopting in full a propdsaan administrative law judge
that we committed 26 individual violations of fedelaw by failing to file, as required under sent®62 of the Telecommunications Act, 26
distinct provisions found in 12 separate agreemwittsindividual CLECs for regulated services infivliesota. The order also found that we
agreed to provide and did provide to McLeodUSA, boed Eschelon Telecom, Inc. discounts on regulatealesale services of up to 10%
that were not made available to other CLECs, thewstiawfully discriminating against them. The ordeund we also violated state law, that
the harm caused by our conduct extended to botormass and competitors, and that the damages tcCSbuld amount to several million
dollars for Minnesota alone.
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On February 28, 2003, the Minnesota Comnisissued its initial written decision imposingdis and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llinh and ordered us to:

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

. grant all CLECs other than Eschelon and McLeodUSthly credits of $13 to $16 per unbundled netwalgment-platform,
or UNE-P, line (subject to certain offsets) purathduring the months of November 2000 through Faatyra001;

. pay all CLECs other than Eschelon and McLeodUSA tigreredits of $2 per access line (subject toaierdffsets) purchased
during the months of July 2001 through February22@hd

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

The Minnesota Commission issued its fimaliten decision imposing penalties and creditdbed above on May 21, 2003. The
Minnesota Commission decision would require a ggnayment to the state of approximately $26 milland payments of carrier credits of
approximately $18 million. Of the $18 million, alic#8 million has been released by the carriersaimkbuptcy proceedings. On June 19, 2
we appealed the Minnesota Commission's ordersettJttited States District Court for the DistrictMinnesota. On August 25, 2004, the
District Court issued its order. The Court affirmtté Commission's order requiring Qwest to pay$®@ million penalty. The Court reversed
and vacated that portion ruling on the creditsifigdhat the Commission did not have the authddtgrder such remedies. The Commission
and carriers have appealed the credit issue totiited States Court of Appeals for the Eighth Gircand Qwest has cross-appealed the
penalty issue. The appeal is pending.

Arizona, Colorado, New Mexico, Washingttmwa and South Dakota have also initiated formatpedings regarding our alleged falil
to file required agreements in those states. Newiddehas issued an order providing its interpretatif the standard for filing these
agreements, identified certain of our contractsasing within that standard and opened a sepacatieetito consider further proceedings. On
April 29, 2004, the New Mexico Staff filed commemnésommending penalties totaling $5.05 million. @ablo has also opened an
investigation into these matters, and on Febru@n2@04, the Staff of the Colorado Public Utilit@smmission, or PUC, submitted its Initial
Comments. The Colorado Staff's Initial Comment®nemended that the PUC open a show cause proceedtiegl upon the Staff's view that
Qwest and CLECs had willfully and intentionally lated federal and state law and Commission rulke.Staff also detailed a range of
remedies available to the Commission, includingrinitlimited to an assessment of penalties ancoligation to extend credits to CLECs.
April 15, 2004, Qwest and the Office of Consumeun@sel for Colorado entered into a settlement, stibpeCommission approval, that wol
require Qwest to pay $7.5 million in contributidnsstate telecommunications programs to resohienslaelating to potential penalties in the
docket and that offers CLECs credits that couldltapproximately $9 million. The proceedings angkstigations in New Mexico, Colorado
and Washington could result in the imposition a8 and other penalties against us that could beriaalowa and South Dakota have
concluded their inquiries resulting in no impodgitiof penalties or obligations to issue credits k&cCs in those states. Also, some
telecommunications providers have filed privatéaast based on facts similar to those underlyingahadministrative proceedings. These
private actions, together with any similar, futaions, could result in additional damages and@svinat could be significant.

llluminet, Inc., a traffic aggregator, aselveral of its customers have filed complaints wéidpulatory agencies in Idaho, Nebraska, lowa,
North Dakota and New Mexico, alleging that they
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entitled to refunds due to our purported impropgplementation of tariffs governing certain signglservices we provide in those states. The
commissions in Idaho and Nebraska have ruled iarfaf’llluminet and awarded it $1.5 million and $4nillion, respectively. We sought
reconsideration in both states, which was deniedsabhsequently we perfected appeals in both sfBiesproceedings in the other states and
in states where Illuminet has not yet filed compigicould result in agency decisions requiring oidial refunds. In addition, Nextel has filed
an arbitration requesting refunds due to alleggat@per implementation of the signaling services.

QCIl disclosed matters to the Federal Comigations Commission, or FCC, in connection with2002 compliance review, including a
change in traffic flow related to wholesale tran$fior operator services traffic and certain to#d traffic, certain bill mislabeling for
commercial credit card bills, and certain billingags for public telephone services originatingsiouth Dakota and for toll free services. If the
FCC institutes an investigation into the latteregatries of matters, it could result in the impasitof fines and other penalties against QCII.

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

Other Matters

From time to time we receive complaints Berdome subject to investigations regarding "slamghfthe practice of changing long-
distance carriers without the customer's cons&em®@mming"” (the practice of charging a consumermfoods or services that the consumer has
not authorized or ordered) and other sales practlne2003, we resolved allegations and complahsamming and cramming with the
Attorneys General for the states of Arizona, Cadorddaho, Oregon, Utah and Washington. In eadhasfe states, we agreed to comply with
certain terms governing our sales practices apayoeach of the states between $200,000 and $3llii@nmNe may become subject to other
investigations or complaints in the future and angh complaints or investigations could resulturitfer legal action and the imposition of
fines, penalties or damage awards.

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

Legal Proceedings Involving QCI

QCll is involved in several investigatiosgcurities actions and other matters that, iflvesbagainst QCII, could have a material adv
effect on our business and financial condition.SEhmatters are more fully described below.

Investigations, Securities Actions and Derivative Ations

The investigations and securities acticescdbed below present material and significakisrie QCII. The size, scope and nature of the
restatements of our and QCII's consolidated fireratatements for fiscal 2001 and 2000 affect igkespresented by these investigations and
actions, as these matters involve, among othegshi@ClI's prior accounting practices and relatiedldsures. Plaintiffs in certain of the
securities actions have alleged QCII's restatemieitéms in support of their claims. As QCII hagyiously disclosed, it continues to engage
in discussions for purposes of resolving certaithese matters. In December 2003, QCII recorddthege in its financial statements
amounting to $200 million. QCII recently recordedadditional charge of $300 million, bringing thggeegate amount of the reserve to
$500 million which represents the minimum estimaetunt of loss QCII believes is probable. QClbreed its estimate of the minimum
liability because no estimate of probable losdliese matters is a better estimate than
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any other amount. If the $500 million in recordederve is insufficient to cover these mattersjlitveed to record additional charges to its
statement of operations in future periods. QCunable at this time to provide a reasonable estimfthe upper end of the range of loss
associated with these matters due to their preingiand complex nature. The ultimate outcomes edaéhmatters are still uncertain and there
is a significant possibility that the amount ofddsmay ultimately incur could be substantiallymrathan the reserve it has provided. We can
give no assurance as to the impacts on our and<f@incial results or financial condition thatyndtimately result from these matters.

At this time, QCII believes that it is patiile that a portion of the recorded reserve wiltdmverable from a portion of $200 million of
insurance proceeds, consisting of $143 millionasficand $57 million of irrevocable letters of ctettiat were placed in a trust to cover its
losses and the losses of individual insureds falgvits November 12, 2003 settlement of disputeh wertain of its insurance carriers related
to, among other things, the investigations andritgesiand derivative actions described below. &sussed in Part I, Item 1 of this filing, in
July 2004, QCII entered into an agreement withagerindividual insureds with respect to how suctuirance proceeds should be used and
allocated.

QCII continues to defend against the séiesractions vigorously. However, QCII is currenilyable to provide any estimate as to the
timing of the resolution of the investigations ecsrities actions. Any settlement of or judgmentiire or more of these actions substantially
in excess of QCII's recorded reserve could havgrafisant impact, and QCII can give no assurare it will have the resources available to
pay any such judgment. In the event of an advarsmme in one or more of these matters, QCII'stalhd meet its debt service obligations
and its financial condition could be materially aadlersely affected. As a wholly owned subsididr@d€@1l, our business operations and
financial condition could be similarly affected.

Investigations

On April 3, 2002, the Securities and Exa@®@@ommission, or SEC, issued an order of invetstigéhat made formal an informal
investigation of QCII initiated on March 8, 2002CQ s continuing in its efforts to cooperate fullyith the SEC in its investigation. The
investigation includes, without limitation, inquiiyto several specifically identified QCII accourgipractices and transactions and related
disclosures that are the subject of the variousstiients and restatements described in the QClishmeport on Form 10-K for the year
ended December 31, 2002. The investigation aldades inquiry into disclosure and other issuegteel#o transactions between QCII and
certain of its vendors and certain investmentsingecurities of those vendors by individuals assed with QCII.

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

During 2002, the United States Congresd hebrings regarding QCII and matters that arelairto those being investigated by the SEC
and the U.S. Attorney's Office. QCII cooperatedyfulith Congress in connection with those hearings.

While QCIl is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoreeffice in each of their respective
investigations, QCII cannot predict the outcom¢hoie investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. QCIl cannot predict the likelihood of whet those discussions will result in a
settlement and, if so, the terms of such settlemémivever, settlements typically involve, amongestthings, the SEC making claims under
the federal securities laws in a complaint filedinited States District Court that, for purposeshef settlement, the defendant neither admits
nor denies. Were such a settlement to occur, Q@lildvexpect such claims to address many of the
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accounting practices and transactions and relasetbdures that are the subject of the variouatestents QCII has made as well as
additional transactions. In addition, any settlenveith the SEC may also involve, among other thjrige imposition of disgorgement and a
civil penalty, the amounts of which could be substdly in excess of QCII's recorded reserve, dreddntry of a court order that would
require, among other things, that QCII and itsoaffs and directors comply with provisions of theefi@l securities laws as to which there t
been allegations of prior violations.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€#taings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily frome Merger. On November 21, 2001, the SEC staffinéal QCII of its intent to
recommend that the SEC authorize an action ag@i@#itthat would allege it should have includedhe tarnings release a statement of its
earnings in accordance with GAAP. As of August@)42 (the date of the original filing of this Forf-)), no action had been taken by the
SEC. However, QCII expects that if its current dsgions with the staff of the SEC result in a sgtéént, such settlement will include
allegations concerning the January 24, 2001 easmelgase.

On June 17, 2004, in connection with aormial investigation, QCII received a letter frone tBEC requesting certain information
concerning the methodologies used to calculateuitsber of customers, subscribers and access Q@i .believes that similar requests have
been made to various other companies in the teleaoritations sector. QCII is cooperating with theCSR this matter. On July 23, 2004,
QCll received from the FCC a letter stating that thquest by the SEC has raised concerns aboatthieacy of certain information
periodically submitted to the FCC by QCII. The F&&5 requested that QCII review information it sutbedi to the FCC for 2003 and affirm
its accuracy or file appropriate revisions of thegbmissions. QCII believes that similar requesisifthe FCC have also been made to other
telecommunications companies.

Also, as the General Services Administratar GSA, previously announced in July 2002, tasducting a review of all contracts with
QCII for purposes of determining present respoligibOn September 12, 2003, QCIl was informed thatInspector General of the GSA
had referred to the GSA Suspension/Debarment @Ffibe question of whether QCII (including us atsdother subsidiaries) should be
considered for debarment. QCII has been informatlttie basis for the referral was the February 208i8tment against four former QCII
employees in connection with a transaction withAhieona School Facilities Board in June 2001 arilvd complaint also filed in
February 2003 by the SEC against the same formplogees and others relating to the Arizona Schaallfies Board transaction and a
transaction with Genuity Inc. in 2000. QCII is ceogting fully with the GSA and believes that it amel will remain suppliers of the
government; however, if it and we are not allonwethe suppliers to the government, it and we woos lthe ability to expand the services
could provide to a purchaser of telecommunicate®rsices that has historically represented betv2éermand 3% of QCII's consolidated
annual revenue.

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative classoactiomplaints have been filed in federal distratrt in Colorado against QCII alleging
violations of the federal securities laws. Onelafse cases has been dismissed. By court ordeerttaning actions have been consolidated
into a consolidated securities action, which weréd herein as the "consolidated securities action

On August 21, 2002, plaintiffs in the colidated securities action filed their Fourth Comdaled Amended Class Action Complaint, or
the Fourth Consolidated Complaint, which defendamsed to dismiss. On January 13, 2004, the UrStates District Court for the District
of Colorado granted the defendants' motions to idisin part and denied them in part. In that ortte¥,court allowed plaintiffs to file a
proposed amended complaint seeking to remedy #ealjplg defects addressed in the court's dismisdat and ordered that discovery, which
previously had been stayed during the
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pendency of the motions to dismiss, proceed reggrtiie surviving claims. On February 6, 2004, pifisfiled a Fifth Consolidated
Amended Class Action Complaint, or the Fifth Cordated Complaint. The Fifth Consolidated Complaittémpts to expand the putative
class period previously alleged in the Fourth Ctidated Complaint, seeks to restore the claims iised by the court, including claims
against certain individual defendants who were disad as defendants by the court's dismissal caiddrto add individual defendants who
were not named as defendants in plaintiffs' previcamplaints. The Fifth Consolidated Complaint aldeances allegations related to a
number of matters and transactions that were ®etdeld in the earlier complaints. The Fifth Consaéd Complaint is purportedly brought
behalf of purchasers of publicly traded securitie®CII between May 24, 1999 and July 28, 2002, mawties as defendants QCII, QCll's
former Chairman and Chief Executive Officer, JosBpINacchio, QCII's former Chief Financial OfficeRobin R. Szeliga and Robert S.
Woodruff, other of QCII's former officers and curtealirectors and Arthur Andersen LLP. The Fifth Golidated Complaint alleges, among
other things, that during the putative class peri@@ll and certain of the individual defendants mathterially false statements regarding the
results of QCII's operations in violation of seatibO(b) of the Securities Exchange Act of 1934herExchange Act, that certain of the
individual defendants are liable as control peragmder section 20(a) of the Exchange Act, anddkgatin of the individual defendants sold
some of their shares of QCII's common stock inatioh of section 20A of the Exchange Act. The F@bnsolidated Complaint further
alleges that QCII and certain other defendantsatéol section 11 of the Securities Act of 1933,masraded, or the Securities Act, by prepa
and disseminating false registration statementspapspectuses for the registration of QCII commtoglsto be issued to U S WEST
shareholders in connection with the merger of W@ companies, and for the exchange of $3 billio@@fI's notes pursuant to a registration
statement dated January 17, 2001, $3.25 hillicQ®H's notes pursuant to a registration statemateiddJuly 12, 2001, and $3.75 billion of
QClI's notes pursuant to a registration statematgdiOctober 30, 2001. Additionally, the Fifth Calilated Complaint alleges that certain of
the individual defendants are liable as controspas under section 15 of the Securities Act byarad their stock ownership, management
positions and/or membership or representation ol'§QBoard of Directors. The Fifth Consolidated Qaaint seeks unspecified
compensatory damages and other relief. Howevensador plaintiffs has indicated that the purpdrédass will seek damages in the tens
of billions of dollars. On March 8, 2004, QCII anther defendants filed motions to dismiss the Fiftmsolidated Complaint. Those motions
are pending before the court.

Since March 2002, seven putative clas®adiits brought under the Employee RetirementrireSecurity Act of 1974, as amended,
were filed in federal district court in Coloradorpartedly on behalf of all participants and beniefies of the Qwest Savings and Investment
Plan and predecessor plans, or the Plan, from MartB99 until the present. These suits also ptitpaeek relief on behalf of the Plan. By
court order, five of these putative class actiomgehbeen consolidated and the claims made by &netifflin the sixth case were subsequently
included in the Second Amended and Consolidatedplan, filed on May 21, 2003 and referred to as'ttonsolidated ERISA action”. Q(
expects the seventh putative class action to beatioiated with the other cases since it assertstantially the same claims. An eighth case
was filed in June 2004 which, although not a pugatilass action, purports to seek relief on betfalfie Plan. This case contains allegations
similar to those in the consolidated ERISA actiamg thus QCII also expects this case to be coraelidwith that action. Defendants in the
consolidated ERISA action include QCII, severahfer and current directors of QCII, certain form#icers of QCII, Qwest Asset
Management, QCII's Plan Design Committee, the Piaestment Committee and the Plan AdministrativenButtee of the préderger Qwes
401(k) Savings Plan. The consolidated ERISA actiteges, among other things, that the defendaetscbed fiduciary duties to the Plan
participants and beneficiaries by allegedly exagdgiconcentrating the Plan's assets invested iH'€Q&ock, requiring certain participants in
the Plan to hold the matching contributions recgifrem QCII in the Qwest Shares Fund, failing teolibise to the participants the alleged
accounting improprieties that are the subject efdbnsolidated securities action, failing to inigege the prudence of investing in QCII's
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stock, continuing to offer QCII's stock as an inweent option under the Plan, failing to investigdue effect of the Merger on Plan assets and
then failing to vote the Plan's shares againgréyenting Plan participants from acquiring QCstsck during certain periods, and, as against
some of the individual defendants, capitalizinglosir private knowledge of QCII's financial conditito reap profits in stock sales. Plaintiffs
seek equitable and declaratory relief, along witbraeys' fees and costs and restitution. Plamtifbved for class certification on January 15,
2003, and QCII has opposed that motion, which iglpey before the court. Defendants filed motionditmmiss the consolidated ERISA
action on August 22, 2002. Those motions are atsaling before the court.

On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedamatnst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California il dor the County of San Francisco. CalSTRS allebatithe defendants engaged in
fraudulent conduct. CalSTRS has asserted that #ciges caused it to lose in excess of $150 millivested in QClI's equity and debt
securities. The complaint alleges, among othegtithat defendants engaged in a scheme to fatgkdte QCII's revenue and decrease its
expenses so that QCIl would appear more succebsfalit actually was during the period in which €8RS purchased and sold QCII
securities. The complaint purported to state caabastion against QCII for (i) violation of Califisia Corporations Code section 25400 et
seq. (securities laws); (ii) violation of CalifoenCorporations Code section 17200 et seq. (undanpetition); (iii) fraud, deceit and
concealment; and (iv) breach of fiduciary duty. Argather requested relief, CalSTRS sought compensapecial and punitive damages,
restitution, pre-judgment interest and costs. @@H the individual defendants filed a demurrerksepdismissal of all claims. In response,
CalSTRS voluntarily dismissed the unfair competitataim but maintained the balance of the compldihe court denied the demurrer as to
the California securities law and fraud claims, thigmissed the breach of fiduciary duty claim aga@Cll with leave to amend. The court
also dismissed the claims against Robert S. Wobdnd Robin R. Szeliga on jurisdictional grounds. @ about July 25, 2003, plaintiff filed
a First Amended Complaint. The material allegatiand the relief sought remain largely the samephaintiff no longer alleges claims
against Mr. Woodruff and Ms. Szeliga following tbaurt's dismissal of the claims against them. CRISTeasserted its claim against QCII
for breach of fiduciary duty as a claim of aidingdaabetting breach of fiduciary duty. QCII filedecond demurrer to that claim, and on
November 17, 2003, the court dismissed that claithout leave to amen

On November 27, 2002, the State of NewedefSreasury Department, Division of Investment)New Jersey, filed a lawsuit in New
Jersey Superior Court, Mercer County. On Octobe2@Q®3, New Jersey filed an amended complaint iadgg@mong other things, that QCII,
certain of QCII's former officers and certain cutrdirectors and Arthur Andersen LLP caused QGliek to trade at artificially inflated
prices by employing improper accounting practiees] by issuing false statements about QCII's basjirevenues and profits. As a result,
New Jersey contends that it incurred hundreds ifoms of dollars in losses. New Jersey's complpimports to state causes of action age
QCIlI for: (i) fraud; (ii) negligent misrepresentati; and (iii) civil conspiracy. Among other requestelief, New Jersey seeks from the
defendants, jointly and severally, compensatorgsequential, incidental and punitive damages. OveRter 17, 2003, QCI! filed a motion
to dismiss. That motion is pending before the court

On January 10, 2003, the State UniversRiesrement System of Illinois, or SURSI, filedaavsuit in the Circuit Court of Cook County,
lllinois. SURSI filed suit against QCII, certain QCII's former officers and certain current direstand several other defendants, including
Arthur Andersen LLP and several investment banksOotober 29, 2003, SURSI filed a second amendetptzint which alleges, among
other things, that defendants engaged in fraudglemtuct that caused it to lose in excess of $a#llton invested in QCII's common stock
and debt and equity securities and that defendangiaged in a scheme to falsely inflate QCII's reesrand decrease its expenses by imp
conduct related to transactions with the Arizonad®t Facilities Board, Genuity, Calpoint
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LLC, KMC Telecom Holdings, Inc., KPNQwest N.V., akdninklijke KPN, N.V. The second amended complauatports to state the
following causes of action against QCII: (i) viatat of the Illinois Securities Act; (i) common lafraud; (iii) common law negligent
misrepresentation; and (iv) violation of sectiondfthe Securities Act. SURSI seeks, among othefy@unitive and exemplary damages,
costs, equitable relief, including an injunctiorfteeze or prevent disposition of the defendamssets, and disgorgement. On July 9, 2004, the
court dismissed the action against certain indizidiefendants for lack of personal jurisdiction. Qs indicated its intention to file a

motion to dismiss the second amended complaint.coet has not yet set a schedule for the briedimg) resolution of such a motion.

On February 9, 2004, Stichting Pensioen§ohBP, or SPA, filed suit against QCII, certainQC€II's current and former directors,
officers, and employees, as well as several otefmdlants, including Arthur Andersen LLP, Citigrdap. and various affiliated corporations
of Citigroup Inc., in the United States District @bfor the District of Colorado. QCII and certaither defendants moved to dismiss that
complaint. On July 7, 2004, while those motionsevgending, SPA filed an amended complaint. SPAyefién its amended complaint that
the defendants engaged in fraudulent conduct thater SPA to lose more than $100 million relateé@Ra's investments in QCII's equity
securities purchased between July 5, 2000 and MrcB002. The complaint alleges, among other #)ititat defendants created a false
perception of QCII's revenues and growth prosp&R4\ alleges claims against QCII and other defetsdan violations of sections 18 and 10
(b) of the Exchange Act and SEC Rule 10b-5, violaiof the Colorado Securities Act and common laud, negligent misrepresentation,
respondeat superior, and civil conspiracy. The dampalso contends that certain of the individdedendants are liable as "control persons"
because they had the power to cause QCII to erigage unlawful conduct alleged by plaintiffs irolation of section 20(a) of the Exchange
Act, and alleges other claims against defendaihisrdhan QCIl. SPA seeks, among other things, cosgiery and punitive damages,
rescission or rescissionary damages, pre-judgmesreist, fees and costs.

On March 22, 2004, Shriners Hospital foil@en, or SHC, filed suit against QCII, certainitsf former employees, and certain
unidentified persons in the District Court for @&y and County of Denver. On April 16, 2004, defants removed this case to the United
States District Court for the District of Colorado.July 2004, SHC filed an amended complaint & thnited States District Court for the
District of Colorado. The amended complaint allegagms against QCII and the individual defenddoratsed upon Colorado state securities
laws, common law fraud, and negligent misrepresiamasimilar to the claims alleged in the init@mplaint, and adds new claims agains
defendants based upon sections 10(b), 18(a) am) @bthe Exchange Act. SHC alleges compensatanadas of $17 million. SHC seeks
compensatory and punitive damages, interest, eostattorneys' fees.

On or about March 30, 2004, Teachers' Bekimt System of Louisiana, or TRSL, filed suit agaQClIlI, certain of its former employe
and certain unidentified persons in the Districu@dor the City and County of Denver. On April )04, defendants removed this case to
the United States District Court for the Distri€¢t@olorado. In July 2004, TRSL filed an amended ptaimt in the United States District Co
for the District of Colorado. The amended complailiéges claims against QCII and the individuakdefants based upon Colorado state
securities laws, common law fraud, and negligerstregiresentation, similar to the claims allegedhainitial complaint, and adds new claims
against all defendants based upon sections 1(g) and 20(a) of the Exchange Act. TRSL allegespensatory damages of approximately
$23 million. TRSL seeks compensatory and punitiaméges, interest, costs and attorneys' fees.

On each of March 6, 2002 and November @R22a purported derivative action was filed in BamDistrict Court, which we refer to
collectively as the Colorado Derivative Litigatiddn February 5, 2004, plaintiffs in one of thessesdfiled an amended complaint naming as
defendants
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certain of QCII's current and former officers andtors and Anschutz Company, and naming QCll asnainal defendant. The two
purported derivative actions were consolidated elr&ary 17, 2004. The amended complaint allegesngrather things, that various of the
individual defendants breached their legal dutie®€II by engaging in various kinds of sekalings, failing to oversee compliance with ¢
that prohibit insider trading and seléaling, and causing or permitting QCII to comniiéged securities laws violations, thereby cau€)j!
to be sued for such violations and subjecting Q€Hdverse publicity, increasing its cost of ragstapital and impairing earnings.

Beginning in May 2003, the parties to tr@dZado Derivative Litigation and the Delaware Dative Litigation (defined below)
participated in a series of mediation sessionsNOvember 14, 2003, as a result of this processpdintes agreed in principle upon a
settlement of the claims asserted in the ColoraelgvBtive Litigation and the Delaware Derivativeigation, subject to approval and
execution of formal settlement documents, apprbyahe Denver District Court and dismissal withjpdéce of the Colorado Derivative
Litigation, the Delaware Derivative Litigation atite Federal Derivative Litigation (defined belofjom November 14, 2003 until
February 17, 2004, the parties engaged in commgwtiations to resolve the remaining issues coiogthe potential settlement. On
February 17, 2004, the parties agreed to a fortipallation of settlement. The stipulation of settknt provided, among other things, that if
approved by the Denver District Court and upon disal with prejudice of the Delaware Derivativeigdttion and the Federal Derivative
Litigation, $25 million of the $200 million funddm the insurance settlement with certain of Q@hksirance carriers will be designated for
the exclusive use of QCII to pay losses and QClllimiplement a number of corporate governance ceanghe stipulation of settlement also
provided that the Denver District Court could erserards of attorneys' fees and costs to derivatiziatiffs' counsel from the $25 million in
amounts not to exceed $7.625 million in the aggeedaertain shareholders filed objections to tteppsed settlement, some of which were
later withdrawn. On June 15, 2004, after a heasinghich the remaining objectors presented argusnargupport of their objections, the
Denver District Court approved the proposed setl@mSubsequently, the Denver District Court entere Order and Final Judgment
effective June 15, 2004, approving the proposetesstnt. The effectiveness of the settlement ofGhwrado Derivative Litigation is
conditioned upon the dismissal with prejudice @& Belaware and Federal Derivative Litigations. Treaver District Court deferred decision
regarding derivative plaintiffs' counsels' requestan award of attorneys' fees and costs.

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

On August 9, 2002, a purported derivataxeduit was filed in the Court of Chancery of that8tof Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of Delaware on or about AugustZZ®?2. On October 30, 2002, these two
alleged derivative lawsuits, or collectively, thelBware Derivative Litigation, were consolidatetieTSecond Amended Complaint in the
Delaware Derivative Litigation was filed on or abdanuary 23, 2003, naming as defendants certa@Cdifs current and former officers and
directors and naming QCII as a nominal defendanthé Second Amended Complaint the plaintiffs a|egnong other things, that the
individual defendants: (i) breached their fiducidrties by allegedly engaging in illegal insidexding in QCII's stock; (ii) failed to ensure
compliance with federal and state disclosure, fiatid and insider trading laws within QCII, resodtiin exposure to it; (iii) appropriated
corporate opportunities, wasted corporate asseltsafirdealt in connection with investments inialipublic offering securities through
QCllI's investment bankers; and (iv) improperly ateat severance payments to QCII's former Chief BrezOfficer, Mr. Nacchio and
QCllI's former Chief Financial Officer, Mr. Woodruffhe plaintiffs seek recovery of incentive compit allegedly wrongfully paid to
certain defendants, all severance payments madesers. Nacchio and Woodruff, disgorgement, couatidim and indemnification,
repayment of compensation, injunctive relief, alid@sts including legal and accounting fees. Orrdfial 7, 2003, defendants moved to
dismiss the Second Amended Complaint, or, in ttexrzsdtive, to stay the action. As discussed abitneceffectiveness of the settlement of the
Colorado Derivative Litigation approved by the DenWistrict Court is conditioned in part upon thisndissal with prejudice of the Delaware
Derivative Litigation, and we expect the partiesite Delaware Derivative Litigation will be moving effect such dismissal shortly.

Other Matters

In January 2001, an amended purported eletizsn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@Ht h duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2BG&0ntiffs further claim that the defendants maip¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to Du\2000, a claim QCII denies. In September 2@2| filed a motion for summary
judgment on all claims. Plaintiffs filed a cr-motion for summary judgment on their breach oftcact claims only. On July 15, 2003, the
court denied both summary judgment motions. Pihtlaims for breach of fiduciary duty and breadltontract remain pending.
Additionally, QCII recently filed motions askingdltourt to rule on certain discrete issues of [&#ecting the action. The case is now in the
class certification stage, which QCII is challermgin

Several purported class actions relatindpéanstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT@&lass certification was denied in the Louisigreceeding and, subsequently,
summary judgment was granted in QCII's favor. A h@wisiana class action complaint has recently bigeth. Class certification was also
denied in the California proceeding, although giéfsxhave filed a motion for reconsideration. Ga®rtification was granted in the Illinois
proceeding. Class certification has not been resbyfiet in the other proceedings. The complaintieriige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightristall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@gsllI's right to install fiber optic cable in anight-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on the
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plaintiffs’ property. The Indiana action purporsiie on behalf of a national class of landownejacaaht to railroad rights-of-way over which
QCllI's network passes. The Alabama, California,otado, Georgia, Kansas, Louisiana, Mississippishlisi, North Carolina, Oregon, South
Carolina, Tennessee and Texas actions purport em brehalf of a class of such landowners in thtetes, respectively. The lllinois action
purports to be on behalf of landowners adjacenaitooad rights-of-way over which QCII's networksses in Illinois, lowa, Kentucky,
Michigan, Minnesota, Nebraska, Ohio and WisconBlaintiffs in the lllinois action have filed a moti to expand the class to a nationwide
class. The complaints seek damages on theoriesspfass and unjust enrichment, as well as purdaweages. Together with some of the
other telecommunication carrier defendants, in &aper 2002, QCII filed a proposed settlement ofrese matters (except those in
Louisiana) in the United States District Court flee Northern District of lllinois. On July 25, 20QBe court granted preliminary approval of
the settlement and entered an order enjoining ctngpelass action claims, except those in Louisidwordingly, with the exception of the
Louisiana actions, all other right of way actioms astayed. The settlement and the court's injunaie opposed by some, but not all, of the
plaintiffs' counsel and are on appeal before theeBh Circuit Court of Appeals. At this time, Q@Hnnot determine whether such settlement
will be ultimately approved or the final cost oktkettlement if it is approved.

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

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

On June 25, 2004, J.C. van Apeldoorn afid Eeijer, in their capacity as trustees in the dwubankruptcy proceeding for KPNQwest,
filed a complaint in the United States District C@odfor the District of New Jersey alleging violat®of the Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenutattitis lawsuit along with Joseph
Nacchio, Robert S. Woodruff and John McMaster ftimmer President and Chief Executive Officer of KB\Mest. Plaintiffs see
compensatory and punitive damages, as well as ardaof plaintiffs' fees and costs.

Note 8: Subsequent Events

During the second quarter of 2004, we dedaash dividends of $253 million and paid casfdénds of $910 million. We have
historically declared and paid regular dividendsto parent, QSC, based on the earnings of outiméreperations. In July 2004, we
modified our dividend practice to balance our ficiahneeds, cash position and credit profile witbste of our parent. As a result, going
forward, we may declare and pay dividends in exoéssir earnings. In addition, during July 2004, dexlared dividends of $400 million.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

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

Certain statements set forth below underdaption constitute "forward-looking statememsthin the meaning of the Private Securities
Litigation Reform Act of 1995. See "Special Notegaeding Forward-Looking Statements" at the endnisf item 2 for additional factors
relating to such statements as well as for a d&onof certain risk factors applicable to our Inesis, financial condition and results of
operations.

Business Overview and Presentation

We provide local telecommunications andtesl services, long-distance services, data armb\gdrvices within our local service area,
which consists of the 14-state region of Arizonalofado, Idaho, lowa, Minnesota, Montana, Nebrablay Mexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming. We iptesly provided wireless services in our local sanarea through our wholly owned
subsidiary Qwest Wireless. On April 30, 2004, owect parent, QSC, made a capital contributiong@iu$2.2 billion. We in turn made a
capital contribution of the same amount into QWi&g&Eless, which used these proceeds to pay dov#Risbillion in outstanding
borrowings. On May 1, 2004, we transferred owngrsiiiQwest Wireless to an affiliate and no longavdwireless operations. The results of
Qwest Wireless are included in loss from discorgthoperations in our consolidated statements afatipes for all periods presented in this
report. See Note 2 — Transfer of Qwest Wirelessr@imms to our consolidated financial statementsem 1 of this report for more
information.

Our operations are included in the constéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenues. Our telecommunications @itscand services are provided through our tradititalephone network located within
our local service area. In addition to our operajdQCII maintains a wireless business (comprigedeowireless operations we transferred to
an affiliate in May 2004) and a national fiber aptietwork. Through its fiber optic network, QCllopides the following wireline products
and services that we do not provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access;

. Web hosting; and

. Professional services

For certain other products and servicepreide and for a variety of internal communicaidanctions, we utilize QCII's fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network, QCII provides matally some data and Internet access
services, including private line, ATM and Framed&ehhich are similar to what we provide within docal service area.

Our analysis presented below is organinegiway that provides the information required hhighting the information that we believe
will be instructive for understanding the relevaends going forward that will affect our busin@sshe future. Specific variances from ove
trends are
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further explained in the relevant revenue and esgeliscussion and analysis that follows the trefistsussion.

Our operations are integrated into andpare of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for us is the same as that for the cordadied group. The CODM makes resource allocatiorsies and assessments of financial
performance for the consolidated group based oeliwé, wireless and other segmentation. For mdaermation about QCII's reporting
segments, see QCII's annual report on Form 10-khfvyear ended December 31, 2003. Our continuisgnbss contributes primarily to the
wireline segment reported by QCII, but the QCIlI Q@Eeviews our financial information only in connigat with this filing. See further
discussion in Note 6—Contributions to QCIl Segmeatsur consolidated financial statements in Iteof this report.

Business Trends

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

Revenue Trend

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

In general, we have experienced a dectidedal voice-related revenue as a result of aedesz in access lines and our competitors'
accelerated use of UNE-P and unbundled local lbmpgliver voice services. Access lines are expkiteontinue decreasing primarily
because of technology substitution, including veissland cable substitution for wireline teleph@md cable modem and DSL substitution
dial-up Internet access lines. UNE rules, whichunerjus to sell access to our wireline networkuo @ompetitors at wholesale rates, will
continue to impact our results. The use of UNEdluiting UNE-P, is expected to cause incrementalde®f retail access lines and apply
downward pressure on our revenue. The recent alsjidhe Washington DC Circuit Court vacating thelémal Communications Commission
("FCC") UNE-P rules, in conjunction with our efferto negotiate new contracts with CLECs and datasscservice providers may help
mitigate this downward pressure on wireline margiig with the current status of rules in doubt,ea@not predict how much or when the
migration may occur.

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

Expense Trend:

Our expenses continue to be impacted Htirgidemand due to increased competition and xpamsion of our product offerings.
Expenses associated with our new product offeriegd to be more variable in nature. While exisfingducts tend to rely upon our
embedded cost structure, the
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mix of products we expect to sell combined withule¢pry and market-pricing stresses may pressugeating margins.

In order to improve operational efficierssiand in response to the decline in revenue, we imaplemented restructuring plans in which
we reduced the number of employees and consolidatédubleased idle real estate properties. Wtelbave realized savings due to
reductions in salaries and wages resulting fronrestructuring efforts, we continue to experienagiplly offsetting increases in costs rela
to employee benefits. Costs of both our pension gtad our healthcare plans are expected to contintse in the short and long term due to
lower expected returns on plan assets based oevaluation of current and expected market condstenmd anticipated continuing double
digit annual percentage increases in the overall @bhealth care and prescription drugs. We wailitthue to evaluate our staffing levels and
cost structure and will adjust these as deemedssane The purpose of the cost savings measuteddsilitate our efforts, in the face of
downward price pressures and increasing competitiomaintain or improve our cash flow, financialkfiion and results of operations for the
forseeable future.

Beginning in 2002, we reduced capital exliemes and expect to continue at a reduced |lerehe foreseeable future. Given the current
business environment, as discussed in Iltem 1 02008 Form 10-K, we believe that our current lesvfatapital expenditures will sustain our
business at existing levels and support our armtieghbcore growth requirements in areas such asriD8L product.

Results of Operation
Overview

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

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

. Data and Internet services. Data and Internetseswievenue includes data services (such as tnaditprivate lines, wholesale
private lines, frame relay, Integrated ServicesitBigNetwork ("ISDN") and asynchronous transfer rapdnternet services
(such as DSL and Internet dial access) and relaRdl

. Other services. Other services revenue is predortijnderived from the sublease of some of our udusal estate assets, such
as space in our office buildings, warehouses ahergiroperties.

. Affiliate services. Affiliate revenue is derivedf telecommunications services provided to outfiafffid entities. We genera

provide the same products and services to ouiaéd entities as we do in the marketplace. Thesdces include both retail
and wholesale products and service.
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The following table summarizes our resafteperations:

Operating revenu
Operating expense
Cost of sales (exclusive
depreciation and
amortization detailed
below)
Selling, general and
administrative
Depreciatior
Intangible assets
amortizatior
Impairment, restructuring
and other charges (credi

Operating incom:

Other expense (income
Interest expen—net

Other (income—net

Total other expen—net
Income before income taxe
discontinued operations ani
cumulative effect of change
in accounting principl
Income tax expens

Income from continuing
operations

Loss from discontinued
operations net of taxes of $
$19, $34 and $40,
respectively

Income before cumulative
effect of change in
accounting principlt
Cumulative effect of change
in accounting principle, net
taxes

Net income

Three Months Ended June 30,

Six Months Ended June 30,

Increase/

Increase/

2004 2003 (Decrease) % change 2004 2003 (Decrease) % change
(Dollars in millions)
$ 256/ $ 2,701 $ (149 (G)%$ 518: $ 546: $ (281) (5)%
64¢ 661 (12) Q%  1,24¢ 1,29C (42) (3%
67€ 76¢ (93 (12% 1,40z 1,51¢ (112) ()%
584 601 (17) 3%  1,15¢ 1,207 (44) (4)%
95 84 11 13% 187 164 23 14%
73 11 62 nm 75 23 52 nm
487 581 (94) 1e% 1,111 1,26¢ (15€) (12)%
14¢€ 13¢ 7 5% 294 27¢€ 18 7%
(5) (6) 1 17% ) 0 9) nm
141 133 8 6% 28t 27¢€ 9 3%
34¢€ 44¢ (102) (23)% 82¢€ 992 (167) (17)%
13€ 17¢C (34) (20)% 322 37¢ (57) (15)%
21C 27¢ (68) (24)% 504 614 (110) (18)%
12 30 18 60% 53 62 9 15%
19¢ 24¢ (50) (20)% 451 552 (107) (18)%
— — — nm — 21¢ (219) (100)%
$ 198 $ 248 $ (50) (20%$ 451 $ 771 $ (320) (42)%
I S I S

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

The following table compares operating rexes for the three and six months ended June 8d, &0d 2003:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2004 2003 (Decrease) % change 2004 2003 (Decrease) % change

(Dollars in millions)

Voice service: $ 1,79 $ 198 $ (290 (10)0% 3,64t $ 4,021 $ (382) (9)%
Data and Internet servic 541 534 7 1% 1,07z 1,07¢ ©)] —
Other service 2 2 — — 9 9 — —
Affiliate services 22€ 18€ 40 22% 45k 351 104 30%
Total operating revent $ 256/ $ 2,700 $ (149 B5)%$ 5,18 $ 5467 $ (28)) (5)%

For a description of the products and sewincluded in each revenue line item, see "Ogarvabove.

Operating revenue—Three months ended June 30,&006dmpared to the three months ended
June 30, 2003

Voice Services

Voice services revenues, comprised of lgoate, long distance and services, decreased §ill%6n, or 10%, for the three months enc
June 30, 2004 as compared to the three months doded30, 2003. The voice services revenue decvassprimarily the result of access
line losses and pricing declines. We have expesigrmompetition from technology substitution, CLEADsl other telecommunications
providers reselling our services by using UNE. Tégulated pricing structure of the UNE has apptiednward pressure on revenues. Als
migration of consumer and business customers to@wrvalue packages with lower rates has causedenall decrease in revenue for our
local voice products.

For the three months ended June 30, 20@d4rapared to the three months ended June 30, Ra@8 voice revenue declined
$129 million, or 9%. Local voice revenue declinesrgvprimarily driven by losses of access linestdusompetition from both technology
substitution and other telecommunications providesglling our services through the use of UNEsisixtent with the table below, the
average net access line loss was approximatelyot%hé four consecutive quarters ended June 3@.200

June 30, June 30,
2004 2003 (Decrease) %

(In thousands)
Access Line 15,83¢ 16,501 (668) (9%

As shown above, between June 30, 2003 amel 30, 2004, total access lines declined by 668¢0@1%. Local voice wholesale revenue
gains from increased UNE access lines were offgétwer revenue for collocation, operator and oewices. The increase in UNE access
lines partially offset the loss of consumer andifess retail access lines but, because the redytaieing structure of UNEs mandates lower
rates, this transition has caused downward pressuceir gross margins. Competitive pressures dafeand package pricing and a
migration of customers to our new value packages ltaused a decrease in rates for our local vomugts.

Data and Internet Service

Data and Internet services revenue incte@ganmillion, or 1%, for the three months endedel88, 2004 as compared to the three mc
ended June 30, 2003. Pursuant to the amendment of
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our agreement with Microsoft in July 2003, we beeawsponsible for providing broadband servicestb#ser customers, while we
previously provided related services to Microsaftzowholesale basis. As a result, we are recogpianenue at higher consumer retail rates
rather than the lower wholesale rates we chargedddgoft. In addition, expanded availability andremsed marketing efforts are creating
volume growth for broadband services. These ineeagre offset by a decline in in-region wholesaternet services, a result of contract
losses and renegotiations of contracts to someiolaoge, bankrupt customers. Also, Internet and Ees are trending down as a result of
increased competition, although the overall nunthdSL customers is growing.

Affiliate Services

Affiliate services revenue consists of ¢el@munications services provided to affiliated gmises. Affiliate services revenue increased
$40 million, or 22%, for the three months endedeJ8®, 2004 compared to the same period in 2003indneases in affiliate services revel
were primarily caused by a migration of telecomnaations services from third-party providers onto wetwork and by QCII's entrance into
the InterLATA long-distance business with the FCallthorization of QCII's Section 271 filings. Thesgvices and related revenue increases
were related primarily to increases in InterLAT Astamer levels, and increases in marketing, saléd#ling and collection services provid
to QCIlI's long-distance subsidiary.

Operating revenue—six months ended June 30, 20@pa@d to the six months ended June 30, 2003:
Voice Services

Voice services revenue decreased $382omilor 9%, for the six months ended June 30, 280zbmpared to the six months ended
June 30, 2003. The voice services decrease wasigirthe result of a decrease in local voice smsirevenue. Local voice revenue declines
were primarily driven by losses of access lines twusompetition from both technology substitutiordather telecommunications providers
reselling our services through the use of UNEs.tBe@ccess line loss trend table above for digmuss access line trends. The average
access line loss per quarter was approximately0087during the four quarters ended June 30, 2004.

Data and Internet Service

Data and Internet services revenue wasivela flat with a $3 million, or 0%, decrease ftwe six months ended June 30, 2004 as
compared to the six months ended June 30, 2008uuirto the amendment of our agreement with Madtas July 2003, we became
responsible for providing broadband services toesat customers, while we previously provided exlagervices to Microsoft on a wholesale
basis. As a result, we are recognizing revenudéglieh consumer retail rates rather than the loweslasale rates we charged Microsoft. In
addition, expanded availability and increased margeefforts are creating volume growth for broadéaervices. These increases were o
by a decline in in-region wholesale Internet sesija result of contract losses and renegotiatibnentracts to some of our large, bankrupt
customers. Also, Internet and DSL rates are trepdown as a result of increased competition, aljhahe number of DSL customers is
increasing.

Affiliate Services

Affiliate services revenue consists of telmmunications services provided to affiliated gutises. Affiliate services revenue increased
$104 million, or 30%, for the six months ended J88e2004 compared to the same period in 2003iMdreases in affiliate services revenue
were primarily caused by a migration of telecomnaations services from third-party providers onto wetwork and by QCII's entrance into
the InterLATA long-distance business with the FCallthorization of QCII's Section 271 filings. Thesgvices and related revenue increases
were related primarily to increases in
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InterLATA customer levels and increases in marlgtsales and billing and collection services preditb QCII's long-distance subsidiary.
Operating Expense

The following table shows a breakdown oém@ing expenses:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2004 2003 (Decrease) % change 2004 2003 (Decrease) % change

(Dollars in millions)

Operating expense

Cost of sale: $ 64¢ $ 661 $ (12 2@%»$ 1,248 $ 1,29C $ (42) (3)%

Selling, general and

administrative ("SG&A") 67€ 76¢ (93 (12% 1,402 1,514 (112) (7%

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

Intangible assets

amortizatior 95 84 11 13% 187 164 23 14%

Impairment, restructuring

and other charge 73 11 62 nm 75 23 52 nm
Total operating expens $ 2077 $ 212 $ (49 2@Q%n$ 4,071 $ 419 $ (129) (3)%

| | I | | ]

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

The following table shows a breakdown dftaaf sales by major component:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2004 2003 (Decrease) % change 2004 2003 (Decrease) % change

(Dollars in millions)

Employee and service-related

costs $ 41t $ 404 $ 11 3% $ 83C $ 811 $ 19 2%

Network costs 51 50 1 2% 90 93 3 (3)%

Non-employee related cos 82 94 (12 (13)% 15¢ 18t 27) (15)%

Affiliate costs 101 113 12 11)% 17¢C 201 (31) (15)%

Total costs of sale $ 64¢ $ 661 $ 12 @%»$ 1,24¢ $ 1,29C $ (42) (3)%
| | | | | |

Cost of sales includes network costs, Esand wages, benefits, materials and suppliedraxied engineering services and computer
systems support.

Cost of Sales—Three months ended June 30, 20@hgsaced to the three months ended June 30, 2003
Cost of sales as a percent of revenue W#sf@r the period ended June 30, 2004, compar2d%bfor the period ended June 30, 2003.
Total cost of sales decreased $12 million or 2%Herthree months ended June 30, 2004 as compatled three months ended June 30,

2003.

Employee and service-related costs, sudalasies and wages, benefits, commissions ardiplairty customer service costs increased
$11 million, or 3%, for the three months ended J8®e2004 as compared to the three months ended3Dyr2003. While we have realized
savings due to reduction in salaries and wageguasfdssional fees resulting from our restructuefigrts, we incurred increased

31






overtime costs related to lower overall staffingels and increased amortization of deferred caste@ated with deferred revenue.

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

Affiliate costs decreased $12 million, d#4, for the three months ended June 30, 2004 apamem with the same period in 2003. The
decrease is primarily attributable to adjustmerith eertain affiliates to clarify costs subjectdfiiliates billings.

Cost of Sales—Six Months Ended June 30, 2004 gsarethto the six months ended June 30, 2003

Total cost of sales decreased $42 millowr8%, for the six months ended June 30, 2004 ampaced to the six months ended June 30,
2003. The cost of sales decline is consistent loitier revenue, although we have been unable te@aetsavings in certain costs such as
employee benefits and some non-employee relatdd, @sdiscussed above in Expense Trends. Coatesf as a percentage of revenue for
the six months ended June 30, 2004 and for theeiths ended June 30, 2003 was 24%.

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

Non-employee related costs decreased $#idmior 15%, for the six months ended June 3@428s compared to the six months ended
June 30, 2003. The decrease is attributable torleMielesale volumes in addition to a favorablelsgtént on a reciprocal compensation
agreement.

Affiliate costs decreased $31 million, &4, for the six months ended June 30, 2004 as cadpeth the same period in 2003. The
decrease is primarily attributable to adjustmerith eertain affiliates.

Selling, General and Administrative (SG&A) Expen

The following table shows a breakdown o8&y major component for the three and six morghded June 30, 2004 and 2003:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2004 2003 (Decrease) % change 2004 2003 (Decrease) % change

(Dollars in millions)

Employee and service-related

costs $ 17C¢ $ 20¢ $ (39 (16)%$ 36C $ 411 % (51) (12)%

Bad debt (39 23 (57 nm 3 64 (61) (95)%

Property and other taxi 92 10€ (14 (13)% 15¢ 20¢ 49 (29)%

Non-employee related cos 121 95 26 27% 2717 204 73 36%

Affiliate cost 327 34z (15) (4% 602 627 (24) (4%

Total SG&A $ 67¢ $ 76 $ (93 (129%$ 1,40z $ 151¢ $ (112) ()%
| | I | | ]

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

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

SG&A, as a percent of revenue, was 26%Herthree-month period ended June 30, 2004 andf@Bfhe same period in 2003. Total
SG&A decreased $ 93 million, or 12%, for the thmeenths ended June 30, 2004 as compared with the gariod in 2003 for the reasons
discussed below.

Employee and service-related costs, sudalasies and wages, benefits, sales commissigagjrae, professional fees (such as
telemarketing, and customer service costs) deale®®@ million, or 16%, for the three months endedel30, 2004 as compared to the same
period in 2003. The decline is primarily due tdfétg reductions related to planned restructuring eeduced professional fees related to
accounting and network costs and decreased fesedeb providing certain features.

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

Property and other taxes decreased $1ibmilbr 13%, for the three months ended June 304 20mpared to the same period in 2003.
Reduced property taxes are primarily attributedhanges in property tax estimates recorded basézbsocations and taxable property and
lower gross receipts taxes incurred related to taweenue levels in 2004.

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

Affiliate costs decreased $15 million, &b 4for the three months ended June 30, 2004 asamupvith the same period in 2003. As
noted above, external commission expenses, prdyiouwduded in affiliate costs are now directly gdiy us and included in non-employee
costs.

SG&A—Six months ended June 30, 2004 as compathkd 8x months ended June 30, 2003

SG&A, as a percentage of revenue, was 2#%hé six months ended June 30, 2004 as compau28P4 for the six months ended
June 30, 2003. Total SG&A decreased $112 milliory,%, for the six months ended June 30, 2004 apaced to the six months ended
June 30, 2003. The SG&A decline is consistent withongoing efforts to improve operational effig@s although we have been unable to
achieve savings in certain costs such as employeefits, as discussed above in Expense Trends.

Employee and service-related costs, sudalasies and wages, benefits, sales commissioegjme and professional fees, decreased
$51 million or 12% for the six months ended Jung284 as compared to the six months ended Jur208@, The decrease can be attributed
to reductions in total salaries and wages due tendzing of employee numbers, a decrease in priofesisfees related to accounting and
network enhancement costs and decreased feesdrigteoviding certain features. These decreases wféset by increases in employee
benefits and overtime expense.

Property and other taxes decreased $4®milbr 24%, for the six months ended June 30, 280dompared to the six months ended
June 30, 2003. The cause of the reduction in ptpa@d other taxes was due both to changes in psof@e estimates recorded based on
fewer locations and less
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taxable property and a one-time expense reduation & successful property tax appeal for the sirttiended June 30, 2004.

Bad debt expense decreased $61 millioB586, for the six months ended June 30, 2004 as amdpo the six months ended June 30,
2003 as a result of one-time settlements of $4Kamifrom companies emerging from bankruptcy. Alsgjuced revenue levels and better
collection practices allowed us to reduce our dvegaerve an additional $8 million.

Non-employee related costs increased $1B®mior 36%, for the six months ended June 3@4&s compared to the six months ended
June 30, 2003. The increase can be primarily ategtto the $46 million increased spending for ratirly and advertising programs, and a
$15 million increase in external commissions expen®rior to 2004, commission expenses were pal@3® and allocated to us as an
affiliate cost. Beginning in 2004, commissions wpaéd directly by us.

Affiliate costs decreased $24 million, 86 4for the six months ended June 30, 2004 as caxdpeith the same period in 2003. As noted
above, external commission expenses, previouslyded in affiliate costs are now directly paid ksyand included in non-employee costs.

Combined Pension and Post-Retirement Benefits

Our results include posgtirement benefit expenses allocated to us by Qtell of pension credits, of $50 million in the sed quarter @
2004 and $54 million, in the second quarter of 2008 recorded a net pension expense of $106 mé@h$108 million for the six months
ended June 30, 2004 and 2003, respectively. Theemsion expense or credit is a function of thewamof pension and post-retirement
benefits earned, interest on projected benefigakithns, amortization of costs and credits fronoiplienefit changes and the expected return
on the assets held in the various plans. The metipe expense or credit is allocated partiallydstof sales and the remaining balance
included in SG&A.

In December 2003, the Medicare Prescripbang, Improvement and Modernization Act of 2008e(tAct") became law in the United
States. The Act introduces a prescription drug fiemeder Medicare as well as a federal subsidgponsors of retiree health care benefit
plans that provide a benefit that is at least atlip equivalent to the Medicare benefit. In aatamce with Financial Accounting Standards
Board, ("FASB"), Staff Position No. 106-1 and 106*®ccounting and Disclosure Requirements Relabettié Medicare Prescription Drug,
Improvement and Modernization Act of 2003", we &écto defer recognition of the effects of the ikcany measures of the benefit
obligation or cost until the adoption of the fimaithoritative guidance on accounting for the Aaeguired in the third quarter of 2004. When
adopted, the accounting guidance could require aeange previously reported information. Currenilg do not believe we will need to
amend our plan to benefit from the Act.

Depreciation

Depreciation expense for the three montiteé June 30, 2004 decreased $17 million, or 3%hpeoed to the three months ended
June 30, 2003. For the six months ended June 84, 2@preciation expense decreased $44 millioA%grwhen compared to the same pe
of 2003. The decrease was the result of the thiedtgr 2003 wireless impairment and reduced cagijaénditures in 2003 and 2004, which
caused more assets to become fully depreciateiveeta asset additions during the period.

Intangible Assets Amortizatio

Amortization expense increased $11 milli@n13%, for the three months ended June 30, 266¥ared to the same period in 2003. For
the six months ended June 30, 2004, amortizatiperese
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increased $23 million, or 14% compared to the sper®d in 2003. The increase was attributed toeiases in capitalized software.
Impairment and Restructuring Charges

The restructuring reserve for the three siRanonths ended June 30, 2004, included charfg®s4oand $57 million respectively, for the
severance benefits pursuant to established sewepamticies and was partially offset by reversapodr charges. QCII reviewed our employ
levels in certain areas of our business and asudtrédentified 1,700 employees from various fumtél areas to be terminated as a part of this
restructuring for the six months ended June 304288 a result of these restructuring activities, axpect to realize annualized savings of
approximately $170 million.

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

Total Other Expense—Net

Other expense—net, includes interest exgearet of capitalized interest and other income-~mbich includes interest income.
Components of other expense—net are as follows:

Three Months Ended June 30, Six Months Ended June 30,
Increase/ Increase/
2004 2003 (Decrease) % change 2004 2003 (Decrease) % change

(Dollars in millions)

Interest expen—net $ 146 $ 13¢ $ 7 5%%$ 294 $ 27¢ $ 18 7%
Other income (5) (6) 1 17% 9) — 9 nm
Total other expens—net $ 141 $ 13 $ 8 6%% 285 $ 27¢ $ 9 3%
.| I I .| I I

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

Interest expense—net, increased $18 mition% for the six months ended June 30, 2004 cosdp@ the same period ended 2003. The
increase was attributable to higher average deéhhbas during the period, although total debt leaee lower as of June 30, 2004.
Additionally, amortization of debt issuance experiseluded in interest expense, is higher in tlxensonths ended June 30, 2004, as comg
to the same period in the prior year.

Loss From Discontinued Operations.

On April 30, 2004, our direct parent, Qw8stvice Corporation ("QSC"), made capital contiidms of $2.185 billion to us. We, in turn,
made capital contributions of the same amount@uest Wireless, which used these proceeds to pam @e $2.185 billion in outstanding
affiliate borrowings due to related parties.

On May 1, 2004, we transferred ownershipuafest Wireless. The transfer was made in the fafrendividend to QSC, our direct parent,
and, as a result, no consideration was exchangseltd®this transfer, we no longer have wirelessatmns, and the results of Qwest Wireless
operations are accounted for as discontinued dpasat
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Income Tax Provision

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

Liquidity and Capital Resource

We are a wholly owned subsidiary of Qwestvites Corporation, ("QSC") which is wholly ownlegl QCII. As such, factors relating to
or affecting QCII's liquidity and capital resouraasild have material impacts on us, including clearig the market's perception of us,
impacts on our credit ratings and access to capisakets.

As of June 30, 2004 and December 31, 2Q@3| and its consolidated subsidiaries had totatdwwings of $17.3 billion and
$17.5 billion, respectively. Some of the borrowitggsued by QCIl and QSC are secured by liens ostogk. As a result, ownership of our
stock could transfer if either QCIl or QSC wereadtdault on its debt obligations.

QCIlI has cash management arrangements éeteertain of its subsidiaries that include linésredit, inter-company obligations, capital
contributions and dividends. As part of these gasahagement arrangements, affiliates provide lifieseaalit to certain other affiliates.
Amounts outstanding under these lines of creditiatet-company obligations vary from time to tinredaare classified as short-term
borrowings.

Near-Term View

Our working capital deficit, or the amotoytwhich our current liabilities exceed our curraesets, was $1.6 billion and $2.7 billion a
June 30, 2004 and December 31, 2003, respect@elyworking capital deficit decreased $1.1 billiwhen compared to December 31, 2003.
The decrease was primarily due to the retiremef2d? billion of affiliate borrowings related toethliscontinuance of Qwest Wireless
operations, partially offset by an increase indvid liability in the amount of $497 million andgming capital expenditures. Due to the
repayment of these borrowings and the transferveé<p Wireless to an affiliate, going forward welwibt be directly impacted by either the
results of operations or by borrowings of Qwestéhss.

Since December 31, 2003, the following ésdrave occurred impacting our working capital:

. On May 1, 2004, we redeemed all $100 million ourdiiag principal of our 5.65% notes due Novembe24 and all
$41 million outstanding principal amount of our % 8ebentures due June 1, 2005 at par and all delsteerest ceased to
accrue.

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

. We paid cash dividends of $1.4 billion. We havedrisally declared and paid regular dividends to parent, QSC, based on
the earnings of our wireline operations. In Julp20we modified our dividend practice to balancefmancial needs, cash
position and credit profile with those of our pareks a result, going forward, we may declare aag gividends in excess of
our earnings.

The current working capital deficit at JuB% 2004 was primarily due to dividends that welaed to QSC and the current portion of
long-term debt.
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As discussed below, we continue to produgeificant cash from operating activities. We beé that our financial resources together
with our cash flows from operations will be suféioi to meet our cash needs through the next twebrgths. However, if we or QCII become
subject to significant judgments as further disedss Note 7- Commitments and Contingencies in Iteof this report, we or QCII could be
required to make significant payments that we oll@@ not have the resources to make. The magnibfiday settlements or judgments
resulting from these actions could materially addemsely affect QCII's ability to meet its debtsdee obligations and affect its financial
condition, potentially impacting its credit ratirits ability to access capital markets and its clisnge with debt covenants. In addition, the
magnitude of any settlements or judgments may c@@éto draw down significantly on its cash balascwhich might force it to obtain
additional financing or explore other methods toagate cash. Such actions could include issuingiaddl securities or asset sales. In
particular, to the extent that QCII's EBITDA (adided in QCII's debt covenants) is reduced by gadgments or settlements, its debt to
consolidated EBITDA ratios in certain debt agreetsevill be adversely affected. As a wholly ownetysidiary of QCII, our business
operations and financial condition could be sinWlaffected, potentially impacting our credit raghand access to capital markets. In
addition, a three-year revolving credit facilityta@slished by QSC in 2004 (the "2004 QSC Credit liEgt)i contains various limitations,
including a restriction on using any proceeds fthmfacility to pay settlements or judgments relgtio investigations and securities actions
discussed in Note 7—Commitments and Contingenaoi¢eim 1 of this report.

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

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

In addition to our periodic need to obtfiirancing in order to meet our debt obligationdreey come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of non-strategic assets) if cash
provided by our and QCII's operations does not owey if competitive pressures increase, if reveanug cash provided by operations cont
to decline, if economic conditions weaken or if weQCll become subject to significant judgmentsuather discussed in Note 7—
Commitments and Contingencies in Iltem 1 of thisorep/Ne or QCII could be required to make significpayments that we do not have the
resources to make. The magnitude of any settlenmenftglgments resulting from these actions couldenialy and adversely affect QCllI's
ability to meet its debt service obligations aniéelfits financial condition, potentially impactiitg credit ratings, its ability to access capital
markets and its compliance with debt covenantadifition, the magnitude of any settlements or juelgism may cause QCII to draw down
significantly on its cash balances, which mightéoit to obtain additional financing or explore @timethods to generate cash. Such actions
could include issuing additional securities or assées. As a wholly owned subsidiary of QCII, business operations and financial
condition could be similarly affected, potentiaiigpacting our credit ratings and access to thetabmiarkets.

The 2004 QSC Credit Facility has a crosgmEnt default provision, and the 2004 QSC Crediilfy and certain other debt issues of
QCIl and its other subsidiaries have cross acdéderarovisions. When present, such provisions @étave a wider impact on liquidity than
might otherwise
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arise from a default or acceleration of a singletdestrument. These provisions generally provids & cross default under these debt
instruments will occur if:

. QClIlI fails to pay any indebtedness when due inggregate principal amount greater than $100 million

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

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

Upon such a cross default, the creditos wiaterial amount of QClI's debt may elect to alecthat a default had occurred under their
debt instruments and to accelerate the principaiuats due such creditors. Cross acceleration pomdsare similar to cross default
provisions, but permit a default in a second destrument to be declared only if in addition toediadilt occurring under the first debt
instrument, the indebtedness due under the filsttidstrument is actually accelerated. As a whollsned subsidiary of QCII, our business
operations and financial condition could be affdcfgotentially impacting our credit ratings andesscto capital markets. In addition, the 2
QSC Credit Facility contains various limitationsciuding a restrictioon using any proceeds from the facility to payleetents or judgmen
relating to investigations and securities actioissubsed in Note 7—Commitments and Contingencié®in 1 of this report.

Contingencies

We and QCII are defendants in a numbeegdll actions, and QCII is the subject of a numibémestigations by federal and state
agencies. While we and QCII intend to defend agadirese actions vigorously, the ultimate outconfdb@se cases are very uncertain, ant
can give no assurance as to the impacts on ourdialaresults or financial condition as a resulttifse matters. For a description of these
legal matters and the potential impact on our Hiyj please see Note 7—Commitments and Contingsriniltem 1 of this report and the
Nea-Term View and the Long-Term View above.

Historical View
Operating Activities

We generated cash from operating activiiesl.6 billion and $2.7 billion for the six moistiended June 30, 2004 and 2003,
respectively, or a decrease of $1.1 billion. Ferdix months ended June 30, 2004, the decreasslinprovided by operating activities
compared to 2003 resulted from a $362 million daseein cash generated from operating income, a $8i88n decrease in cash relating to
intercompany tax payments (of which approximatdig@million relates to 2003 taxes) from our intéiaa allocation and payment policy
and a $173 million decrease in cash from changethier working capital accounts. The decreasedarite from continuing operations was
primarily due to the continued trend of decreasegenues. As in prior periods, we can attributectimeent declines to intense competition, as
evidenced by access line losses, pricing declindgeduction in access services revenue.

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

Investing Activities

Cash used in investing activities was $78ilon and $741 million for the six months endadhé 30, 2004 and 2003, respectively. Cash
used in investing activities for the three monthdexd
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June 30, 2004 increased $53 million compared tcénee period ended 2003 primarily as a result&f%million increase in capital
expenditures in 2004. Although our capital spendamains historically low due to the drop in windidemand, we are beginning to
selectively spend capital for new product infrastuue and in markets with growth potential.

Financing Activities

Cash used for financing activities was $fillBon through June 30, 2004 and $506 million fioe same period ended 2003. The increase
in cash used for financing activities reflectedidiénd payments of $1.410 billion to QSC during $hemonths ended June 30, 2004. At
June 30, 2004, we were in compliance with all psimris or covenants of our borrowings.

Credit ratings

The table below summarizes our long-teriot datings at June 30, 2004 and December 31, 2002@02. In June 2004, S&P and Fitch
upgraded our rating three notches. The rating$ asre 30, 2004 are still in effect.

June 30, December 31,
2004 2003 2002
S&P BB- B- B-
Fitch BB B B
Moody's Ba3 Ba3 Ba3

With respect to S&P, any rating below BBMlicates that the security is speculative in natéirBB rating indicates that the issuer is less
vulnerable to nonpayment than other speculatiueessHowever, it faces major ongoing uncertairgiesxposure to adverse business,
financial, or economic conditions which could ldadhe obligor's inadequate capacity to meet itarfcial commitment on the obligation. T
plus or minus symbols show relative standing withiajor 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 atdheeeconomic change over time; however, busineisasrcial alternatives may be availabli
allow financial commitments to be met.

With respect to Moody's, a Ba rating isged to have speculative elements, meaning thdtithee of the issuer cannot be considered to
be well-assured. Often the protection of interesk principal payments may be very moderate, anetiyenot well safeguarded during both
good and bad times. The "1, 2, 3" modifiers shaatige standing within the major categories, 1 beime highest, or best, modifier in terms
of credit quality.

Debt ratings by the various rating agenoéfiect each agency's opinion of the ability a&f thsuers to repay debt obligations as they ¢
due. In general, lower ratings result in higherbaing costs and/or impaired ability to borrow. écarity 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 these current credit ratings, asdatzove, our ability to raise additional capitatianacceptable terms and conditions may be
negatively impacted.

Risk Management

We are exposed to market risks arising fobianges in interest rates. We have excluded xed-iate affiliate borrowings from the
following discussion as they are not subject tokatrisk. The objective of our interest rate riskimagement program is to manage the level
and volatility of our interest expense. We may ewyiglerivative financial instruments to manage oteriest rate risk
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exposure. We may also employ financial derivatteelsedge foreign currency exposures associatedpaitiicular debt.

As of June 30, 2004 and at December 313 28fproximately $1.3 billion of floating-rate defsas exposed to changes in interest rates.
As of June 30, 2004 and December 31, 2003, we pbrimately $750 million and $850 million respeelly, of long-term fixed rate debt
obligations maturing in the following 12 months.yAmew debt obtained to refinance this debt wouléxXgosed to changes in interest rate
hypothetical 10% change in the interest rates @ndibbt would not have had a material effect oneauinings. We had $5.7 billion and
$5.8 billion of long-term fixed rate debt at Jurt® 3004 and at December 31, 2003, respectively0@\hsis point increase in the interest
rates on this debt would result in a decreasearfdh value of these instruments of $400 milliedane 30, 2004 and December 31, 2003. A
100 basis point decrease in the interest ratekismébt would result in an increase in the falugaf these instruments of $400 million and
$500 million at June 30, 2004 and December 31, 2@&pectively.

As of June 30, 2004, we had $453 milliocagh invested in money market and other short-tevestments. Most cash investments are
invested at floating rates. As interest rates chaag will the interest income derived from theseoants.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q/A contains or incorporatggdference "forward-looking statements," as teantis used in federal securities laws,
about our financial condition, results of operasi@md business. These statements include, amoegsoth

. statements concerning the benefits that we expélatesult from our business activities and certa@ansactions we have
completed, such as increased revenues, decregsedses and avoided expenses and expenditures; and

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

These statements may be made expresdtjsidocument or may be incorporated by referenaghter documents we will file with the
SEC. You can find many of these statements by fapfar words such as "believes," "expects,” "aptbtes,” "estimates," or similar
expressions used in this report or incorporatecebgrence in this report.

These forward-looking statements are sulbgenumerous assumptions, risks and uncertaititegsmay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesft risks are described below under "
Factors." These risk factors should be consideremnnection with any subsequent written or oralvfrd-looking statements that we or
persons acting on our behalf may issue. We do md¢rtake any obligation to review or confirm antdysxpectations or estimates or to
release publicly any revisions to any forward-laowkstatements to reflect events or circumstandes thie date of this report or to reflect the
occurrence of unanticipated events. Further, tf@nmation contained in this document is a statemé&our intention as of the date of this
filing and is based upon, among other things, #istiag regulatory environment, industry conditipngarket conditions and prices, the
economy in general and our assumptions as of saieh @e may change our intentions, at any timevétitbut notice, based upon any
changes in such factors, in our assumptions ometse.
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Risk Factors
Risks Affecting Our Business

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

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiomterisify. We have faced greater
competition in our core local business from calmpanies, wireless providers (including our affés), 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 recent decision allowing farbar portability from wireline to wirele:
phones.

Due to these and other factors, we beltrapetitive telecommunications providers are n@érhindered by historical barriers to en
As a result, we are seeking to distinguish oursefi@n our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bijj improved customer support and other ongoingsomrea. However, these initiatives are
new and untested. We may not have sufficient ressuio distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgqezsally products for which we act as a reselleerkif we are successful, these initiatives
may not be sufficient to offset our continuing la$saccess lines. Please see "Management's Disoussd Analysis of Financial Condition
and Results of Operations" in Item 2 of this reffortmore information regarding trends affecting aacess lines.

We have also begun to experience and expehber increased competitive pressure from tet@oanications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agaursstAs a result of these increased
competitive pressures, we have been and may centinbie forced to respond with lower profit margioduct offerings and pricing schemes
in an effort to retain and attract customers. Thsssures could adversely affect our operatingitseand financial performance.

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

The telecommunications industry is expearieg significant technological changes, and oulitgtib execute on our business plans and
compete depends upon our ability to develop newymts and accelerate the deployment of advancedariices, such as broadband data,
video services and VolIP services. The developmeshtdeployment of new products could require sultistaexpenditure of financial and
other resources in excess of contemplated levialge bBre not able to develop new products to kesage pvith technological advances, or if
such products are not widely accepted by custorarsability to compete could be adversely affecad our market share could decline.
Any inability to keep up with changes in technolagyd markets could also adversely affect the topgdiice of our debt securities and our
ability to service our debt.

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

Our revenue decline over the past few yisdeggely attributable to our continued loss ofess lines, which is a result of increased
competition and technology substitution (such aglss and cable substitution for wireline telephoiVe are seeking to improve our
competitive position through product bundling anlder sales and marketing initiatives. However, vaymot be successful in these efforts. If
we are not successful and our revenue declinesiaitevithout corresponding cost
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reductions, this will cause a material deterioratio our results of operations and financial candiind adversely affect our ability to service
debt and pay other obligations.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of investigations of QCII cuntly being conducted by the Securities and Exchar@@mmission ("SEC") and the
U.S. Attorney's Office or the assessment being unaleen by the General Services Administration ("G3Acould have a material adverse
impact on us, on the trading price for our debt seities and on our ability to access the capital rkats.

On April 3, 2002, the SEC issued an ordénwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing in its efforts to cooperate fulith the SEC in its investigation. The investigatincludes, without limitation, inquiry into
several specifically identified QCIl accounting giiaes and transactions and related disclosurésathahe subject of the various adjustments
and restatements described in the QCII annual remoForm 10-K for the year ended December 31, 2062 investigation also includes
inquiry into disclosure and other issues relatetldnsactions between QCII and certain of its vendnd certain investments in the securities
of those vendors by individuals associated with IQCI

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradéa criminal investigation of QCII's
business. QCII believes the U.S. Attorney's Officevestigating various matters that include thiejscts of the investigation by the SEC.

While QCIl is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoraéffice in each of their respective
investigations, QCII cannot predict the outcomé¢hoke investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatid. QCIl has provided a reserve for this matted its securities actions (see Note 7—
Commitments and Contingencies in Item 1 of thioor8pbut it cannot predict the likelihood of whettthe discussions with the SEC staff
result in a settlement and, if so, the terms ohsettlement. However, settlements typically ineglamong other things, the SEC making
claims under the federal securities laws in a campfiled in United States District Court thaty faurposes of the settlement, the defendant
neither admits nor denies. Were such a settlememtdur, QCII would expect such claims to addreasyrof the accounting practices and
transactions and related disclosures that areuthject of the various restatements QCII has madeetisas additional transactions. In
addition, any settlement with the SEC may also Ivecamong other things, the imposition of disgongat and a civil penalty, the amount:
which could be substantially in excess of QCllsoreled reserve, and the entry of a court ordentioald require, among other things, that
QCIl and its officers and directors comply with pigions of the federal securities laws as to witiedre have been allegations of prior
violations.

In addition, the SEC has conducted an itigatson concerning QCII's earnings release forftheth quarter and full year 2000 issued on
January 24, 2001. The release provided pro formaalzed earnings information that excluded certainrecurring expense and income
items resulting primarily from QCII's June 30, 2G@yuisition of US WEST. On November 21, 2001,3E€ staff informed QCII of its
intent to recommend that the SEC authorize anmetgminst QCII that would allege it should havduded in the earnings release a stater
of its earnings in accordance with generally acagpiccounting principles in the United States ofefica ("GAAP"). As of August 6, 2004
(the date of the original filing of this Form 10-@)p action had been taken by the SEC. However] &Qlects that if its current discussions
with the staff of the SEC result in a settlementhssettlement will include allegations concerriiimg January 24, 2001 earnings release.

On June 17, 2004, in connection with aormial investigation, QCII received a letter frone tBEC requesting certain information
concerning the methodologies used to calculateuitsber of customers, subscribers and access @@ .believes that similar requests have
been made to various
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other companies in the telecommunications sectBitl {3 cooperating with the SEC in this matter. uty 23, 2004, QCII received from the
FCC a letter stating that the request by the SE&iaed concerns about the accuracy of certaomrretion periodically submitted to the
FCC by QCII. The FCC has requested that QCII revigarmation QCII submitted to the FCC for 2003 afifirm its accuracy or file
appropriate revisions of these submissions. QQiébes that similar requests from the FCC have hésen made to other telecommunication
companies.

Also, the GSA is conducting a review of@htracts with QCII for purposes of determiningg®@nt responsibility. On September 12,
2003, QCII was informed that the Inspector Genef#the GSA had referred to the GSA Suspension/Deéear Official the question of
whether QCII (including us and its other subsidigyishould be considered for debarment. QCII iperaing fully with the GSA and
believes that it and we will remain suppliers af fovernment; however, if it and we are not allowete suppliers to the government, it and
we would lose the ability to expand the servicescanald provide to a purchaser of telecommunicatigersices that has historically
represented between 2% and 3% of QCII's consotidateual revenue.

An adverse outcome with respect to one arenof the SEC investigations, the U.S. Attorn&ffice investigation or the GSA evaluati
could have a material and significant adverse irhppon us.

Major lawsuits have been brought against QCII inwdhg its accounting practices and other matters. & butcomes of these lawsuits a
other lawsuits affecting us may have a material &dse effect on our business, financial condition @operating results.

Several lawsuits have been filed againsti, QG well as certain of QCII's past and preséirters and directors. These lawsuits include
putative class action lawsuits in which the pldiatallege numerous violations of securities lalmsone of these actions, lead counsel for the
plaintiffs has indicated that plaintiffs will sedlamages in the tens of billions of dollars. Foeadliption of these legal actions, please see
Note —Commitments and Contingencies in Item 1 of thgore

The investigations and securities acticescdbed in Note 7—Commitments and Contingencidégem 1 of this report present material
and significant risks to QCII. The size, scope natlire of the restatements of our and QCII's caaesteld financial statements for fiscal 2001
and 2000 affect the risks presented by these iigatistns and securities actions, as these matteodvie, among other things, QCII's prior
accounting practices and related disclosures. tffaim certain of the securities actions haveg#ld QCII's restatement of items in support of
their claims. As QCII has previously disclosed, Q€ntinues to engage in discussions for purpofessolving certain of these matters. In
December 2003, QCII recorded a charge in its firstatements amounting to $200 million. It re¢entcorded an additional charge of
$300 million, bringing the aggregate amount ofegerve to $500 million which represents the mimmrestimated amount of loss it believes
is probable. However, the ultimate outcomes ofdhraatters are still uncertain and there is a Sicamt possibility that the amount of loss
QCII may ultimately incur could be substantially maahan the reserve QCII has provided. We can givassurances as to the impacts on our
or QCII's financial results or financial condititimat may ultimately result from these matters.

QCII continues to defend against the séiesractions vigorously. QCII is currently unaldeprovide any estimate as to the timing of the
resolution of the investigations or securities@udi Any settlement of or judgment in one or mdrthese actions substantially in excess of
QCllI's recorded reserve could have a significaqtziot, and QCII can give no assurance that it veillehthe resources available to pay any
such judgment. In the event of an adverse outcono@é or more of these matters, QCII's ability &etrits debt service obligations and its
financial condition could be materially and advérsdfected. As a wholly owned subsidiary of QQlur business operations and financial
condition would be similarly affected.
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Further, given the size and nature of @GlHd our business, QCII and we are subject froma to time to various other lawsuits which,
depending on their outcome, may have a materiaradweffect on our financial position. Thus, we gam no assurances as to the impact
our financial results or financial condition aseault of these matters.

Increased scrutiny of financial disclosure, partitarly in the telecommunications industry in whichevoperate, could reduce invest
confidence in us and affect our business opportues.

As a result of QCII's accounting issues @iradincreased scrutiny of financial disclosuregstor confidence in QCII has suffered and
could suffer further. Congress, the SEC, other gawent authorities and the media are intenselytisizing a number of financial reporting
issues and practices. In addition, as discusséiéredine SEC and the U.S. Attorney's Office argently conducting investigations including,
without limitation, inquiries into several specdity identified accounting practices and transaxtiand related disclosures and QCllI's
earnings release for the fourth quarter and fuairy2000.

A criminal trial of four former employeesrcluded in April 2004, resulting in the completgaittals of two of these former employees
and no complete resolution as to the charges aghm®sther two former employees. Subsequent teridle one of these other individuals
pleaded guilty to a felony charge and the secoaddad guilty to a misdemeanor charge. Additional and criminal trials could take place
in the future. Evidence that is introduced at stuiglhs may result in further scrutiny by governnargtuthorities and others.

The existence of this heightened scrutimy tnese pending investigations could adverseBcaffivestor confidence and cause the tre
price for our debt securities to decline.

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

Our operations are subject to extensiver@degulation, including the Communications Ati834, as amended, and FCC regulations
thereunder. We are also subject to the applicalwe bnd regulations of various states, includiggilaion by public utilities commissions
and other state agencies. Federal laws and FCQatems generally apply to interstate telecommutivees (including international
telecommunications that originate or terminatehim Wnited States), while state regulatory autresigenerally have jurisdiction over
telecommunications that originate and terminatéiwithe same state. Generally, we must obtain asidtain certificates of authority from
regulatory bodies in most states where we offeagtate services and must obtain prior regulatppyaval of rates, terms and conditions for
our intrastate services in most of these jurisditti Our businesses are subject to numerous, e aite detailed, requirements under
federal, state and local laws, rules and regulatiéiccordingly, we cannot ensure that we are ahvimgempliance with all of these
requirements at any single point in time.

Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtnvaries substantially from state to state.
All of our operations are also subject to a var@tgnvironmental, safety, health and other govermial regulations. There can be no
assurance that future regulatory, judicial or liegige activities will not have a material adveestect on our operations, or that domestic or
international regulators or third parties will matse material issues with regard to our compliaaraeoncompliance with applicable
regulations.

We monitor our compliance with federaltstand local regulations governing the dischargedisposal of hazardous and
environmentally sensitive materials, including émission of electromagnetic radiation. Althoughbedieve that we are in compliance with
such regulations, any such discharge, disposah@son might expose us to claims or actions tbatcchave a material adverse effect on our
business, financial condition and operating results

44




Risks Affecting Our Liquidity

QClII'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 adweeronomic and competitive conditions, as well #seo adverse developments.

Our ultimate parent, QCII, is highly levgesl on a consolidated basis. As of June 30, 20@4face value of our consolidated debt was
$7.6 billion, excluding affiliate borrowings, whids included in QCII's total consolidated debt @7$ billion as of such date. A considerable
amount of our and QCII's debt obligations comesaliex the next few years. While we currently bedieve, together with QCII, will have t
financial resources to meet our obligations whay tome due, we cannot anticipate what our or @@lture condition will be. We may
have unexpected costs and liabilities and we mag hited access to financing.

In addition to our periodic need to obtfiirancing in order to meet our debt obligationgreey come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of non-strategic assets) if cash
provided by our and QCII's operations does not avey if revenue and cash provided by operationsimea to decline, if economic
conditions weaken or if we or QCII become subjedignificant judgments and/or settlements as &urtliscussed in Note 7—Commitments
and Contingencies in item 1 of this report andLiigtiidity and Capital Resources" above. Also, weyrha impacted by factors relating to or
affecting QCII's liquidity and capital resourcesedo perception in the market, impacts on crediihga, or provisions in our and QCII's
financing agreements that may restrict our flekipilinder certain conditions. The 2004 QSC Creditilty has a cross payment default
provision, and the 2004 QSC Credit Facility andaiarother debt issues of QCII and its other subgi&k have cross acceleration provisions.
When present, such provisions could have a widpaghon liquidity than might otherwise arise frordefault or acceleration of a single debt
instrument. As a wholly owned subsidiary of QCIHaRSC, any such event could adversely affect ollityatp conduct business or access
capital markets and could adversely impact ouritratings.

QCIlI's high consolidated debt levels coadidersely impact our credit ratings. Additionatlye degree to which we, combined with Q!
are leveraged may have important limiting consegesion us, such as:

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

. making us more vulnerable to the current or futlbenturns 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; and

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

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

We anticipate that our capital requiremealsating to maintaining and routinely upgrading anetwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatedwitfuture contractual cash obligatic
including future purchase commitments, which matuim affect our operating results. While we bedig¢irat our current level of capital
expenditures will meet both our maintenance andcoue growth, if circumstances underlying our expgons change, we may be unable to
further significantly reduce our capital requirertsear operating expenses, even if revenues areasog. Such nondiscretionary

45




capital outlays and operating expenses may lesseability to compete with other providers who faess significant spending requirements.
The cash needs of our affiliated companies consuangignificant amount of the cash we generate.

We have historically declared and paid f@gdividends to our parent, QSC, based on theiregsrof our wireline operations. In
July 2004, we modified our dividend practice todwee our financial needs, cash position and cpedftle with those of our parent. As a
result, going forward, we may declare and pay @mib in excess of our earnings.

The debt agreements of QCIl and Qwest will allonchao incur significantly more debt, which, if inawed, could exacerbate the other
risks described herein.

The terms of QCII's and our debt instruragrermit QCIl and us to incur additional indebtesiné&Such debt may be necessary to comply
with regulatory obligations to maintain QCII's arrassets, to satisfy regulatory service obligatido adequately respond to competition or
for financial reasons alone. Incremental borrowiagborrowings at maturities that impose additidivencial risks to our various efforts to
improve our financial condition and results of ggi@ns could exacerbate the other risks descrikegirn

Other Risks Relating to Qwest

If conditions or assumptions differ from the judgmeés, assumptions or estimates used in our critiegkounting policies, the accuracy
our financial statements and related disclosuresutnbbe affected.

The preparation of financial statements rataked disclosures in conformity with GAAP reeusirmanagement to make judgments,
assumptions and estimates that affect the amoeptsted in our condensed consolidated financi#stants and accompanying notes. Our
critical accounting policies, which are describedur 2003 Form 10-K describe the significant actimg policies and methods used in the
preparation of our condensed consolidated finastéements. These accounting policies are corglderitical” because they require
judgments, assumptions and estimates that mayeingtlact our condensed consolidated financial statés and related disclosures. 2
result, if future events differ significantly frothe judgments, assumptions and estimates in aigatraccounting policies or different
assumptions are used in the future, such evertssumptions could have a material impact on oudeased consolidated financial
statements and related disclosures.

If we fail to extend or renegotiate our collectil@mrgaining contracts with our labor unions as thexkpire from time to time, or if ou
unionized employees were to engage in a strike theowork stoppage, our business and operating flesaould be materially harmed.

We are a party to collective bargainingtcacts with our labor unions, which represent aisicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementh@gsexpire from time to time. If we fail to extéor renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouf unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a significamugison of operations, which could have a mataidlerse effect on our business. In
August 2003, we reached agreements with the Conuatioins Workers of America and the InternationaltBerhood of Electrical Workers
on new two-year labor contracts. Each of theseesgeats was ratified by union members and expireSumgust 13, 2005.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The information under the caption "Risk Mgament" in "Management's Discussion and Analyisisrancial Condition and Results of
Operations" is incorporated herein by reference.

ITEM 4. CONTROLS AND PROCEDURES

The effectiveness of our or any systemiséldsure controls and procedures is subject ticelimitations, including the exercise of
judgment in designing, implementing and evaluatheycontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events, and the inability to eliminate miscondumnpletely. As a result, there can be no assurdrateotir disclosure controls and procedures
will detect all errors or fraud. By their natureyr@r any system of disclosure controls and proeesioan provide only reasonable assurance
regarding management's control objectives.

Under the supervision and with the paratign of QCII's management, including QCII's Chisecutive Officer and Chief Financial
Officer, QCII evaluated the design and operationwfdisclosure controls and procedures (as defim&iiles 13a-15(e) and 15d-15(e) of the
Securities Exchange Act of 1934, or the "Exchang®&)fas of June 30, 2004. On the basis of thiseseybur management, including our
Chief Executive Officer and Chief Financial Officeoncluded that our disclosure controls and procesiare designed, and are effective, to
give reasonable assurance that the informationinesjto be disclosed by us in reports that wetfilder the Exchange Act is recorded,
processed, summarized and reported within the pieniods specified in the rules and forms of the SIBE to ensure that information requi
to be disclosed in the reports filed or submittadar the Exchange Act is accumulated and commuweddatour management, including our
Chief Executive Officer and Chief Financial Officér a manner that allows timely decisions regagdiquired disclosure. There were no
changes in the Company's internal controls ovemiiial reporting that occurred in the second quaift@004 that materially affected, or we
reasonably likely to materially affect, its intefleantrol over financial reporting.
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PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information set forth above under N6teCommitments and Contingencies contained in thetéblto Condensed Consolidated
Financial Statements" included in this Quarterlyp&e on Form 10-Q/A is hereby incorporated by refiee.

Matters Resolved in the First and Second Quartersf@004

Section 271 of The Communications Act 034@s amended by The Telecommunications Act of 180the Act, prohibited QCII from
providing InterLATA long-distance services withiis traditional 14-state (in-region) local serviceaprior to the FCC granting state specific
authority for it to provide those services. For Q®@Imerge with U S WEST it was necessary for Q€ldlivest its in-region long-distance
operations prior to completing the Merger in JuB8@ In 2001, the FCC began an investigation ofl@€bmpliance with the divestiture of
in-region InterLATA services and QCII's ongoing qaifance with Section 271 for the audit years 2006 2001. In connection with this
investigation, QCII disclosed certain matters ® BCC that occurred in 2000, 2001, 2002 and 2088s& matters were resolved with the
issuance of a consent decree on May 7, 2003, bghvthe investigation was concluded. As part ofdtiesent decree, QCII made a voluntary
payment to the U.S. Treasury in the amount of $@ilbon, and agreed to a compliance plan for cerfature activities. The consent decree
compliance plan required QCII to strengthen iterinal controls to prevent the sales and provismpoinin-region InterLATA private line
services prior to receiving FCC approval for suales, and required QCII to not sell any operationtrLATA telecommunications facilities
in Arizona or Minnesota prior to obtaining FCC apl to provide InterLATA long distance servicedhiose states and to not sell such
facilities in any in-region state prior to complgiwith the Act's separate affiliate requirementatesl to providing such facilities or services.
These compliance plan requirements expired on Deeedb, 2003, when the FCC order approving QCiBsin region 271 application to
provide InterLATA services became effective.

The FCC also instituted an investigatiaio iwvhether QCIl may have impermissibly engagedéenrharketing of InterLATA services in
Arizona prior to receiving FCC approval of its apption to provide such services in that statéviay 2004, QCIl and the FCC entered into a
consent decree to resolve this matter with QCllinmk voluntary payment of $100,000 to the U.Sa$tey and adopting a compliance plan
which strengthens QCIlI's controls of its outbouglémarketing agents. The compliance plan will subh2months from the May 28, 2004
effective date of the FCC order adopting the condenree.

In 2003, Arizona initiated formal proceegiiregarding our alleged failure to file requirgdements in that state. On April 14, 2004,
Arizona Corporation Commission ordered us to idsilieredits or pay cash totaling approximately #lnillion to Arizona CLECs on the
basis of a settlement among three CLECs and uscdmenission also ordered us to pay penalties ofcqipately $8.8 million to the state
treasury. We paid the penalty in May 2004 and mthé process of issuing the credits. Also in 20@8yeceived a Notice of Apparent
Liability from the FCC, which recommended penalté$9 million for alleged delays in filing 46 agments in Arizona and Minnesota. We
also paid this amount in May 2004.

In November 2003, QCII reached a settlemstiit certain of its insurance carriers over diggutoncerning their attempts to rescind or
otherwise deny coverage under QCII's director dfidew liability insurance policies and employeenkét plan fiduciary liability policies that
could provide coverage for, among other things SBE€ and U.S. Attorney's Office investigations #melsecurities actions and derivative
actions described in Note 7—Commitments and Coatiogs contained in the "Notes to Condensed Cafaelil Financial Statements"
included in this Quarterly Report on Form 10-Q. Tise and allocation of the $200 million of the geds of this settlement placed into
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trust was not resolved between QCII and individosilireds at the time of the settlement, but QQbkssguently reached agreement with
certain individual insureds in July 2004. Undestagreement, the $200 million of proceeds has Heduhed into the following four funds,
which will be administered by a claims trustee:

. the first fund is in the amount of $115 million aisdfor the use of both QCII and the individualunsds. Proceeds from this
fund may be applied to settlement of pending lttya(upon joint application of QCII and at leas%% of the individual
insureds), payment of defense costs for or on behaidividual insureds and QCII and payment dietlosses;

. the second fund is in the amount of $30 million @nfibr the sole use of QCII;
. the third fund is in the amount of $30 million aisdor the sole use of the individual insureds; and
. the fourth fund is in the amount of $25 million asdor the use of QCII pursuant to the conditipnascribed in the settlement

of the derivative litigation, described in Note 7-ef@mitments and Contingencies contained in the "dltie€Condensed
Consolidated Financial Statements" included in @usirterly Report on Form 10-Q.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(@) Exhibits filed for Qwest through the filing of thisorm 10-Q/A:

Exhibits identified in parentheses below an file with the SEC and are incorporated hebgineference. All other exhibits are provided
as part of this electronic submission.

Exhibit
Number Description

(3.1 Restated Articles of Incorporation of Qwest (immrated by reference to Qwest's Annual Report
on Form 1K for the year ended December 31, 1997, File -3040).

(3.2) Articles of Amendment to the Articles of Incorpacet of Qwest (incorporated by reference to
Qwest's Quarterly Report on Form-Q for the quarter ended June 30, 2000, File I-3040).

(3.3) Amended and Restated Bylaws of Qwest (incorporayeference to Qwest's Annual Report on
Form 1(-K for the year ended December 31, 2002, File -3040).

(4.1) Indenture, dated as of April 15, 1990, by and betwiglountain States Telephone and Telegraph
Company and The First National Bank of Chicagodiporated by reference to Qwest's Annual
Report on Form 1-K for the year ended December 31, 2002, File 1-3040).

(4.2) First Supplemental Indenture, dated as of Aprillld®1, by and between U S WEST
Communications, Inc. and The First National BankChfcago (incorporated by reference to
Qwest's Annual Report on Form-K for the year ended December 31, 2002, File I-3040).

(4.3) Indenture, dated as of October 15, 1999, by andd®mt U S WEST Communications, Inc. and

Bank One Trust Company, National Association asté®l (incorporated by reference to Qwest's
Annual Report on Form -K for the year ended December 31, 1999, File -3040).
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(10.1, Purchase Agreement, dated as of June 5, 2000, abh@@/EST Communications, Inc. and
Lehman Brothers Inc., Merrill Lynch & Co., Merrlllynch, Pierce, Fenner & Smith Incorporated,
Banc of America Securities LLC, and J.P. Morganugiges Inc., as Representatives of the Initial
Purchasers listed therein (incorporated by refer¢éa®west's Form S-4 filed on October 11,
2000, File No. 33-47772).

(10.2. Registration Rights Agreement, dated March 12, 2692and among Qwest and the initial
purchasers named therein (incorporated by referen@avest's Quarterly Report on Form 10-Q



for the quarter ended March 31, 2002, File N-3040).

(10.3 Term Loan Agreement, dated as of June 9, 2003ntyamong Qwest, the Lenders listed therein,
and Merrill Lynch & Co., Merrill Lynch, Pierce, Faar & Smith Incorporated, as sole book-
runner, joint lead arranger and syndication aggemd, Credit Suisse First Boston, acting throug
Cayman Islands branch as joint lead arranger aminggtrative agent, and Deutsche Bank Trust
Company Americas, as documentation agent and DeiBank Securities, Inc. as arranger.
(Incorporated by reference to Qwest's Current RepofForm 8-K, dated June 10, 2003, File
No. 1-3040)

31.1 Chief Executive Officer Certification pursuant tection 302 of the Sarbar-Oxley Act of 2002
31.z Chief Financial Officer Certification pursuant tecion 302 of the Sarbar-Oxley Act of 2002

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

( )  Previously filed.

(b) Reports on Form 8-K:
We filed the following report on Form 8-Kirihg the second quarter of 2004:

On May 17, 2004, we filed a report on F@i{ announcing that, on May 1, 2004, we transfetoedn affiliate ownership of our
subsidiary, Qwest Wireless LLC, which was the gritirough which we held our wireless assets andlected our wireless operations.
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SIGNATURE

Pursuant to the requirements of the Seeariixchange Act of 1934, the registrant has dalysed this report to be signed on its behalf
by the undersigned thereunto duly authorized.

Qwest Corporatiol

By: /s/  JOHN W. RICHARDSON

John W. Richardson
Senior Vice President and Controller
(Duly Authorized Officer and Chief Accounting Céfic

November 12, 200
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. | have reviewed this quarterly report on Form 1@&@f Qwest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer and | a@sponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) evaluated the effectiveness of the registranttdaisre controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C) disclosed in this report any change in the regisganternal control over financial reporting tloatturred during the registrar
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant's auditors and thatauaanmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) any fraud, whether or not material, that involvesniaggement or other employees who have a significéain the registrant's
internal control over financial reporting.

Date: November 12, 2004

/s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presic
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Oren G. Shaffer, certify that:
1. | have reviewed this quarterly report on Form 1@&@f Qwest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer and | a@sponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) evaluated the effectiveness of the registranttdaisre controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C) disclosed in this report any change in the regisganternal control over financial reporting tloatturred during the registrar
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant's auditors and thatauaanmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) any fraud, whether or not material, that involvesniaggement or other employees who have a significéain the registrant's
internal control over financial reporting.

Date: November 12, 2004

/sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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Exhibit 32

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiesttie purposes of section 1350 of chapter 63lef18 of the United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, in his capacity as an officer of Qwest Qogtion ("Qwest"), that, to his
knowledge, the Quarterly Report of Qwest on ForrQLA for the quarter ended June 30, 2004, fully pbes with the requirements of
Section 13(a) of the Securities Exchange Act of4183d that the information contained in such refairly presents, in all material respects,
the financial condition and results of operatiorQufest. This written statement is being furnisteethe Securities and Exchange Commission
as an exhibit to such Form IYA. A signed original of this statement has bermvijgled to Qwest and will be retained by Qwest furdishec
to the Securities and Exchange Commission oraf§ gpon request.

Dated: November 12, 2004 By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presic

Dated: November 12, 2004 By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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