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GLOSSARY OF TERMS

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

Access Line<Telephone lines reaching from the custc’'s premises to a connection with the public switctedephone networl
When we refer to our access lines we mean all @ssmrmarkets, wholesale and business access ligkgling those used by us and
our affiliates.

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

Competitive Local Exchange Carriers (CLECEglecommunications providers that compete withnysroviding local voice services
in our local service are

Customer Premises Equipment (CFTelecommunications equipment sold to a customeighwimay be sold in connection with ¢
providing telecommunications services to that cogio

Frame RelayA high speed data switching technology primarilgdiso interconnect multiple local networks.
Incumbent Local Exchange Carrier (ILE(A traditional telecommunications provider, suchagest Corporation, that, prior to t

Telecommunications Act of 1996, had the exclusigbtrand responsibility for providing local telecoranications services in its
local service are:

Integrated Services Digital Network (ISDIA telecommunications standard that uses digitalsireission technology to supp:
voice, video and data communications applicatiores cegular telephone line

Interexchange Carriers (IXCsTelecommunications providers that provide longatise services to end-users by handling calls that
extend beyond a custon’s local exchange service ar

InterLATA lon¢distance serviceg.elecommunications services, including “800” seegicthat cross LATA boundaries.

Internet Dial AccessProvides ISPs and business customers with a compsate, reliable and cc«-effective dia-up network
infrastructure

Internet Protocol (IP) Those protocols that facilitate transferring infation in packets of data and that enable each paclke
transmission to “tell” the data switches it enc@ustwhere it is headed and enables the computeraadmnend to confirm that
message has been accurately transmitted and rec

Internet Service Providers (ISPBusinesses that provide Internet access to retaibmers.

IntraLATA lon¢-distance serviceThese services include calls that terminate outsidalle’s local calling area but within the
LATA, including wide area telecommunications seevar “800" services for customers with geograplihychighly concentrated
demand

Local Access Transport Area (LAT./A geographical area associated with the provisfaelecommunications services by lo
exchange and long distance carriers. There ard AB3s in the United States, of which 27 are in ddrstate local service are

Local Calling Area A geographical area, usually smaller than a LATAhim which a customer can make telephone callbouit
incurring lon¢-distance charges. Multiple local calling areas galhemake up a LATA

Private LinesDirect circuits or channels specifically dedicatedhe use of an e-user organization for the purpose of diret
connecting two or more site

Public Switched Telephone Network (PSTThe worldwide voice telephone network that is asii¥#s to every person with a
telephone equipped with dial tor
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* Unbundled Network Elements (UNEs) Platform (1-P). Discrete elements of our network that are sole&caséd to competitiv
telecommunications providers and that may be coetbto provide their retail telecommunications sggsi

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

* Voice over Internet Protocol (VolFAn application that provides re-time, twc-way voice capability originating in the Interr
protocol over a broadband connecti

*  Web HostingThe providing of space, power and bandwidth in dataters for hosting of custom’ Internet equipment as well
related services

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

PART |

ITEM 1. BUSINESS

We are wholly owned by Qwest Services Corporatt@8C"), which is wholly owned by QCII. We providedal telecommunications
and related services, IntraLATA long-distance smsiand data and video services within our logaice area, which consists of the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdintana, Nebraska, New Mexico, North Dakota, @redgsouth Dakota, Utah,
Washington and Wyoming. Our operations are includetie consolidated operations of our ultimateepgrQCII, and generally account for
the majority of QCII's consolidated revenue. Oudetemmunications products and services are prowiaedigh our telephone network located
within our local service area. In addition to opecations, QCII maintains a wireless business amatianal fiber optic network. Through its
fiber optic network, QCII provides the following reline products and services that we do not provide

* InterLATA long-distance service!
» Dedicated Internet access;

» Virtual private network

* Web hosting; and

» Professional service

For certain other products and services we provdd,for a variety of internal communications fuoies, we utilize QCII's fiber optic
network to transport voice and data traffic. Algopugh its national fiber optic network, QCII pidegs some data and Internet access services,
including private line, ATM and Frame Relay, theg aimilar to services we provide within our losatvice area.

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

Until May 1, 2004, we provided wireless service®tigh our wholly owned subsidiary, Qwest WireletL(“Qwest Wireless”). On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate. As a consequence, we no lohgee wireless operations, and the
results of operations and financial position of Gt ireless are included in discontinued operatiorsur consolidated financial statements.
Please see Note 7—Transfer of Qwest Wireless Apesatio our consolidated financial statements éatitonal information on discontinued
operations.

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

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

Years Ended December 31,

2005 2004 2003

(Dollars in millions)
Operating Results

Operating revenu $10,04¢ $10,33! $10,81:
Operating expenst 7,892 8,01¢ 8,49¢
Income from continuing operatiol 98¢ 1,04« 1,08:
Net income 977 991 1,05(

As of December 31

2005 2004
Balance Sheet Dat
Total debi $7,66¢ $ 7,66(
Working capital deficit* (737) (1,029
Total stockholde' s equity 2,33¢ 3,60¢

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

Operations

We market and sell our products and services temeskets and business customers. In general, ass markets customers include
consumers and small businesses, and our busingesars include local, national and global busiegsgovernmental entities, and public and
private educational institutions. We distribute punducts and services to these customers throwghety of channels, including direct sales,
telemarketing and arrangements with third-partynégy@Ve also provide our products and servicesherdelecommunications providers,
including affiliated entities, who purchase ourguots and services on a wholesale basis. We digtritur wholesale products and services
through direct sales.

We offer wireline products and services in a varigtcategories that help people and businessesncmicate. We also rely on joint
marketing relationships with our affiliates to pide a full range of competitive services. Thesatiehships allow us to bundle our services
with wireless, long-distance, private line, andestiervices. Our wireline products and serviceoezed through our telecommunications
network. Our telecommunications network consistalbéquipment used in processing telecommunicatwithin our local service area and
forms a portion of the Public Switched Telephonéwek. Our telecommunications network is made upath copper cables and fiber optic
broadband cables and serves approximately 14.ilbomdiccess lines in 14 states.

The following reflects the key categories of oureline products and services.

Voice Services

Local voice services—mass markets, business aniésate. Through our telecommunications network, we origégnatansport and
terminate local voice services within local exchasgrvice territories as defined by state regudafbinrough this network, we provide:

» basic local exchange services provided throughssdases connected to our portion of the Publict&vad Telephone Network;

» switching services for custom’ communications through facilities that we ov

4
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» various custom calling features such as Callerd8l| Waiting, Call Return and-Way Calling;
» enhanced voice services, such as voice mail;

* payphone and operator services, including direcigsjstance

» voice customer premises equipment; and

» collocation services, or the hosting of anothewjater' s telecommunications equipment in our faciliti

On a wholesale basis we provide network transpdling services and access to our network to otelercommunication providers and
wireless carriers. These services allow other ¢éetenunications companies to provide telecommunioatservices that originate or terminate
on our network. We also sell UNEs, which allow airolesale customers to use our local network amabination of our network and their
own networks to provide local voice and data sewim their customers.

Long-distance voice services—mass markets, busameseholesaléNe provide IntraLATA long-distance services to customers
within our local service area.

Access services—wholesalée also provide services to other data and teleaamizations providers within our local service area
connect their customers to their networks so they tan provide long-distance, transport, dateelesis and Internet services.

Data and Internet Services

Data and Internet servic—mass markets, business and wholesWe offer a broad range of products and professisealices to enab
our customers to transport voice, data and vidieadenmunications at speeds up to 10 gigabits pmrge Our customers use these products
and services in a variety of ways. Our businestoousrs make internal and external data transmissgarch as transferring files from one
location to another. Our mass markets customessa@mail and the Internet using a variety of cotiore speeds and pricing packages. Our
wholesale customers use our facilities for collmratind use our private line services to connesit tustomers and their networks to our
network.

Some of our data and Internet services are deschb®w:

» High-speed Internet, which permits existing massketa and business customer telephone lines t@tgpat higher speeds necessary
for video and hig-speed data communications to the Internet or @imatworks

* ATM, which is a broadband, network transport sexvitilizing data switches that provides a fasticefht way to move larg
guantities of information over our highly reliabtsalable and secure fiber optic broadband netv

» Frame relay, which is a high-speed data switche&ndrnology that allows data to travel in individpatckets of variable length. The
key advantage to this approach is that a framg reé&wvork can accommodate data packets of variaas associated with virtually
any data protoco

» Private lines, which are direct circuits or chasrsgecifically dedicated to the use of an end-asganization for the purpose of
directly connecting two or more sites. Private s$idfer a secure solution for frequent communicatiblarge amounts of data
between sites

» ISDN, which uses digital transmission technologgupport voice, video and data communications egfitins over regular
telephone lines

Other Services

We provide other services that primarily involve gublease of some of our unused real estate asselisas space in our office
buildings, warehouses and other properties.
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Additional Affiliate Services

In addition to voice services, data and Internetises and other services, we provide sales an#letiag of affiliate’ products ant
services by our sales channels, and other miseallenservices, including billing and collectionéegs, to our affiliates.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our subsidiaries, we awvrhave licenses to various patents, trademandde thames, copyrights and ot
intellectual property necessary to the conductwflusiness. We do not believe that the expiradfosny of our intellectual property rights, or
the non-renewal of those rights, would materiaffee our results of operations.

Competition

We compete in a rapidly evolving and highly competi market, and we expect competition to contitsumtensify. Regulatory
developments and technological advances over thifg@a years have increased opportunities forradtitre communications service provide
which in turn have increased competitive pressaresur business. These alternate providers oftemfiawver regulations and have lower cost
structures than we do. In addition, the telecomations industry is experiencing an ongoing trewdards consolidation, and several of our
competitors have consolidated with other telecompations providers. The resulting consolidated canigs are generally larger, have more
financial and business resources and have greatgrgphical reach than we do.

Our on-going response to industry competition ideklinitiatives to retain and win-back customersdiyng out new or expanded
services such as high-speed Internet, packagiegpe#nded featurgeh products and improving the quality of our @mer service. In additio
as noted above in “Operations,” through joint méirigerelationships with our affiliates, we are atdebundle our services with wireless, long-
distance, private line, and other services. Weeiased our marketing and advertising spending len&l805 and have seen increased sales of
our bundled and package offerings. The succedsesetofferings has resulted in increased Bjgged Internet access revenue (as custome
more products), which partially offsets lower rewerdue to access line losses. While bundle dissaestlt in lower average revenue for our
products, we believe they improve customer retentio

Voice Services

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

Competition is based primarily on pricing, packagof services and features, quality of service @amdneeting customer care needs such
as simplified billing and timely response to seevills. We believe customers are increasinglyitapto receive all of their telephone,
television and Internet services from one provided as such we (in partnership with our affiliagasd our competitors continue to develop
and deploy more innovative product bundling and loioeed billing options in an effort to retain andrgaustomers.

Many of our competitors are subject to fewer rejoies than we are, which affords them competitisteamtages against us. Under fed
regulations, traditional telecommunication provilare able to interconnect their networks with presell our local services or lease separate
parts of our network (UNES) in order to provide guatitive local voice services. We generally haverbezquired to provide these functions
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and services at wholesale rates, which allows ompetitors to sell their services at lower priddswever, these rules have been and continue
to be under review by state and federal regulatorsonnection with rule changes, we have entaraagreements with many of our UNE
purchasers, which agreements generally provide/fmiesale prices above previously imposed UNE rd&lespite these developments, the
ongoing obligation to provide UNEs continues touegl our overall revenue and margin. For a detalisclission of regulations affecting our
business, see “Regulation” below. In addition, Veiss and broadband service providers generallgusgct to less or no regulation, which
allows them to operate with lower costs than weadile to operate.

Long-Distance Voice Services

In providing IntraLATA long-distance services, wenepete primarily with national telecommunicatiomevpders, such as AT&T Inc.
(formerly SBC Communications Inc. and AT&T Corsprint Nextel Corporation and Verizon Communicagioimc. (formerly Verizon and
MCI, Inc.), and increasingly with wireless provideand broadband service providers, such as cabtllengarnet companies, including VolP
providers. These competing providers offer bothalnATA and InterLATA service, frequently in a pagewith integrated pricing.

Competition in the long-distance market is basaéharily on price, customer service, quality andatelity. In addition, competition for
business customers is also based on the abilfiyoide nationwide services, and competition foolegsale customers is also based on
available capacity. The national telecommunicatiprowiders and wireless and broadband service geosiwith which we compete often have
significant name recognition in the national lorigtaince markets and as such have been able to etdior gain market share. These
competitors also have substantial financial antrietogical resources that allow them to competeenadiiectively against us. As these
competitors have consolidated to form larger congsritheir name recognition and financial and tedbgical resources have increased as
well.

Data and Internet Service

In providing data and Internet services to our nmaaskets customers, we compete primarily with bbzexd service providers, including
cable providers and national telecommunicationsigdess. In providing data and Internet servicesuobusiness customers, we compete
primarily with national telecommunications providemd smaller regional providers. We also compéte large integrators, which are
increasingly providing customers with WAN servicesich take inter-site traffic off of our network.

Competition is based on network reach, as welluadity, reliability, customer service and price. ZWaof our competitors in this market
are not subject to the same regulatory requirermrsstge are and therefore are able to avoid sigmficegulatory costs and obligations, such as
the obligations to make UNEs available to compedit;md to provide competitive access.

Regulation

As a general matter, we are subject to signifistatie and federal regulation, including requirersemtd restrictions arising under the
Communications Act of 1934, as amended, or the Camitations Act, as modified in part by the Telecommications Act of 1996, or the
Telecommunications Act, state utility laws, and thkes and policies of the Federal Communicatioamfission, or FCC, state regulators and
other governmental entities. Federal laws and F&fDlations generally apply to regulated interstaliscommunications (including
international telecommunications that originatéesminate in the United States), while state retpunjeauthorities generally have jurisdiction
over regulated telecommunications services thainarastate in nature. The local competition aspetthe Telecommunications Act are
subject to FCC rulemaking, but the state regulasmorities play a significant role in implememtisome FCC rules. Generally, we must
obtain and maintain certificates of authority fromgulatory bodies in most states where we offenlstgd services and must obtain prior
regulatory approval of rates, terms and condition®ur intrastate services, where required.
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This structure of public utility regulation gendyagbrescribes the rates, terms and conditions ofegulated wholesale and retail products
and services (including those sold or leased to@)EWhile there is some commonality among theleggry frameworks from jurisdiction to
jurisdiction, each state has its own unique seboftitutional provisions, statutes, regulatiotipuations and practices that impose restricti
or limitations on the regulated entities’ activitid-or example, in varying degrees, jurisdictiorasy/mprovide limited restrictions on the manner
in which a regulated entity can interact with adfiés, transfer assets, issue debt and engagkentoisiness activities.

Interconnection

The FCC is continuing to interpret the obligati@isLECs under the Telecommunications Act to intencect their networks with ar
make UNEs available to other telecommunicationsigers. These decisions establish our obligatiarsur local service area and affect our
ability to compete outside of our local serviceaar®n February 5, 2005, the FCC issued new unbudliles to replace the unbundling rules
that earlier were vacated by the D.C. Circuit CadiAppeals. The new rules, among other thingge@uire ILECs to provide unbundled
access to certain medium to high capacity trangeoktices in the vast majority of their wire ceateand (ii) allow CLECs to convert certain
medium to high capacity transport services to UNEsombinations of UNEs, as long as the CLECs rapplicable qualification requiremer
These rules require somewhat less unbundling themnbundling rules they replaced. QCIl and otegianal bell operating companies filed a
petition for review of this order with the D.C. @iit Court of Appeals, asserting that the FCC’s meNvundling rules are overly broad.
Petitions for review filed by other parties clainat the FCC should have adopted more extensivenatibg requirements. Briefing of the
appeals has been completed, and oral argumertieslsied for March 21, 2006. A decision is expectédiyear 2006. Similarly, the FCC
provided us additional limited unbundling reliefanr Omaha, Nebraska service area in responspéttin for forbearance we filed.

On October 4, 2005, Qwest filed a petition askimg ECC to forbear from enforcing the ILECSs’ obligatto convert medium to high
capacity transport services to UNEs when the caiwerequest is made by the companies resulting fre recent mergers of AT&T with
SBC and MCI with Verizon. The FCC is currently sisgkcomment on Qwest’s petition. A grant of Qwestedition would ensure that a large
portion of Qwest’'s medium to high capacity transp@rvices will not be converted to UNEs, whichyide approximately half the revenue as
medium to high capacity transport services. A denifrom the FCC is expected in late 2006 or e2€97.

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

Intercarrier Compensation and Access Pricir

The FCC has initiated over the past five yearsraber of proceedings that do, and will, affect thies and charges for access serv
that we sell to or purchase from other carrier2005, the FCC released a further notice of praposkemaking in the pending intercarrier
compensation docket, and parties filed commentseadihg issues raised in the FCC notice and vanmlustry group proposals for revising
the intercarrier compensation regime. The rulesratirag from this rulemaking could result in fundarted changes in the charges we collect
from other carriers and our end-users. This prdogdthas not yet been completed, and, because afiitplexity and economic significance,
may not be completed for some time. This compleisityue in part to the advent of new types of itg8uch as VolP) for which accurate
billing is difficult to assure or verify (sometimesferred to as “phantom traffic”). The FCC may ieedd discrete intercarrier compensation
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issues, such as compensation for phantom traffior fo completing comprehensive reform. Also, theas been a national trend toward
reducing the amounts charged for use of our netsvtarkerminate all types of calls, with a corregting shift of costs to end users. From time
to time, the state regulators that regulate inttasaiccess charges conduct proceedings that nexy dfé rates and charges for access services.

On October 18, 2004, in a related docket the FG&ased an Order deciding to forbear from applyiedain ISP reciprocal compensat
interim rules adopted in an April 27, 2001 Orddno%e particular interim rules related to the caphennumber of minutes of use and the
requirement that carriers exchange ISP-bound ¢raffia bill-and-keep basis if those carriers warteexchanging traffic pursuant to
interconnection agreements prior to adoption ofApal 27, 2001 Order. This order is currently perglappeal before the D.C. Circuit Court
Appeals. The effect of this Order, and resolutibthe pending appeals, may be to increase signifigaur payments of reciprocal
compensation. In some instances, existing stags mglgarding reciprocal compensation and applidatdeconnection agreements limit the
effect of this Order.

On January 31, 2005, the FCC initiated a proceettirggkamine whether ILEC special access rates dhimuleduced and pricing
flexibility for those services should be curtail&keply comments in this proceeding were filed dy 29, 2005. This proceeding is pending
before the FCC.

Voice Over Internet Protocol and Broadband InternAtcess Services

On September 22, 2003, Vonage Holdings Corpordiien a petition for declaratory ruling requestitigit the FCC preempt an order
the Minnesota Public Utilities Commission imposhegulations applicable to providers of telephorrgise on Vonage’s DigitalVoice, an IP
based voice service sold to retail customers. Ovelrber 12, 2004, the FCC released its unanimousidadinding that preemption of state
telecommunication service regulation was consisigtht federal law and policies intended to promtbie continued development of the
Internet, broadband and interactive services. T®E Further concluded that divergent state rulegulegions and licensing requirements could
impede the rollout of such services that benefitstoners by providing them with more choice, contjpetiand innovation. An appeal of the
FCC'’s order is currently pending before the Eig@ticuit Court of Appeals.

On March 10, 2004, the FCC issued its notice oppsed rulemaking instituting a formal rulemakingg@eding, or the IP-Enabled
Services Proceeding, addressing many issues retatéalP and other Internet services. This rulemgkiaises issues that overlap, to a degree,
with the rulemakings concerning ILEC Broadband €efemunications Services and Intercarrier Compemsalihere are a number of issues
that have been presented to the FCC that concei &l that could affect intercarrier compensatexquirements and other federal or state
requirements, such as those that impose a fegmsL‘universal service” and programs that supgietextension of telecommunications and
Internet facilities to rural areas and to publib@als and facilities in inner cities. The FCC hepatated that the question of whether such IP
based services should be classified as an unreguf@iformation service” under the Communicatiored Ar as telecommunications services
will be addressed in this proceeding. The FCC alib address in this proceeding whether VolP pexgignust pay carrier access charges or
intercarrier compensation, whether they must cbutei to the universal service fund, and other issueolving IP-enabled services, including
access by disabled persons, applicability of laferement statutes and the provision of emergedt§)(services. This docket remains
pending. In a separate, but related, rulemakind-®€ has issued rules requiring all VolP providersffer 911 service in conjunction with
their VoIP services. We are following these devalepts closely, as our network is capable of Vodiagport and other combinations of voice
and data in an IP-addressed packet format. Voltiaffs are likely to grow as the technology mataed the regulatory situation is clarified,
and such growth in VoIP could contribute to furtdeclines in our sales of traditional local excheagcess lines or local exchange services.

On September 23, 2005, the FCC issued an ordexsssfyling certain ILEC wireline broadband Interaetess offerings as information
services no longer subject to tariffing obligatiovie have notified the FCC that we are eliminatimgse offerings from our federal tariffs,
which will allow QCII and us to tailor our wirelineroadband Internet access offerings to specifitarner needs. A petition for review of the
FCC's order is currently pending before the Thiicc@it Court of Appeals.
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Universal Service

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

Qwest is also currently the recipient of over $80iom annually in federal universal service sulisgl(excluding amounts received
through the schools, libraries, and rural healtle garograms). The FCC is actively considering clearig the structure and distribution
methodology of its universal service programs. fidsolution of these proceedings ultimately couféafthe amount of universal service
support we receive.

Employees
As of December 31, 2005, we employed approxim&g|p00 people

Approximately 23,000 of our employees are represeby collective bargaining agreements with the @aomications Workers of
America, or CWA, and the International BrotherhaddElectrical Workers, or IBEW. In August 2005, weached agreements with the CWA
and the IBEW on new three-year labor agreementsh Bithese agreements was ratified by union mesrdoed expires on August 16, 2008.

Financial Information about Geographic Areas

We provide a variety of telecommunications servicesur local service area to domestic and intéonat business, government, mass
markets and wholesale customers; however, oumatiemally-based customers do not result in a rr@tamount of revenue to us.

Website Access

Our website addresswsvw.qwest.comThe information contained on, or that may be assed through, our website is not part of this
annual report. You may obtain free electronic cemitour annual reports on Form 10-K, quarterlyorepon Form 10-Q, current reports on
Form 8-K, and all amendments to those reports minvestor relations websitejpvw.qwest.com/about/investorinder the heading “SEC
Filings.” These reports are available on our ineestlations website as soon as reasonably prattiedter we electronically file them with the
Securities and Exchange Commission, or SEC.

QCIl has adopted written codes of conduct thatesas/the code of ethics applicable to our directdfecers and employees, including
our principal executive officer and senior finar@#icers, in accordance with Section 406 of tlelfines-Oxley Act of 2002, the rules of the
SEC promulgated thereunder and the New York Stoah&nge rules. In the event that QCIl makes anypgésto, or provides any waivers
from, the provisions of its codes of conduct, QiGtends to disclose these events on our website areport on Form & within four busines
days of such event.

These codes of conduct, as well as copies of Q@uidelines on significant governance issues aadtarters of QCII’'s audit
committee, compensation and human resources coeengittd nominating and governance committee, aitabMaon our website at
www.gwest.com/about/investor/governancén print to any stockholder who requests thenséryding a written request to QCII's Corporate
Secretary at Qwest Communications International k801 California Street, Denver, Colorado 80202.
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Special Note Regarding Forward-Looking Statements

This Form 1-K contains or incorporates by reference forv-looking statements about our financial conditi@sults of operations at
business. These statements include, among others:

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

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

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

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

These risk factors should be considered in conmeetith any subsequent written or oral forward-limgkstatements that we or persons
acting on our behalf may issue. Given these unictiga, we caution investors not to unduly relyaunr forward-looking statements. We do not
undertake any obligation to review or confirm asédy expectations or estimates or to release puyldity revisions to any forward-looking
statements to reflect events or circumstances tifgedate of this document or to reflect the ocuee of unanticipated events. Further, the
information about our intentions contained in thicument is a statement of our intention as ofitite of this document and is based upon,
among other things, the existing regulatory envinent, industry conditions, market conditions aridg®, the economy in general and our
assumptions as of such date. We may change outions, at any time and without notice, based umonchanges in such factors, in our
assumptions or otherwise.

ITEM 1A. RISK FACTORS
Risks Affecting Our Business

Increasing competition, including product substitioh, continues to cause access line losses, whichld adversely affect our operatin
results and financial performance.

We compete in a rapidly evolving and highly competi market, and we expect competition to contitumtensify. We are facin
greater competition in our core local business foaile companies, wireless providers (including oiheur affiliates), facilities-based
providers using their own networks as well as tHeasing parts of our network (UNES), and reselleraddition, regulatory developments
over the past few years have generally increasetpettive pressures on our business. Due to thede®ther factors, we continue to lose
access lines and are experiencing pressure on prafgins.

We seek to distinguish ourselves from our compegtiby providing new or expanded services suchgis-fipeed Internet, packaging of
expanded feature-rich products and improving thadityuof our customer service. In addition, throygimt marketing relationships with our
affiliates, we are able to bundle our services witteless, long-distance, private line, and otlevises. However, we may not be successful in
these efforts. We may not have sufficient resoutaeBstinguish our service levels from those of competitors, and we may not be succes
in integrating our product offerings. Even if we auccessful, these initiatives may not be sufiicie offset our continuing loss of access lit
If these initiatives are unsuccessful or insuffitiand our revenue declines significantly withoaitresponding cost reductions, this will cause a
significant deterioration to our results of opesas and financial condition and adversely affectatility to service debt and pay other
obligations.
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Consolidation among participants in the telecommgations industry may allow our competitors to conipenore effectively against us,
which could adversely affect our operating resustad financial performance.

The telecommunications industry is experiencingagoing trend towards consolidation, and severalunfcompetitors have
consolidated with other telecommunications prowsddiis trend may result in competitors that argdaand better financed and may afford
our competitors increased resources and greatgraeiuical reach, thereby enabling such competibcempete more effectively against us.
We have begun to experience and expect furtheedsed pressures as a result of this trend andnimhave been and may continue to be forced
to respond with lower profit margin product offeg;and pricing plans in an effort to retain andeattcustomers. These pressures could
adversely affect our operating results and findmeaformance.

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

The telecommunications industry is experiencingigicant technological changes, and our abilitgxecute our business plans and
compete depends upon our ability to develop antbglepew products and services, such as broadbaadada video services. The
development and deployment of new products andcgreould require substantial expenditure of faianand other resources in excess of
contemplated levels. If we are not able to develeyw products and services to keep pace with teobieal advances, or if such products and
services are not widely accepted by customersabillity to compete could be adversely affected amdmarket share could decline. Any
inability to keep up with changes in technology amarkets could also adversely affect the tradingepof our securities and our ability to
service our debt.

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

From time to time, we receive notices from thirdtigs claiming we have or are infringing upon thatellectual property rights. We may
receive similar notices in the future. Respondmthese claims may require us to expend signifiiarg and money defending our use of
affected technology, may require us to enter iot@lty or licensing agreements on less favorablesehan we could otherwise obtain or may
require us to pay damages. If we are requiredk® éame or more of these actions, our profit margiay decline. In addition, in responding to
these claims, we may be required to stop sellingadesign one or more of our products or servisbich could significantly and adversely
affect the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the investigation of Q’s business currently being conducted by the DOt material litigation pending agains
QCIl and us, including the securities actions, calhave a material adverse impact on our financiaralition and operating results, on the
trading price of our debt securities and on our #hyj to access the capital markets.

The DOJ investigation and the remaining securéiE®ns described i Legal Proceedin(’ in Item 3 of this report present material ¢
significant risks to QCII and us. In the aggregéte,plaintiffs in the remaining securities actigegk billions of dollars in damages, and the
outcome of one or more of these actions or the D@ktigation could have a negative impact on titea@mes of the other actions. Further,
size, scope and nature of the restatements of @€Edhsolidated financial statements for 2001 ariD2@hich are described in QCII's Annual
Report on Form 10-K/A for the fiscal year ended &aber 31, 2002, affect the risks presented by thesens and the DOJ investigation, as
these matters involve, among other things, QClitsrpaccounting practices and related disclosurésintiffs in certain of the securities actions
have alleged QCII’s restatement of items in suppbtheir claims. QCII and we continue to defendiagt the remaining securities actions
vigorously and are currently unable to provide asfmate as to the timing of their resolution.

We can give no assurance as to the impacts on a1l our financial results or financial condittbat may ultimately result from all of
these matters. QCII has recorded reserves imitméial statements representing the minimum estiehamount of loss it believes is probable
with respect to the securities actions.
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However, the ultimate outcomes of these matterstt@incertain and the amount of loss QCII ulttedg incurs could be substantially more
than the reserves it has provided. If the recordsdrves are insufficient, QCII will need to recadtlitional charges to its consolidated
statement of operations in future periods. In aoidjtany settlement of or judgment in one or mdrthese actions substantially in excess of
QCII's recorded reserves could have a significant impac@ClIl and us, and we can give no assurancetfitand we will have the resourt
available to pay any such judgment. The magnitddgeyp settlement or judgment resulting from theseters could materially and adversely
affect QClII's ability to meet its debt obligatioaad its financial condition, potentially impactiitg credit ratings, its ability to access capital
markets and its compliance with debt covenantadutition, the magnitude of any settlement or judgtnmeay cause QCII to draw down
significantly on its cash balances, which might#oit to obtain additional financing or explore @ttmethods to generate cash. Such methods
could include issuing additional securities origgllassets. As a wholly owned subsidiary of QCll; business operations and financial
condition would be similarly affected.

Further, there exist other material proceedingsljpenagainst QCII and us as described in “Legat@edings” in Item 3 of this report,
which, depending on their outcome, may have a nedttverse effect on QCH’and our financial position. Thus, we can giveassurances
to the impacts on QCII's and our financial resoltginancial condition as a result of these matters

Current or future civil or criminal actions againsQCII’'s former officers and employees could reduiterestor confidence in QCII and us
and cause the trading price for our debt securitigsdecline.

As a result of QCII's past accounting issues, itmesonfidence in QCIl and us has suffered andasuffer further. Although QCII has
consummated a settlement with the SEC concerrsriguestigation of QCII, in March 2005, the SE@f{ilsuit against QCII's former chief
executive officer, Joseph Nacchio, two of QCII'smieer chief financial officers, Robert Woodruff aRébin Szeliga, and other former QCII
officers and employees. In December 2005, a crinirtictment was filed against Mr. Nacchio charghig with 42 counts of insider trading.
In July 2005, Ms. Szeliga pleaded guilty to a cnaticharge of insider trading. In December 2005rdMaeisberg, a former QCII executive,
pleaded guilty to a criminal charge of wire fra@ther former officers or employees of QCIlI haveeead into settlements with the SEC
involving civil fraud or other claims in which theaeither admitted nor denied the allegations agafiresn.

A trial could take place in the pending SEC lawsigjainst Mr. Nacchio and others and in connectiith the criminal charges against
Mr. Nacchio. Evidence introduced at such trials endther matters may result in further scrutinygmwernmental authorities and others. The
existence of this heightened scrutiny could advgmsiect investor confidence in QCII and us andsmthe trading price for our debt securities
to decline.

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

Our operations are subject to significant fedeggltation, including the Communications Act and F@Qulations thereunder. We ¢
also subject to the applicable laws and regulatidngrious states, including regulation by PUCH ather state agencies. Federal laws and
FCC regulations generally apply to regulated inégestelecommunications (including internationé&temmunications that originate or
terminate in the United States), while state retpmjaauthorities generally have jurisdiction ovegulated telecommunications services that are
intrastate in nature. The local competition aspetthe Telecommunications Act are subject to FGlEemaking, but the state regulatory
authorities play a significant role in implementithgse FCC rules. Generally, we must obtain anahtaiai certificates of authority from
regulatory bodies in most states where we offeuledgd services and must obtain prior regulatopreyal of rates, terms and conditions for
our intrastate services, where required. Our bgsieeare subject to numerous, and often quitdelbtaéquirements under federal, state and
local laws, rules and regulations. Accordingly, @@@mnot ensure that we are always in compliance alitthese requirements at any single p
in time. The agencies responsible for the enforecgmkthese laws, rules and regulations may imtiatjuiries or actions based on their own
perceptions of our conduct, or based on custommaptaints. See “Business—Regulation” in Item 1 a$ tieport for further information about
regulations affecting our business.
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Regulation of the telecommunications industry iarging rapidly, and the regulatory environmentessubstantially from state to state.
Recently a number of state legislatures and stdt@sPadopted reduced or modified forms of regulatorrretail services. This is generally
beneficial to us because it reduces regulatorysast regulatory filing and reporting requiremeifitsese changes also generally allow more
flexibility for new product introduction and enhanour ability to respond to competition. At the saiime, some of the changes, occurring at
both the state and federal level, may have thenpiateeffect of reducing some regulatory protecsioimcluding having FCC-approved tariffs
that include rates, terms and conditions. Thesagdmmay necessitate the need for customer-speoiifitacts to address matters previously
covered in our tariffs. Despite these regulatorgrdes, a substantial portion of our local voice&ises revenue remains subject to FCC and
state PUC pricing regulation, which could expos¢ousnanticipated price declines. There can bessarance that future regulatory, judicial or
legislative activities will not have a material &dse effect on our operations, or that regulatothicd parties will not raise material issues with
regard to our compliance or noncompliance with @gple regulations.

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

Risks Affecting Our Liquidity

QCIlI’s high debt levels pose risks to our viability améy make us more vulnerable to adverse economic empetitive conditions, as we
as other adverse developments.

Our ultimate parent, QCII, is highly leveraged otoasolidated basis. As of December 31, 2005, onsalidated debt was approximat
$7.7 billion, which was included in QCII's consdigtd debt of $15.5 billion as of that date. Appnaedely $2.1 billion of QCII's and our debt
obligations comes due over the next three yearsleMie currently believe QCII and we will have tfirgancial resources to meet our
obligations when they come due, we cannot antieipdtat QCII's and our future condition will be. Wy have unexpected costs and
liabilities and we may have limited access to firiag.

We may periodically need to obtain financing inertb meet our debt obligations as they come duemaly also need to obtain
additional financing or investigate other methanlgénerate cash (such as further cost reductiotiee@ale of assets) if revenue and cash
provided by operations decline, if economic coldisi weaken, if competitive pressures increase@QCifl or we become subject to significant
judgments, settlements and/or tax payments asdiudiscussed i“Legal Proceedings” in Item 3 of this report and'anagement’s
Discussion and Analysis of Financial Condition &webults of Operations—Liquidity and Capital Resestdn Item 7 of this report. We can
give no assurance that such additional financirdbbgiavailable on terms that are acceptable. Algomay be impacted by factors relating to
or affecting our liquidity and capital resource®da perception in the market, impacts on our ¢medings or provisions in our financing
agreements that may restrict our flexibility undertain conditions.

In October 2005, QSC replaced its preexisting tyess $750 million revolving credit facility with mew five-year $850 million
revolving credit facility (referred to as the 20Q5C Credit Facility). The facility is currently ursdvn. The 2005 QSC Credit Facility has a
cross payment default provision, and the 2005 Q&liCFacility and certain other debt issues of A0 its other subsidiaries have cross
acceleration provisions. When present, such prawsscould have a wider impact on liquidity than Itigtherwise arise from a default or
acceleration of a single debt instrument. As a Whmlvned subsidiary of QCII and QSC, any such ewentid adversely affect our ability to
conduct business or access the capital marketsaurid adversely impact our credit ratings. In additthe 2005 QSC Credit Facility contains
various limitations, including a restriction on ngiany proceeds from the facility to pay settleraemtjudgments relating to the DOJ
investigation and securities actions discussed.@gél Proceedings” in Item 3 of this report.
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Our high debt levels could adversely impact ouditnatings. Additionally, the degree to which wegether with QCII, are leveraged
may have other important limiting consequencesuding the following:

» placing us at a competitive disadvantage as cordpaith our less leveraged competitors;
» making us more vulnerable to downturns in genezahemic conditions or in any of our busines:
» limiting our flexibility in planning for, or reaatig to, changes in our business and the industihioh we operate; and

» impairing our ability to obtain additional finangnn the future for working capital, capital expénces or general corpora
purposes

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

The industry in which we operate is capital inteasand as such we anticipate that our capitalireepents will continue to be significa
in the coming years. Although we have reduced apital expenditures and operating expenses ovayabiyear, we may be unable to further
significantly reduce these costs, even if revesudeicreasing. While we believe that our currenglle¥ capital expenditures will meet both our
maintenance and our core growth requirements doirngard, this may not be the case if circumstanseterlying our expectations change.

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

Our employees participate in a qualified defineddfit pension plan controlled and managed by Q@hile QCIlI does not expect to be
required to make material cash contributions tqitalified defined benefit pension plan in the neam based upon current actuarial analyses
and forecasts, a significant decline in the valugualified pension plan assets in the future dauvarable changes in laws or regulations that
govern pension plan funding could materially chatigetiming and amount of required pension fundikga result, QCIl and we may be
required to fund QCII's qualified defined beneférnsion benefit plan with cash from operations, gpshby a material amount. In addition,
recognition of an additional minimum liability cadby changes in pension plan assets or measureifrttietaccumulated benefit obligation
could have a material impact on its consolidatddrizze sheet. As an example, if QCII's accumulatetktit obligation exceeds pension plan
assets in the future, the impact would be to elat@QCII's prepaid pension asset, which was $1hi6n as of December 31, 2005, and
record a pension liability for the amount thatat€umulated benefit obligation exceeds pension a¢agets with a corresponding charge to ¢
comprehensive loss, thereby increasing stockhadificit. Alternatively, QCII could make a volungaontribution to the plan so that the
gualified pension plan assets exceed the accunduteseefit obligation. As of December 31, 2005, &Cdjualified pension plan assets exceed
its accumulated benefit obligation by $596 million.

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

We regularly declare and pay dividends to our dipacent, QSC. We may declare and pay dividen@sdess of our earnings to t
extent permitted by applicable law, which may conewa significant amount of the cash we generate débt covenants do not limit the
amount of dividends we can pay to our parent.

Our debt agreements and the debt agreements of Q@dw us and QCII to incur significantly more deptvhich could exacerbate the other
risks described herein.

The terms of QC’s and our debt instruments permit both QCII antbuscur additional indebtedness. Such additioshitanay be
necessary for many reasons, including to adequegspyond to competition, to comply with regulatoeguirements related to our service
obligations or for financial reasons alone. Incratakborrowings or borrowings at maturity on tertingt impose additional financial risks to
our various efforts to improve our financial coimtit and results of operations could exacerbatether risks described herein.
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Other Risks Relating to Qwest

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

The preparation of financial statements and reldiedosures in conformity with accounting prineglgenerally accepted in the Uni
States, or GAAP, requires management to make judtgnassumptions and estimates that affect the aimoeported in our consolidated
financial statements and accompanying notes. Qlizatraccounting policies, which are describedhis document, describe those significant
accounting policies and methods used in the préiparaf our consolidated financial statements tratconsidered “critical” because they
require judgments, assumptions and estimates thgrially impact our consolidated financial statetseand related disclosures. As a result, if
future events differ significantly from the judgntgnassumptions and estimates in our critical atihog policies, such events or assumptions
could have a material impact on our consolidatedrfcial statements and related disclosures.

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

We are included in the consolidated federal inctemeeturn of QCII. As such, we could be severhdple for tax examinations and
adjustments attributed to other members of the @@illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits
from the Internal Revenue Service, or IRS, as aglirom state and local tax authorities. Thesetawduld subject us to risks due to adverse
positions that may be taken by these tax autheriiéease see “Legal Proceedings” in Item 3 ofrép®rt for examples of legal proceedings
involving some of these adverse positions. For g@tanin the fourth quarter of 2004, QCII receivedices of proposed adjustments on several
significant issues for the 1998-2001 audit cyclert@in of these proposed adjustments are beforagpeals Office of the IRS. There is no
assurance that QCII and the IRS will achieve setilets on these issues or that, if QCIll does achsettements, the terms will be favorable to
QCII. Additionally, the IRS indicated in January@®that it is reviewing QCII's tax treatment of teale of its DEX directory publishing
business in the 2002-2003 audit cycle.

Because prior to 1999, QCIl was a member of aféitiagroups filing consolidated U.S. federal incaaereturns, QCII could be sever:
liable for tax examinations and adjustments naatly applicable to current members of the QCliliated group. Tax sharing agreements f
been executed between QCII and previous affiliated, QCII believes the liabilities, if any, arisifrgm adjustments to tax liability would be
borne by the affiliated group member determinelaee a deficiency under the terms and conditiorsioh agreements and applicable tax
QCII has not provided in its financial statememisdny liability of former affiliated members orrfolaims they have asserted or may assert
against QCII.

While QCII believes its tax reserves adequatelyioi®for the associated tax contingencies, QC#saudits and examinations may
result in tax liabilities that differ materiallydm those QCII has recorded in its consolidatediiie statements. Also, the ultimate outcome
all of these matters are uncertain, and QCII caa go assurance as to whether an adverse resultoine or more of them will have a material
effect on QCII's financial results, including potetly offsetting a significant portion of its exisg net operating losses, which could affect our
financial condition and operating results to theeekthe matters affect us.

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

We are a party to collective bargaining agreemsiitts our labor unions, which represent a signiftcammber of our employees. In
August 2005, we reached agreements with the CWAla¢tBEW on three-year labor agreements. Eachexfd agreements was ratified by
union members and expires on August 16, 2008. Athove believe that our relations with our emplayare satisfactory, no assurance ca
given that we will be able to successfully extendemegotiate our collective bargaining agreemastthey expire from time to time. The
impact of future negotiations, including changesvages and benefit levels, could have a material
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impact on our financial results. Also, if we fail €xtend or renegotiate our collective bargainiggeaments, if disputes with our unions arise
if our unionized workers engage in a strike or othierk stoppage, we could incur higher ongoing tadmsts or experience a significant
disruption of operations, which could have a matexdverse effect on our business.
ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 2. PROPERTIES

Our principal properties do not lend themselvesitiaple description by character and location. Teegntage allocation of our gr¢
investment in property, plant and equipment coedistf the following as of December 31, 2005 and4200

Land and building: 7%
Communications equipme 43%
Other network equipmel 45%
Genere-purpose computers and ott 5%

Total 10(%

Land and buildings consist of land, land improvetagoentral office and certain administrative adflauildings. Communications
equipment primarily consists of switches, routerd ransmission electronics. Other network equipgrpemarily includes conduit and cable.
Generalpurpose computers and other consist principallyoofiputers, office equipment, vehicles and otheeg@rsupport equipment. We o
substantially all of our telecommunications equiptmequired for our business. Total gross investrireproperty, plant and equipment was
approximately $43.3 billion and $42.9 billion atd@enber 31, 2005 and 2004, respectively, before detpaccumulated depreciation.

We own and lease sales offices in major metropolitaations in the United States. Our network managnt centers are located
primarily in buildings that we own at various loicais in geographic areas that we serve. Substiyridbf the installations of central office
equipment for our local service business are lacmtduildings and on land that we own.

ITEM 3. LEGAL PROCEEDINGS

QClIl is involved in several legal proceedings tashhwe are not a party that, if resolved againstiQ&ould have a material adver
effect on our business and financial condition. Wdge included below a discussion of these mattegether with a discussion of those matters
to which we are a party (primarily those discusiseldw under the “Regulatory Matters” subheadingyval as the “Colorado actiordescribec
below). Only those matters to which we are a paapyesent contingencies for which we have recordiedpuld reasonably anticipate
recording, an accrual.

Throughout this section, when we refer to a clas®ma as “putative” it is because a class has ladleged, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they

purport to represent.

Settlement of Consolidated Securities Action

Twelve putative class actions purportedly broughbehalf of purchasers of publicly traded secwsit€QCII between May 24, 1999 a
February 14, 2002 have been consolidated into satiolated securities action pending in federalristourt in Colorado. The first of these
actions was filed on July 27, 2001. Plaintiffs
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allege, among other things, that defendants isfalsed and misleading financial results and madsefatatements about QCII’s business and
investments, including making materially false astagnts in certain QCII registration statements. fiest recent complaint in this matter seeks
unspecified compensatory damages and other relfiever, counsel for plaintiffs indicated that fheative class would seek damages in the
tens of billions of dollars. The SPA action desedtbelow has also been consolidated with the cimtzget securities action.

On November 23, 2005, QCII, certain other deferglaartd the putative class representatives entetecid filed with the federal distr
court in Colorado a Stipulation of Partial Settlemnthat, if implemented, will settle the consoliggtsecurities action against QCIl and certain
other defendants. On January 5, 2006, the fedestalodl court in Colorado issued an order (1) prétiarily approving the proposed settlement,
(2) setting a hearing for May 19, 2006 to consfiteal approval of the proposed settlement, andc€s)ifying a class, for settlement purposes
only, on behalf of purchasers of QCII's publicladied securities between May 24, 1999 and July @&.2

Under the proposed settlement agreement, QCII wopayda total of $400 million in cash—$100 milliohwhich was paid 30 days after
preliminary approval of the proposed settlementhgyfederal district court in Colorado, $100 mitliof which would be paid 30 days after fi
approval of the settlement by the court, and $20om of which would be paid on January 15, 200[s interest at 3.75% per annum on the
$200 million between the date of final approvaltbg court and the date of payment.

If approved, the proposed settlement agreementeitle the individual claims of the class représtives and the claims of the class they
represent against QCIl and all defendants in tmsaladated securities action, except Joseph NacQ@il’s former chief executive officer,
and Robert Woodruff, QCII's former chief financificer. (The non-class action brought by SPA ikatonsolidated for certain purposes with
the consolidated securities action is not parhefdettlement.) As part of the proposed settlen@@t) would receive $10 million from Arthur
Andersen LLP, which would also be released by tasscrepresentatives and the class they represieict) will offset $10 million of the $400
million that would be payable by QCII.

The proposed settlement agreement is subject tord@r of conditions and future contingencies. Amotigrs, it (i) requires final court
approval; (ii) provides plaintiffs with the right terminate the settlement if the $250 million Q@i¢viously paid to the SEC in settlement o
investigation against QCII is not distributed te tHlass members; (iii) provides QCII with the righterminate the settlement if class members
representing more than a specified amount of allegeurities losses elect to opt out of the settdn(iv) provides QCII with the right to
terminate the settlement if it does not receivegadée protections for claims relating to substanliabilities of non-settling defendants; and
(v) is subject to review on appeal even if theriistourt were finally to approve it. Any lawsuitsat may be brought by parties opting out of
the settlement will be vigorously defended regassllef whether the settlement described hereinfiswwsomated. No parties admit any
wrongdoing as part of the proposed settlement.

DOJ Investigation and Remaining Securities Actions

The Department of Justice, or DOJ, investigatiot e securities actions described below presetgnmband significant risks to QCI
The size, scope and nature of the restatement€tfsZonsolidated financial statements for 2004 2000, which are described in QCII's
previously issued consolidated financial stateméortthe year ended December 31, 2002, or our Fd@@ncial Statements, affect the risks
presented by this investigation and these actmmthese matters involve, among other things, @@lior accounting practices and related
disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of itenssipport of their claims. We can give no
assurance as to the impacts on our and QCII's ¢iahiresults or financial condition that may ultitely result from all of these matters.

QCIl has a reserve recorded in its financial states of approximately $105 million relating to tle@naining securities actions described
below, which amount represents the minimum estichateount of loss QCII believes is probable wittpees to these matters. QCII has
recorded its estimate of the minimum liability
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of these matters because no estimate of probaddddo these matters is a better estimate thamtiey amount. If the recorded reserve is
insufficient to cover these matters, QCII will negedecord additional charges to its consolidatatesent of operations in future periods.
Additionally, QCII is unable at this time to proeic reasonable estimate of the upper end of tleerahloss associated with these matters due
to their complex nature and current status, and, r@sult, the amount QCII has reserved for thestigens is its estimate of the lowest end of the
possible range of loss. The ultimate outcomes ege¢tmatters are still uncertain and the amourdssf QCIl may ultimately incur could be
substantially more than the reserve it has provided

QCII believes that it is probable that a portiortha# recorded reserve for the remaining securditions described below and the
consolidated securities action described abovebgillecoverable from a portion of the insurance@eds that were placed in a trust to cove
losses and the losses of individual insureds faligvits November 2003 settlement of disputes witttain of its insurance carriers related to,
among other things, the DOJ investigation and séesilactions. The insurance proceeds are sulgedaims by QCII and other insureds for,
among other things, the costs of defending certatters and, as a result, such proceeds are bepigteld over time. In any event, the terms
and conditions of applicable bylaws, certificatesudicles of incorporation, agreements or appliedéwv may obligate QCII or us to indemnify
its or our current and former directors, officensl @mployees with respect to certain liabilitiesd] &CIl and we have been advancing legal
and costs to many current and former directorscexi$ and employees in connection with the DOJstigation, securities actions and certain
other matters.

QCII continues to defend against the securitie®astdescribed below vigorously and is currentlghie to provide any estimate as to
timing of the resolution of these actions. Any Ieetient of or judgment in one or more of these astisubstantially in excess of QClIlI's
recorded reserves could have a significant impac@ll, and QCII can give no assurance that it héive the resources available to pay any
such judgment. The magnitude of any settlementagrent resulting from these actions could matgréald adversely affect QCII’s ability to
meet its debt obligations and its financial cordifipotentially impacting its credit ratings, itsildy to access capital markets and its
compliance with debt covenants. In addition, thgniade of any such settlement or judgment maye&SII to draw down significantly on
its cash balances, which might force QCII to obtdditional financing or explore other methods ¢énegyate cash. Such methods could include
issuing additional securities or selling assetsaAgolly owned subsidiary of QCII, our businesemions and financial condition would be
similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. Atty's Office for the District of Colorado of a criminalestigation of QC’s
business. QCII believes the U.S. Attorney’s Offiees investigated various matters that include &eticns related to the various adjustments
and restatements described in QCII's 2002 FinarBt@tements, transactions between QCII and cesfaia vendors and certain investments in
the securities of those vendors by individuals eisged with QCII, and certain prior disclosures mag QCII. QCII is continuing in its efforts
to cooperate fully with the U.S. Attorney’s Offigeits investigation. However, QCII cannot predio¢ outcome of this investigation or the
timing of its resolution.

Remaining Securities Action

QClIl is a defendant in the securities actions diesdrbelow. Plaintiffs in these actions have vaslguwlleged, among other things, that
QCll violated federal and state securities lawsgiagred in fraud, civil conspiracy and negligent mjisesentation, and breached fiduciary duties
owed to investors and current and former employ@éser defendants in one or more of these actioelade current and former directors of
QCIl, former officers and employees of QCII, ArthAimdersen LLP, certain investment banks and others.

» ERISA actions. Seven putative class actions purportedly broughiairalf of all participants and beneficiaries af Pwest Savings
and Investment Plan and predecessor plans, oddneffom March 7, 1999 until January 12, 2004 hiawen consolidated into a
consolidated action in feder
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district court in Colorado. These suits also purpoiseek relief on behalf of the Plan. The firsthese actions was filed

March 2002. Plaintiffs assert breach of fiduciangydclaims against QCIl and others under the Engedetirement Income Secur
Act of 1974, as amended, alleging, among othegthimarious improprieties in managing holdings @f{Ftock in the Plan.
Plaintiffs seek damages, equitable and declara#igf, along with attorneys’ fees and costs arditttion. Counsel for plaintiffs has
indicated that the putative class will seek bilsasf dollars of damages. A non-class action allggimilar claims was filed in the
federal district court in Montana in June 2003 &z later transferred to federal district cour€Cmlorado.

» Colorado action. A putative class action purportedly brought on liebfapurchasers of QC’s stock between June 28, 2000
June 27, 2002 and owners of U S WEST, Inc. stockunre 28, 2000 is pending in Colorado in the Qistiourt for the County of
Boulder. We are also a defendant in this actiotis &htion was filed on June 27, 2002. Plaintiffegg, among other things, that the
defendants issued false and misleading statemedtsrayaged in improper accounting practices inraaccomplish the U S
WEST/QCII merger, which we refer to as the Mergemake QCII appear successful and to inflate #Hieevof QCII’s stock.
Plaintiffs seek unspecified monetary damages, diggoent of illegal gains and other reli

* New Jersey actionAn action by the State of New Jersey (Treasury Btepent, Division of Investment), or New Jerseypénding
in the New Jersey Superior Court, Mercer Countys Elgtion was filed on November 27, 2002. New Jesadleges, among other
things, that defendants caused QCII's stock toetchrtificially inflated prices by employing ingger accounting practices and by
issuing false statements about QCII's businesgme® and profits, and contends that it incurreddhects of millions of dollars in
losses. Among other requested relief, New Jerselyssieom the defendants, jointly and severally, pensatory, consequential,
incidental and punitive damage

» CalSTRS action.An action by the California State Teact’ Retirement System, or CalSTRS, is pending in thge8ar Court of the
State of California in and for the County of Saarkisco. This action was filed on December 10, 2Q@STRS alleges, among
other things, that defendants engaged in a schiemndatisely inflated QCII's revenues and decreatseexpenses so that it would
appear more successful than it actually was duhagoeriod in which CalSTRS purchased QCII's seims;i and CalSTRS asserts
that defendants’ actions caused it to lose in exo€$150 million invested in QCII's equity and delecurities. Plaintiff seeks
compensatory, special and punitive damages, réstitpre-judgment interest and cos

» SURSI action.An action by the State Universities Retirement &ysbf Illinois, or SURSI, is pending in the Circ@burt of Cook
County, lllinois. This action was filed on Janud, 2003. SURSI alleges, among other things, tefgrtlants engaged in a scheme
to falsely inflate QCII's revenue and decreaseisenses by improper conduct related to transactidtin various customers and
suppliers and claims that its losses from invests@nQCII's securities are in excess of $12.5iomll SURSI seeks, among other
things, compensatory and punitive damages, cagtstadle relief, including an injunction to freeaeprevent disposition of the
defendant’ assets, and disgorgeme

* SPA action.An action by Stichting Pensioenfonds ABP, or SBAénding in federal district court in ColoradoisTaction was filec
on February 9, 2004. SPA alleges, among other shithgit defendants created a false perception df Q@venue and growth
prospects and that its losses from investmentddh’'Qsecurities are in excess of $100 million. S&¥eks, among other things,
compensatory and punitive damages, rescissiorsoisonary damages, |-judgment interest, attorne’ fees and cost:

* SHC action. An action by Shriners Hospital for Children, or SHEpending in federal district court in Coloraddnis action was
filed on March 22, 2004. SHC alleges, among othigrgss, that defendants issued false and misledtiagcial reports about QCII.
SHC alleges compensatory damages of approximatéyndllion. SHC seeks compensatory and punitive atpes, interest, costs a
attorney’ fees.

» TRSL action. An action by the Teache Retirement System of Louisiana, or TRSL, is pendinfgderal district court in Colorad
This action was filed on or about March 30, 200RSL alleges
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among other things, that defendants issued falderasieading financial reports about QCII. TRSlegks compensatory damage:
approximately $23 million. TRSL seeks compensatorgt punitive damages, interest, costs and attc’ fees.

* NYC Funds action.An action by a number of New York City pension aatirement funds, or NYC Funds, is pending in fatler
district court in Colorado. This action was filed 8eptember 22, 2004. NYC Funds allege, among tiivegs, that defendants
created a false perception of QCII's revenue anavtit prospects and that their losses from investsnienQCII’s securities are in
excess of $300 million. NYC Funds seek, among diiegs, compensatory and punitive damages, résniss rescissionary
damages, p-judgment interest, attorne’ fees and cost:

KPNQwest Litigation/Investigation

A putative class action is pending in the federstritt court for the Southern District of New Yoakgainst QCII, certain of its former
executives who were also on the supervisory boakdlPdlQwest, N.V. (of which QCIl was a major sharkter), and others. This lawsuit was
initially filed on October 4, 2002. The current golant alleges, on behalf of certain purchaselsPNQwest securities, that, among other
things, defendants engaged in a fraudulent schechéeceptive course of business in order to ink&& Qwest’s revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamalyes and/or rescission as appropriate agairetdhgits, as well as an award of
plaintiffs’ attorneys’ fees and costs. On Februgyr2006, QCII, certain other defendants and thatjuet class representative in this action
executed an agreement to settle the case againka@Ccertain other defendants. Under the settieérmagreement, QCII will pay $5.5 million
in cash to the settlement fund no later than 3G d@jowing preliminary court approval, and no fatiean 30 days following final approval by
the court, QCII will issue shares of its stockhe settlement fund then valued at $5.5 milliondditéonal consideration for the settlement. The
settlement agreement would settle the individuaihes of the putative class representative andldims of the class he purports to represent
against QCII and all defendants except Koninklif@N N.V. a/k/a Royal KPN N.V., Willem Ackermans, [Ee Blok, Joop Drechsel, Martin
Pieters, and Rhett Williams. The settlement agregiisesubject to a number of conditions and futoetingencies. Among others, it
(i) requires both preliminary and final court apygab (ii) provides QCII with the right to terminatbe settlement if class members representing
more than a specified amount of alleged seculibigses elect to opt out of the settlement; (iigyides QCII with the right to terminate the
settlement if it does not receive adequate praiestfor claims relating to substantive liabilit@snon-settling defendants; and (iv) is subject to
review on appeal even if the district court weralfiy to approve it. Any lawsuits that may be brbulgy parties opting out of the settlement
will be vigorously defended regardless of whetlher settlement described herein is consummated aki@p admit wrongdoing as a part of the
settlement agreement.

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendsglkges, among other things, that the defendaalated state and federal securities laws
and breached their fiduciary duty in connectiorhwititvestments by plaintiffs in securities of KPNQ@ueQCll is a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie3pseph Nacchio, QCH'former Chairman and Chief Executive Officer, dotn McMaste
the former President and Chief Executive OfficeKBINQwest. Plaintiffs claim to have lost approxiglst$10 million in their investments in
KPNQwest. The court granted defendants’ motiorpftial summary judgment with respect to a sub&tbportion of plaintiffs’ claims. The
court entered judgment for defendants on thosenslaind dismissed the remaining claims without giiegi QCII has entered into a tolling
agreement with plaintiffs that allows them to refihese remaining claims following their appeathef court’s order granting summary
judgment to defendants on a substantial portigniaifitiffs’ claims. Plaintiffs have filed such an appeal witile Arizona Court of Appeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Meijeheir capacities as trustees in the Dutctkhaptcy proceeding for KPNQwest,
filed a complaint in the federal district court ttwe District of New Jersey alleging violationstbé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenhathtis lawsuit along with Joseph
Nacchio,
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Robert S. Woodruff, QCII's former Chief Financiaffider, and John McMaster. Plaintiffs allege, amatiger things, that defendants’ actions
were a cause of the bankruptcy of KPNQwest andham&ruptcy deficit of KPNQwest was in excess ob$Bon. Plaintiffs seek compensato
treble and punitive damages, as well as an awapthoftiffs’ attorneys’ fees and costs.

On June 17, 2005, Appaloosa Investment Limitedneaship |, Palomino Fund Ltd., and Appaloosa Manag# L.P. filed a complaint
the federal district court for the Southern Distd€ New York against QCII, Joseph Nacchio, JohrvMdster and Koninklijke KPN N.V., or
KPN. The complaint alleges that defendants viol&eidral securities laws in connection with theghasse by plaintiffs of certain KPNQwest
debt securities. Plaintiffs seek compensatory dasaas well as an award of plaintiffs’ attorneysd and costs.

Various former lenders to KPNQwest or their assggnéncluding Citibank, N.A., Deutsche Bank AG Londand others, have notified
QCII of their intent to file legal claims in conrteam with the origination of a credit facility arsibsequent borrowings made by KPNQwest of
approximately €300 million under that facility. Theave indicated that QCIl would be a defendarthis threatened lawsuit along with Joseph
Nacchio, John McMaster, Drake Tempest, (s former General Counsel, KPN and other former leyges of QCIl, KPN or KPNQwest.

On August 23, 2005, the Dutch Shareholders AssoaigVereniging van Effectenbezitters, or VEB) fila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN@WVEB seeks an inquiry into the
policies and course of business at KPNQwest tieableged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwest's outside auditors and accountants.

Other than the putative class action in which Q@l$ entered into a proposed settlement (and fashwhhas recorded a reserve of $11
million in connection with the proposed settleme@1l will continue to defend against the pendik@NQwest litigation matters vigorously
and will likewise defend against any claims assebiye KPNQwest's former lenders if litigation isefd.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatamymission opened a proceeding to investigate whetheare in compliance with «
are likely to meet a commitment that we made in12@0invest in communications infrastructure in Niedxico through March 2006 pursuant
to an Alternative Form of Regulation plan, or AFORe AFOR says, in part, that “Qwest commits toalewa substantial budget to
infrastructure investment, with the goal of achigythe purposes of this Plan. Specifically, Qwelitmake capital expenditures of not less
than $788 million over the term of this Plan. Tlegel of investment is necessary to meet the comenits made in this Plan to increase
Qwest’s investment and improve its service qualitilew Mexico.” Multiple parties filed commentsthat proceeding and variously argued
that we should be subject to a range of requiresni@tuding an escrow account for capital spendigy investment obligations, and custo
credits or price reductions.

On April 14, 2005, the Commission issued its Fi@adler in connection with this investigation. IngMinal Order, the Commission ruled
that the evidence in the record indicates we vatlloe in compliance with the investment commitrregtrthe conclusion of the AFOR in March
2006, and if the current trend in our capital exgigmes continues, there will be a shortfall of @28illion or more by the end of the AFOR.
The Commission also concluded that we have an ufitomal commitment to invest $788 million over tlife of the AFOR. Finally, the
Commission ruled that if we fail to satisfy thizw@stment commitment, any shortfall must be crediterbfunded to our New Mexico
customers. The Commission also opened an enfordeandrimplementation docket to review our investta@md consider the structure and
size of any refunds or credits to be issued toornets. On May 12 and 13, 2005, we filed appealsderal district court and in the New
Mexico State Supreme Court, respectively, challeggie lawfulness of the Commission’s Final Ordanm.
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May 31, 2005, the Commission issued an order,9paoBse to a report we filed on May 20, 2005, dedigg a hearing examiner to conduct
proceedings addressing whether customer creditsedndds should be imposed on us based on ourtimees levels as of June 30, 2005, and
prior to the expiration of the AFOR in March 2006.

We have vigorously argued, among other things, ttretinderlying purposes of the investment commitrset forth in the AFOR have
been met in that we have met all service quality service deployment obligations under the AFORt,tim light of this, we should not be held
to a specific amount of investment; and that then@d@ssion has failed to include all eligible investmts in the calculation of how much we
have actually invested. Nevertheless, we belieigeuhlikely the Commission will reverse its detémation that we have an unconditional
obligation to invest $788 million. In addition, ikave argued, and will continue to argue, that custocredits or refunds are an impermissible
and illegal form of relief for the Commission tader in the event there is an investment shorifall January 30, 2006, Qwest filed with the
New Mexico Commission an Offer of Settlement an&é&vise AFOR. This Offer proposes to extend the fpariod for Qwest to comple
$788 million in investments to three years followihe approval of the Offer. Under the Offer, Qwras included within the $788 million of
total investments a proposal to invest $85 miliiloprojects approved by the Commission. In an oddged February 7, 2006, the Commission
rejected the Offer on technical grounds, ruling thevas improper as to form. In this order, then@woission also encouraged Qwest and the
other parties to continue settlement negotiations.

We believe there is a substantial likelihood that wltimate outcome of this matter will result s having to make expenditures or
payments beyond those we would otherwise makesimtiimal course of business. These expenditungayonents could take the form of one
or more of the following: penalties, capital inwesnt, basic service rate reductions and custonfigmds or credits. At this time, however, we
are not able to reasonably estimate the amoutiesktexpenditures or payments and, accordingly havreserved any amount for such
potential liability. Any final resolution of this atter could be material.

Other Matters

Several putative class actions relating to thealtegton of fiber optic cable in certain rig-of-way were filed against QCII on behalf
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indianéansas, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT &or the most part, the complaints challengel’@@ight to install its fiber optic cable
railroad rights-of-way. Complaints in Coloradojribis and Texas, also challenge QCII's right tdaligiber optic cable in utility and pipeline
rights-of-way. The complaints allege that the walts, utilities and pipeline companies own a lichjpeoperty right-of-way that did not include
the right to permit QCII to install its fiber opté@ble in the right-of-way without the Plaintifisbnsent. Most actions (California, Colorado,
Georgia, Kansas, Louisiana, Mississippi, MissoNdrth Carolina, Oregon, South Carolina, TennessdeTaxas) purport to be brought on
behalf of state-wide classes in the named platiéfispective states. Several actions purport orbeght on behalf of multi-state classes. The
lllinois state court action purports to be on béb&landowners in lllinois, lowa, Kentucky, Michag, Minnesota, Nebraska, Ohio and
Wisconsin. The lllinois federal court action pursaio be on behalf of landowners in Arkansas, Galig, Florida, lllinois, Indiana, Missouri,
Nevada, New Mexico, Montana and Oregon. The Indauti@n purports to be on behalf of a nationalslafsdandowners adjacent to railrg
rights-of-way over which QCII's network passes. THomplaints seek damages on theories of trespalssranst enrichment, as well as
punitive damages.

The IRS proposed a tax adjustment for tax yeard #@®ugh 1996. The principal issue involves thecaltion of costs between lorigrm
contracts with customers for the installation ofidwoit or fiber optic cable and additional conduifiber optic cable retained by QCII. The IRS
disputes the allocation of the costs between Qadithird parties. Similar claims have been asseatminst QCIl with respect to the 1997 to
1998 and the 1998 to 2001 audit periods. The 1%®6 tlaim is currently being litigated in the Taggt, and QCII does not believe the IRS
will be successful, although the ultimate outcosaricertain. If QCIl were to lose this issue far thx years 1994 through 1998, QCII
estimates it would have to pay approximately $5lfigniin tax plus approximately $43 million in imest pursuant to tax sharing agreements
with the Anschutz Company relating to those timequks.
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In 2004, QCIlI recorded income tax expense of $188omrelated to a change in the expected timifideductions related to its tax
strategy, referred to as the Contested Liabilitgdleration Strategy, or CLAS, which it implemenbe@000. CLAS is a strategy that sets aside
assets to provide for the satisfaction of assdiabilities associated with litigation in a tax iefent manner. CLAS accelerated deductions for
contested liabilities by placing assets for potdriiigation liabilities out of the control of theompany and into trusts managed by a third-party
trustee. In 2004, QCII was formally notified by S that it was contesting the CLAS tax strateggo in 2004 as a result of a series of
notices on CLAS strategies issued by the IRS aedebeipt of legal advice with respect thereto, I@]usted its accounting for CLAS as
required by Statement of Financial Accounting Stadd, or SFAS, No. 109, “Accounting for Income TaX®r SFAS No. 109. The change in
expected timing of deductions caused an increaQeCh’s liability for uncertain tax positions andcarresponding increase in its net operating
loss carryforwards, or NOLs. Because QCII is not currentlsefrasting future taxable income sufficient to Eathe benefits of this increase
its NOLs, it recorded an increase in its valuatiiowance on deferred tax assets as required bySS¥& 109. Additionally, in 2004 the IRS
proposed a penalty of $37 million on this strate@Il believes that the imposition of a penalty@ appropriate as it acted in good faith in
implementing this tax strategy in reliance on twatemporaneous tax opinions and adequately distkbée transaction to the IRS in its initial
and subsequent tax returns. QCII intends to vigslyodefend its position on this and other tax matte

QCII has other tax related matters pending ag#tinstrtain of which, in addition to CLAS, are befahe Appeals Office of the IRS. Q!
believes it has adequately provided for these msatte

Matters Resolved in the Fourth Quarter of 2005
Regulatory Matters

Beginning in 2002, formal proceedings against usevirgitiated with the public utilities commissiomsseveral states alleging, amc
other things, that we, in contravention of fedewad state law, failed to file interconnection agneats with the state commissions and that we
therefore allegedly discriminated against variol&Cs. The complainants sought fines, penaltiesaradirrier credits. Most of these cases
were previously resolved. Two remaining state cossioh proceedings were resolved as follows:

* Minnesota.On February 14, 2002, the Minnesota Departmentoohi@erce filed a formal complaint against us with Miinnesotze
Public Utilities Commission. On November 1, 200% Minnesota Commission issued a written orderifig@gainst us. The
Minnesota Commission’s final, written decision vissued on May 21, 2003 and would require a peme$yment to the state of
approximately $26 million and payments of carriexdits of approximately $18 million. Of the $18 haih, about $3 million has be
released by the carriers in bankruptcy proceedifigs.Minnesota Commission, the carriers and Qwast @appealed portions of the
decision to the federal district court in Minnesa@ad the district court upheld the penalty andcated the carrier credits. The
Minnesota Commission, the carriers and Qwest epphaded to the Eighth Circuit Court of Appeals. ovember 1, 2005, the
Court of Appeals issued its opinion affirming thstdct court order, thereby upholding the penalty vacating the carrier credits.
November 15, 2005, Qwest petitioned the Court gbgds for rehearing on the penalty issue. On Deee2®, 2005, the Court «
Appeals denied Qwe's petition for rehearing

Based upon newly-discovered evidence, on Augus2@d5, Qwest filed a motion requesting that theefatldistrict court vacate the
penalty based on our assertion that the underlMimpesota Commission order is invalid. On Novem®@r2005, the district court
denied Qwest’s motion to vacate, and it denied @wesquest for reconsideration. Qwest also requkeite Minnesota Commission
to investigate the newly-discovered evidence thkttes to the validity of orders issued in this attter Minnesota Commission
proceedings, and on October 7, 2005, the MinnéSotamission opened an investigation into the maftee. outcome of this
investigation could lead to action by the MinnesBtanmission that ultimately results in a reductidthe $26 million penalty
assessment.
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* Colorado.On December 20, 2005, the Colorado Commission ésaneorder approving a proposed settlement bet@eerst, the
Commission Staff, the Office of Consumer Counsél&A&, and Covad that requires Qwest to pay $7.5iamilin contributions to
state telecommunications programs and that offeEG3 credits that could total approximately $6.Hiom.

Other Matter

On January 20, 2004, QCII filed a complaint in Bistrict Court for the City and County of Denveragst KMC Telecom LLC and
several of its related parent or subsidiary comgm(gollectively referred to as KMC). Subsequer@gll filed an amended complaint to name
additional defendants, including General Electripital Corporation, or GECC, one of KMC'’s lendexsd GECC filed a complaint in
intervention. We were seeking a declaration thegrées of agreements with KMC and its lenders wetesffective because conditions
precedent were not satisfied and to recoup othmiadas and attorneys’ fees and costs. GECC and KadiGbserted counterclaims for
declaratory judgment and anticipatory breach otreamt. GECC and KMC sought a declaration that #ievant agreements are in effect and
claimed monetary damages for anticipatory breachefgreements and their attorneys’ fees and.das#ovember 2005, QCII entered into a
settlement agreement with KMC and GECC regardimgl#twsuit and also various other disputes andyakibns between the parties. Under
terms of the settlement, QCII paid $98 million idler to resolve the lawsuit and all other dispated obligations between and among us, K
and GECC. As a result of the settlement, we haversd our relationship with KMC in its entirety.

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

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES
Not Applicable.

ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with, and are quedifby reference to, the consolidated

financial statements and notes thereto in Item@isfreport and “ManagemeatDiscussion and Analysis of Financial Conditiod &esults o
Operations” in Item 7 of this report. Certain pry@ar amounts have been reclassified to conforoutieent-year presentation.

Years Ended December 31

2005 2004 2003 2002 2001

(Dollars in millions)

Operating revenu $10,04¢ $10,33! $10,81: $11,37¢ $12,00¢
Operating expenst 7,892 8,01¢ 8,49¢ 8,42¢ 8,76
Income from continuing operatiol 98¢ 1,044 1,08: 1,502 1,76¢
Net income(1, $ 977 $ 991 $ 1,05( $ 80t $ 1,407
Other data
Cash provided by operating activiti $ 3,41¢ $ 3,31¢ $ 4,82¢ $ 4,56: $ 4,14¢
Cash used for investing activiti (1,013 (1,389 (1,939 (2,51¢) (4,147
Cash (used for) provided by financing activit (2,58%) (2,249 (2,459 (1,959 34
Capital expenditure (1,237%) (1,437 (1,635 (1,74¢€) (4,24¢)
As of December 31
2005 2004 2003 2002 2001
Total asset $17,57: $19,59( $21,937 $22,66¢ $24,47:
Total debt(2] 7,66E 7,66( 7,75k 7,26( 7,262
Total debt to total capital ratio(: 7% 68% 72% 62% 61%

1)

(@)
3)

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

2005.2005 net income includes a loss of $24 million ko ¢arly retirement of debt and a charge of $18anitesulting from adoption ¢
Financial Accounting Standards Board, or FASB, rimtetation, or FIN No. 47, “Accounting for Conditial Asset Retirement
Obligations.”

2004.2004 net income includes a charge of $32 millianafgset impairments and a net charge of $39 mifbomestructuring,
realignment, and severance related costs.

2003.2003 net income includes a charge of $35 millianréstructuring and realignment activities and a%gillion benefit for
cumulative effect of a change in accounting priteip

2002.2002 net income includes a net charge of $9 mill@rMerge-related, restructuring and other (credi

2001.2001 net income includes charges aggregating $ifi@mfor restructuring and Merg-related, restructuring and other charge
charge of $136 million for a depreciation adjusttm@maccess lines returned to service, a char§@®million for asset impairments, and
a gain of $31 million on the sale of rural exchange

Amounts exclude future purchase commitments, operétases, letters of credit and guarantees. Aebwer 31, 2005, the amount
those future purchase commitments, operating lese$etters of credit was approximately $655 ailli

The total debt to total capital ratio is a meaafrihe amount of total debt in our capitalizatidhe ratio is calculated by dividing tot
debt by total capital. Total debt includes curdemtrowings and long-term borrowings as reflectedun consolidated balance sheets.
Total capital is the sum of debt and total stoclbr’'s equity.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements set forth below under this oaptonstitute forwail-looking statements. S¢Busines—Special Note Regardir
Forward-Looking Statements” in Item 1 of this reor additional factors relating to such staterseand see “Risk Factorsf Item 1A of this
report for a discussion of certain risk factorslagafle to our business, financial condition ansutes of operations.

Business Overview and Presentati

We provide local telecommunications and relatesgtises, IntraLATA long-distance services and dataises within our local service
area, which consists of the 14-state region of @& Colorado, Idaho, lowa, Minnesota, Montana,réigka, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyonting.operations are included in the consolidatestations of our ultimate parent,
QCIl, and generally account for the majority of @€tonsolidated revenue. Our telecommunicatiomslpcts and services are provided
through our telephone network located within owalcservice area. In addition to our operations|I@@intains a wireless business
(comprised of the wireless operations we transfetoean affiliate in May 2004) and a national filegtic network. Through its fiber optic
network, QCII provides the following wireline protts and services that we do not provide:

» InterLATA long-distance service:
» Dedicated Internet access;

* Virtual private network

*  Web hosting; and

* Professional service

For certain other products and services we proaidefor a variety of internal communications fuans, we utilize QCII’s fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network, QCII provides rmatally some data and Internet access
services, including private line, ATM and Frame &glwhich are similar to what we provide within docal service area.

Our analysis presented below is organized to peothé information we believe will be instructive fmderstanding the relevant trends
going forward. However, this discussion should dsdrin conjunction with our consolidated finanatements in Item 8 of this report,
including the notes thereto.

Our operations are integrated into and are pathetegments of the QCII consolidated group. Thef dperating decision maker, or
CODM, for us is the same as that for the consaidigroup. The CODM makes resource allocation datésand assessments of financial
performance for the consolidated group based oeliw& services, wireless services and other segrtient For more information about QQiI’
reporting segments, see QCII's Annual Report omFbd-K for the year ended December 31, 2005, o688 2005 Form 1. Our busines
contributes to the segments reported by QCII, heitQCll CODM reviews our financial information onty connection with our quarterly and
annual reports that we file with the SEC. See frrtliscussion in Note 14—Contribution to QCIl Segtsdo our consolidated financial
statements in Item 8 of this report. In order ttidreserve the similar needs of our small busimessconsumer customers, in 2005 we comt
these customers into a new channel, which we tefas “mass markets,” and have reclassified outldrasiness customers for all periods
presented. Certain prior year revenue and expenserats have been reclassified to conform to thesatiyear presentations.

Business Trend:
Our financial results continue to be impacted byesal significant trends, which are described below
» Access line losseOur revenue has been, and we expect it to contimbe, adversely affected by access line lossesedsed
competition, including product substitution, conis to be the primau
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reason for our access line losses. For examplasucoers are increasingly substituting cable andl@gsstelecommunications servis
for traditional telecommunications services, whiets increased the number and type of competitdarsnour industry and
decreased our market share. Product bundling,sasided more fully below, has been one of our resps to our declining revenue
due to access line losst

Product bundlingWe believe consumers increasingly value the comvexa of receiving multiple services from a singlevider. As
such, we increased our marketing and advertisiegdipg levels in 2005 focusing on product bundhing packaging, or combining
products and services, such as local voice, higledpnternet and wireless, and features and sepnsceh as three-way calling and
call forwarding, related to an access line. To@ovge rely on joint marketing relationships withr @lffiliates, which relationships
allow us to bundle our services with wireless, latigtance, private line and other services. Assaltef these offerings, we have
seen increased sales (primarily of our -speed Internet products and servic

Operational efficienciesWe have continued to evaluate our operating stra@and focus, and we continue to right-size our
workforce in response to changes in the telecomeoations industry. Through targeted restructuriranplin prior years, focused
improvements in operational efficiency, processrimmpments through automation and normal employediat, we have reduced
our workforce and employ-related costs while achieving operational gc

While these trends are important to understandirteavaluating our financial results, the other $eations, events and trends discussed
in “Risk Factors” in Item 1A of this report may almaterially impact our business operations anahniifal results.

Results of Operation
Overview

We generate revenue from the provision of voiceises, data and Internet services and other sexvicewell as revenue from t
provision of services to our affiliates. Dependorgthe products or services purchased, a custoragipay an up-front or monthly fee, a usage
charge or a combination of these.

Voice service. Voice services revenue includes local voice sexjilntraLATA loni-distance voice services and access serv
Local voice services revenue includes revenue frasic local exchange services, switching servimestom calling features,
enhanced voice services, operator services, coitocaervices and related equipment. Local voiceises revenue also includes
revenue from the provision of network transpotjrig services and access to our local network arhalesale basis. IntraLATA
long-distance voice services revenue includes e émom IntraLATA long-distance services within dacal service area. Access
services revenue includes fees charged to otharathat telecommunications providers to connect theitomers and their networks
to our network

Data and Internet service. Data and Internet services revenue includesstataces (such as traditional private lines, whalkes
private lines, frame relay, ATM and related equipthend Internet services (such as l-speed Internet and related equipme

Other servicesOther services revenue is predominantly derivethftioe sublease of some of our real estate, suspag® in ou
office buildings, warehouses and other proper

Affiliate servicesAffiliate services revenue is derived from telecoomications and other services provided to ouriafétl entities.
In addition to voice services, data and Internetises and other services, we provide sales an#leting of affiliates’ products and
services by our sales channels, and other miseallanservices, including billing and collectionvéegs, to our affiliates
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The following table summarizes our results of ofiers for the years ended 2005, 2004 and 2003:

Increase/ Percentage
Years ended December 31, (Decrease) Change
2005\ 2004\
2005v 2004 v
2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)
Operating revenu $10,04¢ $10,33: $10,81: $(287) $(480) (3)% (4%
Operating expenses, excluding asset impairmengeb 7,892 7,96% 8,49¢ (70)  (537) (1)% (6)%
Asset impairment chargs — 54 — (59 54 nm nm
Other expens—net 62€ 573 554 53 18 9% 3%
Income before income taxes, discontinued operatioiscumulative
effect of changes in accounting princip 1,53( 1,742 1,75¢ (212) (16) (12)% (1)%
Income tax expens (541 (69€) (675) 157 (23 22% 3)%
Income from continuing operatiol 98¢ 1,04¢ 1,08: (55) (39) (5)% (4%
Loss from discontinued operatic—net of tax benefi — (53 (252 53 19¢ nm 7%
Income before cumulative effect of changes in anting principles 98¢ 991 831 2 16C 0% 1%
Cumulative effect of changes in accounting priret—net of taxe: (12 — 21¢ 12) (219 nm nm
Net income $ 977 $ 991 $ 105 $ (14 $ (59 (1)% (6)%

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

Operating Revenue
2005 COMPARED TO 2004
The following table compares operating revenudtieryears ended December 31, 2005 and z

(:gg::?:;gé Percentagt
Years Ended
December 31, Change
2005 v 2005 v
2005 2004 2004 2004
(Dollars in millions)
Voice service: $ 6,75 $ 7,117 $ (369 (5)%
Data and Internet servic 2,22¢ 2,13¢ 87 4%
Affiliate services 1,05t 1,064 9) ()%
Other service 15 12 3 25%
Total operating revent $10,04¢ $10,33: $ (287 (3)%

Voice services

The decrease in local voice services revenue wasply due to access line losses from competitixessures including technolo
substitution, partially offset by an increase inikégmsal Service Fund, or USF, revenue due to rezgmowth and USF rate increases. In our
mass markets channel we have seen a slowing o$sitine losses and this, combined with rate ine@®gadsas decreased our rate of voice
services revenue decline from 10% in 2004 to 52005. The decrease in our wholesale channel wasagty due to the sale of a large
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portion of our payphone business in August 2004dewteased access revenue partially offset by Uidieases. In addition, wholesale access
lines decreased along with sales of UNEs and etlgpperator and billing services to local competitas an increasing percentage of

competition in our local area is coming from fa@i-based competition, including wireless and e@oimpanies.

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

Access lines *

Increase/

P t
Years Ended (decrease sreemadr
December 31, Change
2005 v 2005 v
2005 2004 2004 2004
(in thousands)

Mass market 10,65 11,08 (42¢) (4%
Business 2,37¢ 2,562 (18¢€) (7%
Wholesale 1,71(C 1,87¢ (169) (9)%
Total 14,73¢ 15,52: (783) (5)%

*  We may modify the channel classification of ouressclines from time to time in our efforts to betipproximate the related rever

channels and better reflect how we manage our éss.

Data and Internet services.

The increase in data and Internet services revemseprimarily driven by improvement in hi-speed Internet access revenue as a t
of a 43% increase in the number of high-speed ietesubscribers as we expanded our high-speechétteervice area to 77% of our local
service area in 2005 from 67% in 2004. This grogame from continued expansion of service availglélind increased penetration of high-
speed Internet where service is available. Thieesme was partially offset by decreases of $50aniliue to the termination of our wholesale

affiliate’s modem services product and a $20 millikecrease in Frame Relay revenue.

Affiliate services.

The decrease in affiliate services revenue is piiyndue to price reductions for billing and coltem services and a loss of servi
provided to affiliates, primarily from our affiliats transition to a third-party wireless providéhe decreases were partially offset by increased

switched access, Private Line and other services.

2004 COMPARED TO 2003
The following table compares operating revenudtieryears ended December 31, 2004 and 2003:

(:;g::?:;:é Percentagt
Years Ended
December 31, Change
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Voice service: $ 7,117 $ 7,881 $ (769 (10)%
Data and Internet servic 2,13¢ 2,12¢ 12 1%
Affiliate services 1,064 784 28C 36%
Other service 12 20 8 (40)%
Total operating revent $10,33! $10,81: $ (480 (4%

Voice services

The decrease in voice services revenue was priyrdud to access line losses from competitive pressincluding technology

substitution and a reduction in access servicenayéom external parties that are being
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replaced by affiliate revenue as our affiliate rteeed the long-distance market in our local seraiea. In particular, during 2004 and 2003, a
significant portion of our mass markets and busireeess line losses was attributable to CLECsbtiIstNE-P and unbundled local loops to
deliver voice services. These losses have beeialpadffset by corresponding increases in our velsale access lines (where UNEs are
reflected). However, the regulated price strucafre NEs applied downward pressure on our revenue.

The following table shows our access lines by ckhaa of December 31, 2004 and 2003:

Access lines *
(I(;]gé?:asi Percentag
Years Ended
December 31, Change
2004 v 2004 v
2004 2003 2003 2003
(in thousands)
Mass market 11,08! 11,77 (692) (6)%
Business 2,562 2,74¢ (18¢€) (7%
Wholesale 1,87¢ 1,68¢ 191 11%
Total 15,52:  16,20¢ (687) (4)%

* We may modify the channel classification of ogcess lines from time to time in our efforts toteeapproximate the related revenue
channels and better reflect how we manage our éss.

Data and Internet services

Data and Internet services revenue increased duereases in high-speed Internet as this servinérued to be expanded
geographically to allow more of our customers tovet from dial-up Internet connections to our hgpeed Internet services. The number of
mass markets high-speed Internet subscribers gyed2%, and we expanded our high-speed Interneicgeavea to 67% of our local service
area in 2004; however, the impact of increasesaeamarkets high-speed Internet subscribers aaidelevenue was offset in part by
decreases in wholesale data and Internet sendvesue.

Affiliate services

The increase in affiliate services revenue was anilgncaused by increases in switched access,tprliree and billing and collection
services provided to our long-distance affiliateeTincrease in these services is offset by a rexuit service revenue from external customers
and was associated with growth in the affiliateisd-distance business as it re-entered this bussinesur local service area.
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Operating Expenses
2005 COMPARED TO 2004
The following table compares operating expensegiears ended December 31, 2005 and 2004:

(Iggﬁgzsé Percentagt
Years Ended
December 31, Change
2005 v 2005 v
2005 2004 2004 2004
(Dollars in millions)
Operating expense
Cost of sale
Employerrelated cost $1,387 $1,48: $ (96 (6)%
Network expense 212 194 18 9%
Other nor-employerrelated cost 53¢ 45¢ 74 16%
Affiliate costs 24¢ 30¢€ (60) (20)%
Total cost of sale 2,37¢ 2,44: (64) 3)%
Selling, general and administrati
Employesrelated cost 60¢ 66€ (58) (9)%
Bad debt 74 32 42 131%
Restructuring, realignment and severance relatets 11 65 (54) (83)%
Property and other tax 32¢ 312 16 5%
Other nor-employerrelated cost 727 67¢ 48 7%
Affiliate costs 1,107 1,07: 34 3%
Total selling, general and administrat 2,85k 2,82 28 1%
Depreciatior 2,33( 2,32 3 0%
Capitalized software and other intangible assetsraration 32¢ 36¢€ (37 (10)%
Asset impairment chargt — 54 (54) nm
Total operating expens $7,89: $8,01¢ $ (129 2%

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

Cost of sales

Cost of sales includes employee-related costs, asidalaries, wages and benefits directly attridett products or services, network
expenses and other non-employee related costsasuglal estate, USF charges, call termination featgrials and supplies, contracted
engineering services, computer system supportteddst of CPE sold, incurred by us or on our Hdhabur affiliates.

Employee-related costs decreased primarily duesth @mployee reduction from our prior year restitiog plans as well as a continued
focus on containing our employee-related costspaaductivity improvements.

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

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

Affiliate costs decreased primarily due to employeguctions at our affiliates, reduced contracbtadnd purchases by our affiliates, and
a shift in our affiliate’s focus of systems devetomt projects to other affiliates.
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This decrease was patrtially offset by an increaseetwork administration costs from an affiliatehieh were previously performed by us, and
an increase in wholesale Internet access costlingsitom the transfer of our ISP product fromafiliate to us.

Selling, general and administrative

Selling, general and administrative, or SG&A, exgeinclude employ-related costs such as salaries, wages and bemefitsrectly
attributable to products or services, severane@aelcosts, sales commissions, bad debt chargesttzgrdnon-employee related costs such as
property taxes, real estate costs, advertisindgepsmnal service fees and computer systems sujnpoitred by us or on our behalf by our
affiliates.

Employee-related and restructuring, realignmentsewtrance costs decreased primarily from our 28€tucturing efforts, normal
attrition and productivity improvements. The deseeavas partially offset by an increase in commissi@ssociated with higher sales
attainment.

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

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

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

Pension and post-retirement benefitdur employees participate in QCII's pension, noalified pension and other post-retirement
healthcare and life insurance benefit plans. Osulte include an allocation of pension expensed{tsand post-retirement healthcare and life
insurance benefit expenses from QCII, which werrefen a combined basis as a net post-retiremerdrese or credit. We recorded net post-
retirement expenses of $179 and $159 million in528@d 2004, respectively. Our 2005 and 2004 arconsis were reduced by approximately
$31 million and $27 million, respectively, due teticare legislation that partially subsidizes thets to employers of providing prescription
drug coverage for their retirees. The net postestent expense or credit is a function of the arhofipension and post-retirement benefits
earned, interest on projected benefit obligatiansortization of costs and credits from prior beinefianges and the expected return on the
assets held in the various plans. The net postneéint expense or credit is allocated primarilgdst of sales and the remaining balance to
SG&A. For additional information on our pension grabt-retirement plans, see Note 10—Employee Bentefiour consolidated financial
statements in Item 8 of this report.
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2004 COMPARED TO 2003
The following table provides further detail regagliour operating expense

Increase/

Years Ended (Decrease Percentag
December 31, Change
2004 v 2004 v
2004 2003 2003 2003
(Dollars in millions)
Operating expense
Cost of sale:
Employetrelated cost $1,48: $1,527 $ (49 (3)%
Network expense 194 20¢ (15) (N%
Other no-employerrelated cost 45¢ 494 (35) (%
Affiliate costs 30¢€ 42C (114 2%
Total cost of sale 2,44; 2,65(C (208) (8)%
Selling, general and administrati
Employesrelated cost 66€ 70¢ (43 (6)%
Bad debt 32 12t (93 (74)%
Restructuring, realignment and severance relatsts 65 57 8 14%
Property and other tax 312 403 (91) (23)%
Other no-employerrelated cost 67¢ 633 46 7%
Affiliate costs 1,07: 1,171 (98) (8)%
Total selling, general and administrat 2,82 3,09¢ (277) (9)%
Depreciatior 2,32 2,412 (85) (4%
Capitalized software and other intangible assetsraration 36¢€ 33¢ 27 8%
Asset impairment chargs 54 — 54 nm
Total operating expens $8,01¢ $8,49¢ $ (489 (6)%

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

Cost of sales

Cost of sales includes emplo-related costs, such as salaries, wages and bedieditsly attributable to products or serviceswaek
expense and other non-employee related costs suglakbestate, USF charges, call termination feeserials and supplies, contracted
engineering services, computer system supporttenddst of CPE sold incurred by us or on our bdhabbur affiliates.

Cost of sales decreased primarily due to decréasdfiliate costs attributable to costs savingsufeng from the restructuring efforts of
our affiliate companies, a reduction in allocatefbimation technology costs, a decrease in emplogie¢ed costs due to our restructuring
efforts and a decrease in other non-employee-tetaists. The decrease in other non-employee retatgtd was primarily attributable to a
favorable settlement of $39 million on a reciprooampensation agreement as well as lower accesgesha

Selling, general and administrative

SG&A expenses include employ-related costs such as salaries, wages and bemeffitirectly attributable to products or servic
severance related costs, sales commissions, badttsmiges and other non-employee related costsagiphoperty taxes, real estate costs,
advertising, professional service fees and compmytgiems support incurred by us or on our behatuaffiliates.

The decrease in SG&A was primarily due to loweiliafé costs, resulting from a favorable impactedtructuring activities, and a
reduction in information technology costs due tmacentration of systems work
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on products and services of other affiliates. Ferttecreases were attributed to lower bad debtnesepgue to improvements in credit and
collection practices, as well as a one-time favierakttiement of approximately $45 million fromuwstomer emerging from bankruptcy, and
lower property tax expense as a result of reducepapty values and reduced capital expendituress&lilecreases were partially offset by an
increase in non-employee costs driven by higheketerg and advertising and external commissiong. ifbrease in non-employee costs is
partially offset in affiliate charges, as externaimmissions of approximately $20 million were imear by our affiliates and allocated to us p
to 2004.

Pension and post-retirement benefitdur employees participate in QCII's pension, noalified pension and other post-retirement
benefit plans. Our results include an allocatiopefision expenses (credits) and post-retiremergfivexpenses from QCII, which we refer to
on a combined basis as a net post-retirement egpengedit. We recorded net post-retirement exgen$ $159 and $189 million in 2004 and
2003, respectively. Our 2004 annual costs werecedlby approximately $27 million due to recentlgged Medicare legislation that partially
subsidizes the costs to employers of providinggipson drug coverage for their retirees. The predt-retirement expense or credit is a
function of the amount of pension and post-retinenienefits earned, interest on projected benbfigations, amortization of costs and credits
from prior benefit changes and the expected ratarthe assets held in the various plans. The regtnetirement expense or credit is allocated
primarily to cost of sales and the remaining badaitcSG&A. For additional information on our pemsnd post-retirement plans, see
Note 1(—Employee Benefits to our consolidated financiatenents in Item 8 of this report.

Other Operating Expenses
The following table provides further detail regagliour other operating expenses:

Increase/ Percentage
Years Ended December 31 (Decrease) Change
2005\ 2004\ 2005\ 2004\
2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)

Depreciatior $2,33C $2,327 $2,41: $ 3  $(8H 0% (4%
Capitalized software and other intangible assetsraration 32¢ 36¢€ 33¢ (37 27 (10)% 8%

Asset impairment chargs — 54 — (59 54 nm nm

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

Depreciation

Depreciation expense from 2004 to 2005 remainedively stable. The decrease in depreciation ex@&osm 2003 to 2004 was
primarily the result of reduced capital expenditure
Capitalized software and other intangible assetsaatization

The decrease in amortization expense from 200005 2vas attributable to a decrease in total capédlsoftware.

Asset impairment charge

In conjunction with our efforts to sell certain assduring 2004, we determined that the carryinguarts of those assets were in exces
our expected sales proceeds. This resulted insat espairment charge of $54 million. For more infi@ation on our asset impairment charges,
please see Note 4—Property, Plant and Equipmenirtconsolidated financial statements in Item &af report.
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Other Consolidated Results
The following table provides further detail regagliother expen—net:

Increase/ Percentage
Years Ended December 31 (Decrease) Change
2005\ 2005\ 2004\
2004 v
2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)
Other expens—net:
Interest expen—net $607 $58 $57¢ $23 $ 11 4% 2%
Other incom—net (18) a7 (29 D 2 (6)% 11%
Loss on early retirement of d—net 37 6 — 31 6 nm nm
Total other expen—net $62€ $57¢ $554 $53 $ 19 9% 3%
Income tax expens $(541) $(69¢) $(67F) $157 % (23 22% (3)%
Cumulative effect of changes in accounting prirespt-net of
taxes $ 12 $— $ 21 $(12) $(219 nm nm

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

Other expense—net

The 2005 increase in other expense is primarilytdube payment of premiums associated with themgdishment of certain of ot
higher coupon debt and an increase in interestreseqpe

Income tax expense

The effective income tax rate is the provisionifmome taxes as a percentage o-tax income. Our effective income tax rate for 2C
2004 and 2003 was 35.4%, 40.0% and 38.4%, respéctivhe decrease from 2004 to 2005 was primaitily th lower state taxes in 2005, non-
deductible penalties incurred in 2004 and 2004rmetax expense recognized for uncertain tax positidhe increase from 2003 to 2004 was
primarily due to an increase in our state incomxdi&bilities and non-deductible expenses, pastiaffset by the non-taxable income associated
with a subsidy under the Medicare Prescription Diogprovement and Modernization Act of 2003, or litede Act.

Cumulative effect of changes in accounting princgd—net of tax

In 2005, we recognized a charge of $12 million @fadhcome taxes of $8 million) from the cumulatiefect of adopting FIN 47

In 2003, we recognized a gain of $219 million (oktaxes of $139 million) from the cumulative effed adopting SFAS No. 143,
“Accounting for Asset Retirement Obligations,” df&S No. 143.

Liquidity and Capital Resource

We are a wholly owned subsidiary of QSC, which iy owned by QCII. As such, factors relating toaffecting QCI’s liquidity and
capital resources could have material impacts pmakiding changes in the market’s perceptiongfimnpacts on our credit ratings and access
to capital markets.

QCIl and its consolidated subsidiaries had totatdwings of $15.5 billion at December 31, 2005 &A4d.3 billion at December 31, 20(

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

We had $160 million in cash and cash equivalends&hmillion of shol-term investments available at December 31, 20056tHeoyeal
ended December 31, 2005, our primary source offuvas cash provided by operating activities. DUBf@5, we expect to use our available
excess cash primarily to pay dividends to our piaaed make additional investment in our network. the year ended December 31, 2005, we
declared dividends of $2.250 billion to our parent.

Our working capital deficit as of December 31, 2@@Hroved $292 million since December 31, 2004 eessalt of several factors. For
twelve months ended December 31, 2005 we geneaagaghificant amount of working capital from ourepgtions as well as a working capital
improvement due largely to early repayments and issuance of long-term debt as further discussétbie 6—Borrowings to our
consolidated financial statements in Item 8 of thjgort. These increases in working capital hawnlgartially offset by capital expenditures of
$1.232 billion and dividends declared of $2.250dil

Our working capital deficit is primarily caused bividends that we pay to QSC. The timing of casynpents for declared dividends to
QSC is at our discretion in consultation with Q$@ continue to produce significant cash from opegaactivities, and we believe that our
cash on hand together with our cash flows from apans should be sufficient to meet our cash némdsigh the next twelve months.
However, if we or QCIl become subject to signifitardgments, settlements and/or tax payments, as¢he potential CLAS obligation, as
further discussed in “Legal Proceedings” in Itemf 3his report, we or QCII could be required to makgnificant payments that we or QCII do
not have the resources to make. The magnitudeyo$ettlements or judgments resulting from thesmastcould materially and adversely
affect QCII's ability to meet its debt obligatioasd its financial condition, potentially impactiitg credit ratings, its ability to access capital
markets and its compliance with debt covenantaditition, the magnitude of any settlement or judgimeay cause QCII to draw down
significantly on its cash balances, which might#oit to obtain additional financing or explore etimethods to generate cash. Such methods
could include issuing additional securities oriagllassets. As a wholly owned subsidiary of QQlir, business operations and financial
condition would be similarly affected.

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

In addition, the 2005 QSC Credit Facility contavasious limitations, including a restriction on migiany proceeds from the facility to |
settlements or judgments relating to investigatiod securities actions discussed in “Legal Proogsdiin Item 3 of this report.

We expect that our 2006 capital expenditures valklightly higher than our 2005 levels.

During the year ended December 31, 2005, we cosgbltveral transactions to improve our near-temamftial position, including
registered exchange offers, cash tender offersssu@dnces of new debt. For a more detailed degnripf these activities, see Note 6—
Borrowings to our consolidated financial statemeémt$em 8 of this report.

Long-Term View

We have historically operated with a working calpiteficit due to our practice of declaring and peyregular cash dividends and it is
likely that we will operate with a working capitdéficit in the future. As discussed below, we comd to generate substantial cash from
operations. We believe that cash provided by ofmrst combined with our current cash position amdatioued access to capital markets to
refinance our current portion of debt, should allessMo meet our cash requirements for the foresedatoire.
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We may periodically need to obtain financing inertb meet our debt obligations as they come dueemaly also need to obtain
additional financing or investigate other methanlgénerate cash (such as further cost reductiotieem@ale of assets) if revenue and cash
provided by operations decline, if economic coldisi weaken, if competitive pressures increasewe ibr QCIl become subject to significant
judgments, settlements and/or tax payments asdiudiscussed i“Legal Proceedings” in Item 3 of this report. Iretlvent of an adverse
outcome in one or more of these matters, we or Q@lld be required to make significant payments wedo not have the resources to make.
The magnitude of any settlements or judgments tiagurom these actions could materially and adelgraffect QCII's ability to meet its debt
obligations and its financial condition, potentjailinpacting its credit ratings, its ability to assecapital markets and its compliance with debt
covenants. In addition, the magnitude of any settlets or judgments may cause QCII to draw downifgigntly on its cash balances, which
might force it to obtain additional financing orptare other methods to generate cash. Such mettodid include issuing additional securities
or selling assets. As a wholly owned subsidiar@®6fll, our business operations and financial cooditiould be similarly affected, potentially
impacting our credit ratings and access to thetabmiarkets.

The 2005 QSC Credit Facility makes available to G860 million of additional credit subject to centaestrictions as described below,
and is currently undrawn. This facility has a crpagment default provision, and this facility aredtaein other debt issues of QCII and its other
subsidiaries also have cross acceleration prodsidthen present, such provisions could have a vidgact on liquidity than might otherwise
arise from a default or acceleration of a singletdestrument. These provisions generally provit® & cross default under these debt
instruments could occur if:

» QCIl fails to pay any indebtedness when due inggregate principal amount greater than $100 million

e any indebtedness is accelerated in an aggregaigigal amount greater than $100 million ($25 millia the case of one of the d¢
instruments); o

* judicial proceedings are commenced to foreclosargnof QCI’'s assets that secure indebtedness in an aggregeatipg amoun
greater than $100 millior

Upon such a cross default, the creditors of a nadtemount of QCII's debt may elect to declare thatefault has occurred under their
debt instruments and to accelerate the principaluens due such creditors. Cross acceleration pomdsare similar to cross default provisions,
but permit a default in a second debt instrumetbietaleclared only if in addition to a default octuy under the first debt instrument, the
indebtedness due under the first debt instrumeanttisally accelerated. As a wholly owned subsid&rQCll, in the event of such a cross-
default or cross-acceleration, our business omersitand financial condition could be affected, po#dly impacting our credit ratings and
access to the capital markets. In addition, thé&cZD8C Credit Facility contains various limitatioimg;luding a restriction on using any
proceeds from the facility to pay settlements digjuents relating to the investigation and securitietions discussed in “Legal Proceedings”
Item 3 of this report.
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Payment Obligations and Contingencies
Payment obligation:
The following table summarizes our future contrattash obligations as of December 31, 2005:

Payments Due by Perioc

2011 and
2006 2007 2008 2009 2010 Thereafter Total
(Dollars in millions)

Future Contractual Obligations(1)(3)
Long-term debi $— $ 66C $322 $— $ 50C $ 6307 $ 7,78¢
Interest on debt(z 601 571 544  52¢ 511 4,67¢ 7,43:
Capital lease obligatior 2 2 2 1 1 7 15
Operating lease 97 89 78 63 50 24C 617
Purchase commitment obligatio 22 15 1 — — — 38

Total future contractual obligatiol $722 $1,337 $947 $59z $1,06: $ 11,23: $15,89:

(1) The table does not includ

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

» accounts payable of $1 billion, dividends payabl®&C of $126 million, accrued expenses and otheent liabilities of
$685 million, deferred income taxes of $1.9 billiamd other long-term liabilities of $279 million] af which are recorded on our
December 31, 2005 consolidated balance sheet

« amounts related to the legal contingencies destiib&lote 1—Commitments and Contingencies to our consolidatezhtial
statements in ltem 8 of this repc

(2) Interest expense in all years may differ due tarirefinancing of debt. Interest on our floatiagerdebt was calculated for all years u:
the rates effective as of December 31, 2(

(3) We have various service related commitments witioua vendors for data processing, technical aftvace support. Future paymer
under certain services contracts will vary depegdin our actual usage. In the table above we estahm@ayments for these service
contracts based on the level of services we expeetceive

Employee Benefit PlanQCII offers pension, non-qualified pension and gesitement healthcare and life insurance benefame of
which are required under contractual agreementssi®e and certain occupational benefits are pamlih trusts and therefore are not inclu
in this table as we are not able to reliably estinwaur portion of future required contributionghe trusts. As of December 31, 2005, QClII’s
qualified defined benefit pension plan was fullpdied. As of December 31, 2005, we had a liabilit$2851 billion for our allocation of
QCII's non-qualified pension, post-retirement atlden post-employment benefit obligations. The ligbis impacted by various actuarial
assumptions and will differ from the sum of theuhat value of actuarially estimated payments. Sabdudiscussion of our benefit plans in
Note 1(—Employee Benefits to our consolidated financiatetnents in Item 8 of this report.

Off-Balance Sheet Arrangements

Other than operating leases, we have no specipbparor limited purpose entities that providebalance sheet financing, liquidity,
market or credit risk support, and we do not engadeasing, hedging, research and developmenticgs,vor other relationships that expose us
to liability that is not reflected on the face bétfinancial statements.

Letters of Credit
At December 31, 2005, we had outstanding lettesedit of approximately $4 millior
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Historical View

The following table summarizes the (decrease) ag&dn our cash and cash equivalents for the yealsd December 31, 2005, 2004
2003:

Increase/ Percentage
Years Ended December 31 (Decrease) Change
2005\ 2004\
2005 v 2004 v
2005 2004 2003 2004 2003 2004 2003
(Dollars in millions)
Cash flows:

Provided by operating activitie $3,41¢ $3,31¢ $482¢ $ 97  $(1,50% 3% (B1)%
Used for investing activitie (1,013 (1,389 (1,939 37C 55(C 27% 28%
Used for financing activitie (2,585 (2,249 (2,45¢) (336€) 20¢ (15)% 9%

(Decrease) increase in cash and cash equiv: $ (182 $ (315 $ 43t $131 $ (746 42% nm

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

Operating Activities
For the years ended December 31, 2005, 2004, &0®IAQ primary source of cash was cash provideopdgyating activities

Investing Activities

Cash used in investing activities decreased $3Tdmin 2005 due to a $205 million decrease initgxpenditures and a $162 million
increase in net proceeds from investments managedrparent.

Financing Activities
Cash used for financing activities increased $386om primarily due to an $85 million increase dividends paid in 2005 to our parent

and the collection of a $286 million note receieaftbm an affiliate in 2004. This was partially st by a $81 million decrease in external c
including debt issue costs and early retirementsco®t of proceeds.

At December 31, 2005, we were in compliance witlpadvisions or covenants of our borrowings. Fadiidnal information regarding
the covenants of our existing debt instruments Nsete 6—Borrowings to our consolidated financialtstents in Item 8 of this report.

We paid cash dividends of $2.536 billion, $2.481lidsi and $2.880 billion in 2005, 2004 and 2003pectively. We have historically
declared and paid regular dividends to QSC basemiononsolidated net income. In August 2003, weliffed our dividend practice to
exclude Qwest Wireles#isses in the determination of regular dividendsieelared and paid. In May 2004, we transferredeyamip of Qwe:
Wireless to an affiliate. During 2004, we declasedadditional dividend that included prior peri@iréngs determined without the effect of
Qwest Wireless’ losses. In July 2004, we modified dividend practice to balance our financial needsh position and credit profile with
those of our parent. As a result, going forward may declare and pay dividends in excess of ouniegs to the extent permitted by applicable
law. Our debt covenants do not limit the amoundigidends we can pay to our parent.
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Credit ratings
The table below summarizes our I-term debt ratings at December 31, 2005 and 2

December 31
2005 2004
Moody's Ba3 Ba3
S&P BB BB-
Fitch BB+ BB

On October 20, 2005, S&P raised their ratings ont@BB. On November 15, 2005, Fitch raised theintgpon QC to BB+.

With respect to Moody’s, a Ba rating is judged &vé speculative elements, meaning that the futitteedssuer cannot be considered to
be well-assured. Often the protection of interest principal payments may be very moderate, anekyenot well safeguarded during both
good and bad times. The “1,2,3” modifiers showtredéastanding within the major categories, 1 beimghighest, or best, modifier in terms of
credit quality.

With respect to S&P, any rating below BBB indicatiest the security is speculative in nature. A BBng indicates that the issuer
currently has the capacity to meet its financiahogtment on the obligation; however, it faces maogoing uncertainties or exposure to
adverse business, financial or economic conditiatnéch could lead to the obligor’'s inadequate cétgdo meet its financial commitment on
the obligation. An obligation rated B is more vulgle to nonpayment than obligations rated BB thatobligor currently has capacity to meet
its financial commitment on the obligation. Advelsesiness, financial, or economic conditions villély impair the obligor’s capacity or
willingness to meet its financial commitment on tidigation. The plus and minus symbols show redasitanding within the major categories.

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

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

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

Critical Accounting Policies and Estimates

We have identified the policies and estimates belewritical to our business operations and therstanding of our results of
operations, either past or present. For a detdiwzlission on the application of these and otlgifstant accounting policies, see the notes to
our consolidated financial statements in Item & report. These policies and estimates are densi “critical” because they either had a
material impact or they have the potential to haweaterial impact on our financial statements, lzechuse they require significant judgments,
assumptions or estimates. Note that our preparafitins annual report on Form 10-K requires umtike estimates, intercompany allocations
and assumptions that affect the reported amouass¥éts and liabilities, disclosure of contingesegtsand liabilities at the date of our
consolidated financial statements and the rep@meounts of revenue and expenses during the regqréiriod. We believe that the estimates,
judgments, allocations and assumptions made whasuating for items and matters such as intercompawgnue and charges, future us
under long-term contracts, customer retention pattecollectibility of
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accounts receivable, expected economic durati@sséts to be depreciated or amortized, asset Malgainternal labor capitalization rates,
recoverability of assets, rates of return on adselt$ for employee benefits, timing and amountiitfre employee benefit payments, uncertain
tax positions, reserves and other provisions amtiregencies are reasonable, based on informatiaitedne at the time they are made.
However, there can be no assurance that actudigesl not differ from those estimates.

Intercompany Revenue and Charg

We provide to our affiliates telephony and dataisess and other services. We charge our affilibtesed on tariffed rates for telephony
and data services and either fully distributed cosharket rates for other services. Our fully riligtted costs methodology includes employee
costs, facilities costs, overhead costs and anetmrinvestment component.

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

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

Loss Contingencies and Litigation Reserv

We are involved in several material legal procegsliras described in more detail in “Legal Procegsliin Item 3 of this report. We
assess potential losses in relation to these drat pending or threatened legal matters. If aissnsidered probable and the amount can be
reasonably estimated, we recognize an expenshdardtimated loss. To the extent these estimagasaire or less than the actual liability
resulting from the resolution of these matters, eanmings will be increased or decreased accordiifghe differences are material, our
consolidated financial statements could be matgiipacted.

Restructuring and Realignment

Periodically, QCII commits to exit certain busin@ssivities, eliminate office or facility locatioramd/or reduce our number of employees.
Our portion of the charge to record such a decidiggends upon various assumptions, including fidaverance payments, sublease income,
length of time on market for abandoned rented ifeasland contractual termination costs. Such egmare inherently judgmental and may
change materially based upon actual experienceestimate of future losses on sublease income iapdshl activity generally involves the
most significant judgment. Due to the estimatesjaddments involved in the application of eachtefge accounting policies, changes in our
plans and these estimates and market conditiord cmaterially impact our financial condition or tds of operations.

Economic Lives of Assets to be Depreciated or Anzed

Due to rapid changes in technology and the conipetinvironment, selecting the estimated econoif@®f telecommunications plar
equipment and software requires a significant arhotijudgment. We regularly
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review data on utilization of equipment, asseteatients and salvage values to determine adjustrtents depreciation rates. The effect of a
one year increase or decrease in the estimatedl lisek of our property, plant and equipment woliétve been decreased depreciation of
approximately $330 million or increased depreciatid approximately $450 million, respectively. Téiect of a one year increase or decrease
in the estimated useful lives of our intangibleeassvith finite lives would have been decreasedréimation of approximately $70 million or
increased amortization of approximately $110 miljicespectively.

Pension and Po-Retirement Benefits

Our employees participate in the QCII pension,-qualified pension, po-retirement and other pcemployment benefit plans. T!
amounts contributed by us are not segregated tiictes to pay amounts due to our employees andbraysed to provide benefits to other
employees of QCII or its affiliates. QCII allocatie cost of pension, non-qualified pension, anst4petirement healthcare and life insurance
benefits and required contributions to us. Thecaliimn is based upon employee demographics ofraptayees compared to all the remaining
participants. In computing the pension and posteneient healthcare and life insurance benefit c@3@ | must make numerous assumptions
about such things as discount rates, expectedfagturn on plan assets, employee mortality andower, salary and wage increases, expected
future cost increases, healthcare claims experiandehe terms of QCII's post-retirement plan basebvered by collective bargaining
agreements, including caps on reimbursable costsegotiated with our employees’ unions. Thesestgenerally have the most significant
impact on the level of cost: the discount rate,gkpected rate of return on plan assets, and thestef QCII's post-retirement plan benefits
covered by collective bargaining agreements. Chaigany of the assumptions QCIl made in computirggpension and post-retirement
healthcare and life insurance benefit costs coaleeta material impact on various components thaipcise these expenses that are then
allocated to us as described above. For furtheudgon of the QCII pension, non-qualified pengiost-retirement and other post-employment
benefit plans and the critical accounting estimates the QCII 2005 Form 10-K.

Recoverability of Lon-Lived Assets

We follow the provisions of SFAS No. 14“Accounting for the Impairment or Disposal of L-Lived Assets” Under the provisions ¢
that standard, we must review the recoverabilitpuflong-lived assets whenever events or chamgeisdumstances indicate that the carrying
amount of those assets may not be recoverableeffte or changes in circumstances indicate thatahging amount of an asset, or group of
assets, may not be recoverable, we will evaluaedhoverability of the carrying value of our loliged assets using gross undiscounted cash
flow projections. Such evaluations require ideaéifion of the lowest level of identifiable, largehdependent, cash flows for purposes of
grouping assets and liabilities subject to reviéhe cash flow projections include long-term foresad revenue growth, gross margins and
capital expenditures. All of these items requigngicant judgment and assumptions.

Asset Retirement Obligatior

We have network assets located in leased propeuidsas equipment rooms. For certain of thesedeage are legally obligated to
remove our equipment when the lease expires. Asnextjby SFAS No. 143, we record a liability foethstimated current fair value of the
costs associated with these removal obligationse®tienate our removal liabilities using historicabkt information, industry factors, and
current engineering estimates. We then estimatprisgent value of these costs by discounting thediexpected cash payout to current fair
value based on our incremental borrowing rate.hboceixtent there are material differences betweerestimated and actual removal costs and
our estimated and actual discount rates, we cceileéqquired to adjust our recorded liabilities atttime. These estimates were critical factors
in determining the net income impact of $219 milligpon the adoption of SFAS No. 143 in 2003. Selitiadal disclosures regarding FIN 47
below.
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Recently Adopted Accounting Pronouncements and Cuntative Effect of Adoption

In December 2005, we adopted FIN 47. FIN 47 isndgrpretation of SFAS No. 143 and requires us ¢ogaize asset retireme
obligations that are conditional on a future evsath as the obligation to safely dispose of askashen a building is demolished or under
certain circumstances, renovated. Upon adoptidfidf47, we determined that we have conditional tasteement obligations to properly
dispose of or encapsulate asbestos in severalrdfunidings and to close fuel storage tanks angdafie of other potentially hazardous mater
We recorded a cumulative effect of a change in @atiog principle charge upon adoption of FIN 4%a&P million (liability of $23 million net
of an asset of $3 million and net of income taxed8million) in 2005. Had FIN 47 been adopted ptm 2003, our liabilities associated with
asset retirement obligations would have increage$l3 million both at December 31, 2004 and 200&d Me adopted FIN 47 prior to 2003,
our operating results for the years ended Dece®he?005, 2004 and 2003 would not have changedriaye See Note 4—Property, Plant
and Equipment in Item 8 of this report for addiabdisclosure about our asset retirement obligation

In December 2004, the FASB issued SFAS No. 153cHBrges of Non-Monetary Assets,” or SFAS No. 153civwe adopted in July
2005. Prior to the adoption of SFAS No. 153, weenequired to measure the value of certain asgetsaeged in non-monetary transactions
by using the net book value of the asset relinqedshinder SFAS No. 153, we now measure assets egetiat fair value, as long as the
transaction has commercial substance and thedhie\of the assets exchanged is determinable wiggisonable limits. A non-monetary
exchange has commercial substance if the futute ftass of the entity are expected to change sigaiftly as a result of the exchange. The
adoption of SFAS No. 153 did not have a materifdatfon our financial position or results of op@as for the year ended December 31, 2
See Note 4—Property, Plant, and Equipment in Itesht8is report for additional disclosure about agset retirement obligations.

In December 2003, the Medicare Prescription Drogarbvement and Modernization Act of 2003 (“the Mede Act”) became law in the
United States. The Medicare Act introduces a pieion drug benefit under Medicare as well as a&fatisubsidy to sponsors of retiree
healthcare benefit plans that provide a benefitithat least actuarially equivalent to the Medéchenefit. QCIl sponsors post-retirement
healthcare plans that provide prescription drugehies that it deems actuarially equivalent to Mede Part D. In accordance with FASB Staff
Position No. 106-2, “Accounting and Disclosure Regments Related to the Medicare Prescription Dhugrovement and Modernization Act
of 2003", we recognized a $197 million reductioroof allocated accumulated post-retirement bepéfigation using our December 31, 2003
measurement date. The effect of the subsidy wesdiace our allocated net periodic post-retirememefit cost by $31 million and $27 million
for the years ended December 31, 2005 and 20Qgectgely. During 2005, the Center for Medicare dellicaid Services issued and clarit
rules for implementing the Medicare Act. QCII readsits actuarial estimate of the federal subsidy/using our December 31, 2005
measurement date, the total reduction in our aémtaccumulated post-retirement benefit obligaisod442 million. This reduction was
recorded as an unrecognized actuarial gain whidtbeiamortized to expense. The issuance and iclatiiin of the rules for implementing the
Medicare Act during 2005 are expected to furthduoe our benefit cost in 2006.

Recently Issued Accounting Pronouncemel

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

In April 2005, the SEC delayed the effective ddtSBAS No. 123R, “Share Based Payments,” or SFAS1IS98R. SFAS No. 123R was
effective for us as of the interim reporting pertoeginning January 1, 2006. SFAS No. 123R reqtirascompensation cost relating to share-
based payment transactions be recognized in
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the financial statements based on the fair valuaegquity or liability instruments issued. SFAB.M23R covers a wide range of share-based
compensation arrangements including share optiessijcted share plans, performance-based awdrdse appreciation rights and employee
share purchase plans. We do not anticipate thatdbption of SFAS No. 123R will have a material &apon our financial position or results
operations.

Risk Management

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

As of December 31, 2005 and 2004, approximatelg%hillion of floating rate debt was exposed toraes in interest rates. This
exposure was linked to LIBOR. A hypothetical in@eaf 100 basis points in LIBOR would have increlaaenual pre-tax interest expense by
$12 million in 2005. As of December 31, 2005 an84£0ve had approximately $0 million and $400 millisespectively, of long-term fixed
rate debt obligations maturing in the subsequenh&@ths. We also are exposed to changes in intextest at any time that we choose to
refinance this debt. A hypothetical increase of @000 basis points in the interest rates on afipancing of the current portion of long-term
debt would not have a material effect on our egsin

As of December 31, 2005, we had $8 million of castested in money market instruments and short-taumstments. Most cash
investments are invested at floating rates. Ag@sterates change so will the interest income ddrfvom these accounts.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The information under the capti Risk Manageme” in “Managemer’'s Discussion and Analysis of Financial Conditiod &esults o
Operations” in Item 7 of this report is incorpoxhteerein by reference.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA
Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying consolidated balsimeets of Qwest Corporation and subsidiarie$ Becember 31, 2005 and 201
and the related consolidated statements of opestsiockholder’s equity, and cash flows for edcthe years in the three-year period ended
December 31, 2005. These consolidated financitdrsients are the responsibility of the Company’sagament. Our responsibility is to
express an opinion on these consolidated finastiéé&ments based on our audits.

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

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Qwest Corporation and subsidiaries as of Decembe?@5 and 2004, and the results of their oparatimd their cash flows for each of the
years in the thre-year period ended December 31, 2005, in conformitly U.S. generally accepted accounting principles

As discussed in note 2 to the accompanying coreselitifinancial statements, effective December 8052the Company adopted FASB
Interpretation No. 47Accounting for Conditional Asset Retirement Obligias. Also, as discussed in note 2, effective JanuaB0@3, the
Company adopted Statement of Financial Accountiag@rds No. 14Fccounting for Asset Retirement Obligations

KPMG LLP

Denver, Colorado
February 16, 2006
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS
(DOLLARS IN MILLIONS)

Operating revenu
Operating reveni—affiliates

Total operating revent
Operating expense
Cost of sales (exclusive of depreciation and amatitin)
Cost of sale—affiliates
Selling, general and administrati
Selling, general and administrat—affiliates
Depreciatior
Capitalized software and other intangible assetsraration
Asset impairment chargt

Total operating expens:
Other expens—net:
Interest expen—net
Other incom—net
Loss on early retirement of d—net
Total other expen—net
Income before income taxes, discontinued operatiodscumulative effect of changes in accoun
principles
Income tax expens

Income from continuing operatiol
Loss from discontinued operations, net of tax biemef $0, $34 and $159, respectiv:

Income before cumulative effect of changes in anting principles
Cumulative effect of changes in accounting prirespinet of taxes of $8, $0 and $139, respect

Net income

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

2005 2004 2003
$899:  $9261  $10,02]
1,05¢ 1,06 784
10,04¢ 10,33 10,81
2,137 2,13¢ 2,23(
24¢€ 30€ 42C
1,74¢ 1,75¢ 1,927
1,107 1,07 1,171
2,33( 2,321 2,417
32¢ 36€ 33¢

— 54 —
7,892 8,01€ 8,49¢
607 584 572
(19) 17) (19)

37 6 —
62€ 572 554
1,53( 1,74z 1,75¢
(541) (69€) (675)
98¢ 1,04 1,08:
— (53) (252)
98¢ 991 831
(12) — 21¢

$ 977 $ 991  $ 1,05
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QWEST CORPORATION

CONSOLIDATED BALANCE SHEETS
(DOLLARS IN MILLIONS)

ASSETS

Current assett

Cash and cash equivalel

Shor-term investment

Accounts receivab—net

Accounts receivab—affiliates

Deferred income taxe

Prepaid and other ass:

Total current asse

Property, plant and equipm~—net

Capitalized software and other intangible a——net
Prepaid pension ass

Other asset

Total asset

LIABILITIES AND STOCKHOLDER 'S EQUITY

Current liabilities:

Current borrowing:

Accounts payabl

Accounts payab—affiliates

Dividends payab—QSC

Accrued expenses and other current liabili

Deferred revenue and advance billit

Total current liabilities

Long-term borrowings (net of unamortized debt discodr#&i®?9 and $139, respectivel
Pos-retirement and other p-employment benefit obligatior

Deferred income taxe

Other lon¢-term liabilities

Deferred revenu

Total liabilities

Commitments and contingencies (Note

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

Total stockholde' s equity

Total liabilities and stockhold’s equity

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

2005 2004
$ 160 $ 342
8 20€
1,01¢ 1,06¢
127 15€
08 112
21¢ 267
1,63( 2,144
14,037 15,26¢
594 79¢
1,01 1,021
297 35¢
$17,57:  $19,59(
$ 1 $ 40t
45 367
60¢ 675
12€ 417
68E 803
497 511
2,361 3,17¢
7,661 7,25¢
2,851 2,841
1,881 2,19¢
27¢ 294
19z 22¢
15,23t 15,98¢
10,157 10,15(
(7,821 (6,546
2,33¢ 3,60¢
$17,57:  $19,59(
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)

Years Ended December 31

2005 2004 2003
OPERATING ACTIVITIES
Net income $ 977 $ 991 $ 1,05(
Adjustments to reconcile net income to cash pravioke operating activities
Loss from discontinued operations net of tax bes — 53 252
Depreciation and amortizatic 2,65¢ 2,69: 2,751
Gain on sale of asse — 5) —
Provision for bad debt 74 32 12t
Deferred income taxe (302) (42%) 23¢
Asset impairment chargt — 54 —
Cumulative effect of changes in accounting prires—net of taxe: 12 — (219
Income tax benefit distributed to Q¢ — (32 173
Loss on early retirement of de 37 6 —
Other nor-cash charge—net 24 23 23
Changes in operating assets and liabilit
Accounts receivabl (27) 221 60
Accounts receivab—affiliates 29 (30 10¢€
Prepaid and other current ass 38 73 5
Prepaid income tax—QSC — — 25k
Accounts payable and accrued expet (32) (337 73
Accounts payab—affiliates (66) 14z 278
Deferred revenue and advance billit (55) (184 (159)
Other nor-current assets and liabiliti 47 44 162
Cash provided by operating activiti 3,41¢ 3,31¢ 4,82¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipmentiatahgible assel (1,237 (1,437 (1,63%)
Proceeds from sale of property and equipn — 11 —
Interest in net proceeds from (purchases of) imests managed by Q< 21C 48 (26€)
Other 9 5) (32
Cash used for investing activiti (1,019 (1,389 (1,939
FINANCING ACTIVITIES
Equity infusions from QS( — 2,231 —
Payment of current borrowin—affiliate by Qwest Wireles — (2,185 —
Repayments of lor-term borrowings, including current maturiti (1,15¢€) (952) (1,277
Proceeds from lor-term borrowings 1,15( 83¢€ 1,72¢
Dividends paid to QSt¢ (2,53¢6) (2,45)) (2,880
Collection of note receivat—affiliate — 28¢ —
Debt issuance cos (18) (14) (36)
Early debt retirement cos (25 — —
Cash used for financing activiti (2,585 (2,249 (2,45¢)
CASH AND CASH EQUIVALENTS
(Decrease) increase in cash and cash equivz (182) (313) 433
Net cash used by discontinued operati — — 5)
Beginning balanc 34z 65E 227
Ending balanc $ 16C $ 34z $ 65E
CASH FLOWS FROM DISCONTINUED OPERATIONS (revised)
Net cash used in discontinued operating activ $ (62 $ (207)
Cash used in investing activit—discontinued operatior (5) (28)

Cash provided by financing activit—discontinued operatior 67 23C



Net decrease in ce—discontinued operatior

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

(DOLLARS IN MILLIONS)

Balance, December 31, 20C
Net income
Dividends declared on common stc
Stoclk-based compensation expel
Income tax benefit distributed to Q¢
Other net asset transfe

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

Balance, December 31, 20C
Net income
Dividends declared on common stc¢
Other comprehensive incor
Other net asset transfe

Balance, December 31, 20C

Note

Receivable— (Accumulated
Common
Stock Affiliate Deficit) Total

$ 8,40( $ (286 $ (3,619) $ 4,497
— — 1,05(C 1,05(C
— — (2,306) (2,306)
1 — — 1
(173 — — (173
8 — — 8
8,23¢ (286) (4,87%) 3,071
— — 991 991
— — (2,669 (2,669
(32 — — (32
2,231 — — 2,231
(29€) — — (29€)
11 28€ — 297
10,15( — (6,546 3,60¢
— — 977 977
— — (2,250 (2,250
— — ) 2
7 — — 7
$10,15" $ — $ (7,82) $ 2,33¢

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2005, 2004 and 300

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

Note 1: Business and Background

We are wholly owned by Qwest Services Corporatt@SC”), which is wholly owned by QCII. We providedal telecommunications
and related services, IntraLATA long-distance sssiand data and video services within our loca@ise area, which consists of the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdintana, Nebraska, New Mexico, North Dakota, @redgsouth Dakota, Utah,
Washington and Wyoming. Our operations are includeate consolidated operations of our ultimateepgrQCIl, and generally account for
the majority of QCII's consolidated revenue. Odetemmunications products and services are prowiskedigh our telephone network located
within our local service area. In addition to opecations, QCII maintains a wireless business amatianal fiber optic network. Through its
fiber optic network, QCII provides the following reline products and services that we do not provide

» InterLATA long-distance services;
» Dedicated Internet acces

e Virtual private network;

*  Web hosting; and

* Professional service

For certain other products and services we proaidefor a variety of internal communications fuans, we utilize QCII’s fiber optic
network to transport voice and data traffic. Algopugh its national fiber optic network, QCII pidgs some data and Internet access services,
including private line, ATM and Frame Relay, thet aimilar to services we provide within our losatvice area.

Until May 1, 2004, we provided wireless service®tigh our wholly owned subsidiary, Qwest WireletL(“Qwest Wireless”). On
May 1, 2004, we transferred ownership of Qwest Wggto an affiliate. As a consequence, we no lohgee wireless operations, and the
results of operations and financial position of @Wireless are included in discontinued operatiormir consolidated financial statements.
Please see Note 7—Transfer of Qwest Wireless Opesafor additional information on discontinued og@ns.

Note 2: Summary of Significant Accounting Policies

Basis of presentatioiThe accompanying consolidated financial statemiestade our accounts and the accounts of our sigrid ovel
which we exercise control. All intercompany amouentsl transactions with our consolidated subsididreve been eliminated.

We record intercompany charges at the amountgdhitleis by our affiliates. Regulatory rules requiegtain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 15—Related Party Transacti®egulators periodically review our
compliance with regulations. Adjustments to intenpany charges that result from these reviews arded in the period they become kno
We purchase services, such as marketing and aslmgrtinformation technology, product and techngelvices as well as general support
services from affiliates. We provide to our affiéa telephony and data services as well as othéces.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
For the Years Ended December 31, 2005, 2004 and 300

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

Use of estimate®©ur consolidated financial statements are preparadcordance with accounting principles generatigepted in the
United States of America (“GAAP”). These accountprgnciples require us to make certain estimatedginents and assumptions. We believe
that the estimates, judgments and assumptions mlaele accounting for items and matters such as terg-contracts, customer retention
patterns, allowance for bad debts, depreciatiomrpation, asset valuations, internal labor cdjidion rates, recoverability of assets,
impairment assessments, employee benefits, teesarves and other provisions and contingencieseas®nable, based on information
available at the time they are made. These estipjatggments and assumptions can affect the repanmunts of assets and liabilities as o
date of the consolidated financial statements, elsag the reported amounts of revenue and expehseg) the periods presented. We also
assess potential losses in relation to threatenpdraling legal matters. If a loss is considerexbable and the amount can be reasonably
estimated, we recognize an expense for the estihhads. Actual results could differ from these resties.

ReclassificationsWe utilize the cash management services of QSC. €fd€Centrates our cash with that of all of its oubsidiaries an
manages and invests the cash on our behalf. Wéopsdy reported as cash and cash equivalents obalance sheets the amount of cash held
by QSC on our behalf. QS€tash management portfolio includes cash, monelgentunds, qualified purchaser funds, repurchgseements
commercial paper, investments in auction rate sisesiand U.S. government agency and corporatesntteMarch 2005, QCII reclassified its
investment in auction rate securities from casheawh equivalents into short-term investmentssicdnsolidated balance sheets. Following
QCII's reclassification of these investments, weided that our proportionate share of the QSC plotbf invested cash and our agency
relationship with QSC is more appropriately refégtby reclassifying out of cash and cash equivalet short-term and long-term
investments our proportionate share of the investimeauction rate securities and U.S. governmgehay and corporate notes. Accordingly,
we have reclassified $218 million of cash and eaghivalents as of December 31, 2004 into $206 oniltf short-term investments and
$12 million of other non-current assets in our adidsited balance sheets. We have reclassifiednberést in the investments managed by our
parent in our consolidated statements of cash floesreasing cash used for investing activitie$48 million from $1,431 million to
$1,383 million for the year ended December 31, 2804 increasing cash used for investing activiie$266 million from $1,667 million to
$1,933 million for the year ended December 31, 200s reclassification has no impact on previousfyorted total assets or results of
operations or on our debt covenants and it doeaffext previously reported cash flows from opergr financing activities.

Certain other prior year balances have been refitasto conform to the current year presentatiociiding reclassifications of $144
million and $131 million from selling, general aadministrative expense to selling, general and aidtnative-affiliates for the years ended
December 31, 2005 and 2004, respectively.

In 2005, the company separately disclosed the Gpgranvesting and financing portions of the célslws attributable to its discontinued
operations, which in prior periods were reportech@ombined basis as a single amount.

Revenue recognitiofiRevenue for services is recognized when the relgedces are provided. Payments received in advare
deferred until the service is provided. Up-frorgdeeceived, primarily activation fees and instatacharges, as well as the associated
customer acquisition costs, are deferred and rézedrover
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the expected customer relationship period, whiclgea from one to five years. The amount of custaamquisition costs which are deferred is
less than or equal to the amount of up-front federded. Costs in excess of up-front fees are dszbas an expense in the period incurred.
Expected customer relationship period is estimasidg historical data. Termination fees or othesfen existing contracts that are negotiated
in conjunction with new contracts are deferred ewbgnized over the new contract term.

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

Advertising costsCosts related to advertising are expensed as edufdvertising expense was $240 million, $158 ionlland
$97 million for the years ended December 31, 22054 and 2003, respectively, and is included itirgglgeneral and administrative on our
consolidated statements of operations.

Income taxesWe are included in the consolidated federal inctemereturn of QCIIl. The QCII tax allocation polityats our
consolidated results as if we were a separate yaxp#@he policy requires that each subsidiary p&yaix liabilities in cash based upon each
subsidiary’s separate return taxable income. Tegtent a subsidiary has taxable losses, no furidingceived and therefore such benefit is
retained by QCIIl. We are also included in combistde tax returns filed by QCII, and the same pantraed allocation policy applies.

The provision for income taxes consists of an arhfoamtaxes currently payable and an amount forctaxsequences deferred to future
periods, and adjustments to our liabilities for enain tax positions. Deferred income tax assedsliabilities are recognized for the future tax
consequences attributable to the differences bettveefinancial statement and tax basis of assetdiabilities as well as for operating loss
and tax credit carryforwards using enacted taxsraipected to apply in the year in which the déferes are expected to affect taxable income.
The effect on deferred income tax assets and iliglsilof a change in tax rate is recognized in apiens in the period that includes the
enactment date. Valuation allowances are establiglieen necessary to reduce deferred income taksasstne amounts expected to be
recovered.

We use the deferral method of accounting for inmesit tax credits earned prior to the repeal of swedits in 1986. We also defer
certain transitional investment tax credits earaiéelr the repeal, as well as investment tax crediteed in certain states. We amortize these
credits ratably over the estimated service livethefrelated assets as a credit to our incomertasigion in our consolidated statement of
operations.

Cash and cash equivalenWe utilize the cash management services of QCIIl @@nages our cash in accordance with its cash
investment policy, which restricts investmentsisuge preservation of principal and maintenandeyofdity. Although cash and cash
equivalents balances are generally unsecured,adantes are maintained with financial institutitimst QCII and we believe are creditworthy.
We consider cash on hand, deposits in banks ardtiments purchased with original maturities oféhrenths or less to be cash and cash
equivalents. Our cash investment policy limits ¢bacentration of investments with specific finahaiatitutions or among certain products i
includes criteria related to credit worthiness f particular financial institution.
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Allowance for doubtful accountShe allowance for doubtful accounts receivablea@f our best estimate of probable losses inharent
our receivable portfolio determined on the basikisforical experience, specific allowances forkndroubled accounts and other currently
available evidence.

Property, plant and equipmerRroperty, plant and equipment are carried at pbss, the estimated value of any associated legal
retirement obligations. Property, plant and equiphage depreciated primarily using the straighélgroup method. Under the straight-line
group method, assets dedicated to providing telemanications services (which comprise the majorftpur property, plant and equipment)
that have similar physical characteristics, useexpkcted useful lives are categorized in the gequired on the basis of equal life groups for
purposes of depreciation and tracking. Generafigen the straighline group method, when an asset is sold or rettrezlcost is deducted frc
property, plant and equipment and charged to actatedidepreciation without recognition of a gaifass. A gain or loss is recognized in our
consolidated statements of operations only if palal is abnormal or unusual or when a sale ingdled or assets associated with the sale of
customer contracts. Leasehold improvements arete@drover the shorter of the useful lives of teeeds or the lease term. Expenditures for
maintenance and repairs are expensed as incuntedest is capitalized during the construction phafsnetwork and other internal-use capital
projects. Employee-related costs directly relatedonstruction of internal use assets are alsdalggid during the construction phase.
Property, plant and equipment supplies used inligraee carried at average cost, except for sigaift individual items for which cost is based
on specific identification.

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

Our policy for asset retirement obligations wasndfeal at December 31, 2005 to include accrualhestimated disposal costs of
certain hazardous materials present in our owneplgpties, pursuant to our adoption of FIN 47. Sethér discussion below in the section
entitledRecently Adopted Accounting Pronouncemedts.policy for asset retirement obligations was alsanged in 2003 with the adoption
of Statement of Financial Accounting Standards &SF No. 143, “Accounting for Asset Retirement Qjations” (“SFAS No. 143"). Prior to
2003, we included estimated net removal costs (vaimosts less salvage) in our group deprecia@est including those asset retirement
obligations that were not legally binding. Thesstsdiad been reflected in the calculation of deatien expense and, therefore, were
recognized in accumulated depreciation. The changelicy in 2003 required us to record a cumulatffect of a change in accounting
principle benefit of $365 million before taxes. Tiogal net income impact of the 2003 change ingyolvas $219 million ($365 million less an
asset retirement obligation of $7 million, netméame taxes of $139 million).

Impairment of long-lived asset/e review long-lived assets, other than intangélgeets with indefinite lives, for impairment wheeev
facts and circumstances indicate that the carrgingunts of the assets may not be recoverable. Aaifment loss is recognized only if the
carrying amount of the asset is not recoverableexcdeds its fair value. Recoverability of assetse held and used is measured by comparing
the carrying amount of an asset to the estimatédisoounted future net cash flows expected to bemgeed by the asset. If the asset’s carrying
value is not recoverable, an impairment chargedsgnized for the amount by which the carrying antaf the asset exceeds its fair value.
determine fair values by using a combination of parable market values and discounted cash flonapapriate.
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Capitalized software and other intangible assbktternally used software, whether purchased or ldpeel, is capitalized and amortized
using the straight-line group method over an egtichaseful life of 18 months to five years. In aclamce with American Institute of Certified
Public Accountants Statement of Position 98-1, ‘@atting for the Costs of Computer Software DevetbpeObtained for Internal Use,” we
capitalize certain costs associated with softwaoh @s costs of employees devoting time to theeptejand external direct costs for materials
and services. Costs associated with internally ldgeel software to be used internally are expensditithe point at which the project has
reached the development stage. Subsequent additimukifications or upgrades to internal-use sofenane capitalized only to the extent that
they allow the software to perform a task it prexgly did not perform. Software maintenance andhingi costs are expensed in the period in
which they are incurred. The capitalization of w@fte requires judgment in determining when a ptdjas reached the development stage and
the period over which we expect to benefit fromuise of that software.

Intangible assets with finite lives are amortizedaostraight-line basis over that life. Where theme no legal, regulatory, contractual or
other factors that would reasonably limit the utgfe of an intangible asset, we classify the imgible asset as indefinite lived and such
intangible assets are not amortized.

Derivative instrumentdAll derivatives are measured at fair value and gatoed as either assets or liabilities on our chdated balance
sheets. Changes in the fair values of derivatiggriments that do not qualify as hedges and/oiiregffective portion of hedges are recognized
as a gain or loss in our consolidated statemeapefations in other income—net in the current geriehanges in the fair values of derivative
instruments used effectively as fair value hedgesecognized in earnings (losses), along withctienge in the value of the hedged item.
Changes in the fair value of the effective portiohsash flow hedges are reported in other compraike income (loss) and recognized in
earnings (losses) when the hedged item is recogjmizearnings (losses).

Restructuring charges®eriodically, QCII commits to exit certain businessivities, eliminate administrative and netwaskdtions,
and/or significantly reduce our number of employédghe time a restructuring plan is approved §1Qwe record a charge to the
consolidated statement of operations for our estithaosts associated with the plan. We also rezatthrge when we permanently cease u
a leased location. Charges associated with théseaexestructuring plans incorporate variousreates, including severance costs, sublease
income and costs, disposal costs, length of timmarket for abandoned rented facilities and coteddermination costs. Estimates of cha
associated with abandoned operating leases, somicti entail long-term lease obligations, are dase existing market conditions and net
amounts that we estimate we will pay in the futimeaccordance with SFAS No. 146, “Accounting fas® Associated with Exit or Disposal
Activities” (“SFAS No. 146”), charges associatedwabandoned operating leases recorded undercgtsing plans in 2003 and subsequently
were measured using the present value of the dstihmet amounts we will pay while charges recotéat to 2003 were measured on an
undiscounted basis.

Fair value of financial instrument©ur financial instruments consist of cash and eaglivalents, accounts receivable, accounts payable
and borrowings and interest rate swap agreemehescarrying values of cash and cash equivalenteuats receivable, auction rate securities,
accounts payable and short-term borrowings appratdartheir fair values because of their short-teature. Our borrowings had a fair value of
approximately $8.2 billion at December 31, 2005 26@4. The fair values of our borrowings are baseduoted market prices where
available, if not available, based on discountedriicash flows using current market interest ratés did not have any interest rate swap
agreements in effect at December 31, 2005. Ouresteate swap agreements had a fair value ofr§0lidn at December 31, 2004.

Stock based compensati@ome of our employees participate in QCII's stoekddl compensation plans. These plans are accdonted
using the intrinsic-value recognition and measumgmpenciples of Accounting
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Principles Board Opinion No. 25, “Accounting foilo8k Issued to Employees.” Under the intrinsic vahethod no compensation expense is
recognized for options granted to employees wherstiike price of those options equals or exceleelvalue of the underlying security on the
measurement date. Any excess of the stock prithemeasurement date over the exercise priceasded as deferred compensation and
amortized over the service period during whichdtoek option award vests using the acceleratedadalkscribed in Financial Accounting
Standards Board (“FASB”) Interpretation (“FIN”) N8, “Accounting for Stock Appreciation Rights a@ther Variable Stock Option or
Award Plans.” QCII allocates to us our share ofdb&erred compensation expense described heredal lmgsoptions granted to our employees.

Had compensation cost for our employees’ particpain the QCII stock-based compensation plans lde¢ermined under the fair-value
method in accordance with the provisions of SFAS N8, “Accounting for Stock-Based Compensation’ wet income would have been
changed to the pro forma amounts indicated below:

Years Ended December 31,

2005 2004 2003

(Dollars in millions)

Net income:
As reportec $ 977 $ 991 $1,05(
Deduct: Total stock-based employee compensatioaresgpdetermined under the fair-value-
based method for all awards, net of related taects (57) (22 (20)
Pro forma $ 92C $ 96¢ $1,03C

The pro forma amounts reflected above may not peesentative of the effects on our reported nedrime or loss in future years because
the number of future shares to be issued undee thlesis is not known and the assumptions usedtéordime the fair value can vary
significantly. Following are the weighted-averagsumptions used with the Black-Scholes option-pgenodel to estimate the fair value of all
QCIl options granted to our employees in 2005, 2804 2003:

Years Ended December 31

2005 2004 2003
Risk-free interest rat 3.8% 2.8% 2. 7%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected option life (year: 4.4 4.3 4.4
Expected stock price volatilit 88% 88% 88%
Weightec-average grant date fair val $ 2.7¢ $ 3.1C $ 2.37

On August 18, 2005, the Compensation and HumanlRes® Committee of QCII's Board of Directors accafed the vesting of all
outstanding and unvested stock options that hawexartise price equal to or greater than $3.79¢hvhias the closing market price of QCllI's
common stock on such date. The impact of the aat@ea on net income as shown in the above tabkamancrease in pro forma stock-based
compensation expense of approximately $33 millilo2005. Aside from the acceleration of the vestlate, the terms and conditions of the
stock option agreements governing the underlyingksbptions remain unchanged.

The purpose of the acceleration was to avoid rézognfuture compensation expense associated Wilatcelerated options upon the
adoption of SFAS No. 123R, “Share Based Paymeh8”AS No. 123R"). SFAS No. 123R sets forth accaumtiequirements for “share-
based” compensation to employees and requires auey# recognize in their income statements thetgilate fair value of stock options and
other equity-based compensation.
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Stockholder’s equityn the normal course of business we transfer assetsd from our parent, QSC. It is QCII's and palicy to record
asset transfers to and from QSC based on carrghgs.

Recently Adopted Accounting Pronouncements and Cuative Effect of Adoptior

In December 2005, we adopted FIN No. “Accounting for Conditional Asset Retirement Obligat” (“FIN 47”). FIN 47 is ar
interpretation of SFAS No. 143 and requires uetmgnize asset retirement obligations that areitiondl on a future event, such as the
obligation to safely dispose of asbestos when llingi is remodeled or demolished. Upon adoptioRIdf 47, we determined that we have
conditional asset retirement obligations to propdispose of or encapsulate asbestos in seveairdjuildings and to dispose of fuel storage
tanks and other similar potentially hazardous iteWis recorded a cumulative effect of a change aoawting principle charge upon adoption
of FIN 47 of $12 million (liability of $23 millioress an asset of $3 million, net of income taxe$8inillion) in 2005. Had FIN 47 been
adopted prior to 2003, our liabilities associatethwsset retirement obligations would have incedasy $23 million both at December 31,
2004 and 2003. Had we adopted FIN 47 prior to 2008rating results for the years ending Decembg2@05, 2004 and 2003 would not have
changed materially.

In December 2004, the FASB issued SFAS No. 153cHBrges of Non-Monetary Assets” (“SFAS No. 153"hiet we adopted on
July 1, 2005. Prior to the adoption of SFAS No. , 28 were required to measure the value of cedséets exchanged in non-monetary
transactions by using the net book value of thetasdinquished. Under SFAS No. 153, we now meaassets exchanged at fair value, as long
as the transaction has commercial substance arfdith@lue of the assets exchanged is determinaitfen reasonable limits. A non-monetary
exchange has commercial substance if the futufe ftmss of the entity are expected to change sicguittly as a result of the exchange. The
adoption of SFAS No. 153 has not had a materiacefin our financial position or results of operas for the year ended December 31, 2005.

Recently Issued Accounting Pronouncemel

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

In April 2005, the Securities and Exchange Comrois$tSEC”) delayed the effective date of SFAS N23R. SFAS No. 123R became
effective for us as of the interim reporting pertoehinning January 1, 2006. SFAS No. 123R reqtirascompensation cost relating to share-
based payment transactions be recognized in thedial statements based on the fair value of théyeqr liability instruments issued. SFAS
No. 123R covers a wide range of sl-based compensation arrangements including shaieneprestricted share plans, performance-based
awards, share appreciation rights and employee ghachase plans. We do not anticipate that thptemoof SFAS No. 123R will have a
material impact on our financial position or reswf operations.
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Note 3: Accounts Receivable
The following table presents details of our acceusteivable balance

December 31,

2005 2004

(Dollars in millions)

Trade receivable $ 64¢ $ 68C
Earned and unbilled receivabl 205 21C
Purchased receivabl 23€ 24¢€

Subtotal 1,08t 1,13¢
Less: Allowance for bad dek (66) (72
Accounts receivable n-affiliates—net 1,01¢ 1,06¢
Accounts receivab—affiliates 127 15€

Accounts receivab—net $1,14¢ $1,22¢

We are exposed to concentrations of credit risknfomstomers within our local service area and father telecommunications service
providers. We generally do not require collatesade¢cure our receivable balances. We have agregsmvéhtother telecommunications service
providers whereby we agree to bill and collectlogirtbehalf for services rendered by those progideour customers within our local service
area. We purchase accounts receivable from otlemot@munications service providers on a recourseslzand include these amounts in our
accounts receivable balance. We have not expedemte significant losses related to these purchessivables.

Note 4: Property, Plant and Equipment
The components of property, plant and equipmenaaffellows:

December 31,

Depreciable
Lives 2005 2004
(Dollars in millions)
Land N/A $ 10C $ 101
Buildings 15-40 year 2,90¢ 2,981
Communications equipme 8-10 years 18,65 18,55
Other network equipmel 8-50 years 19,49¢ 18,98¢
General purpose computers and o 5-11 years 2,011 2,18¢
Construction in progres N/A 13¢€ 99
Total property, plant and equipme 43,31( 42,91
Less: accumulated depreciati (29,279 (27,644
Property, plant and equipm—net $ 14,03" $ 15,26¢

Asset Retirement Obligatior

As discussed in Note 2Summary of Significant Accounting Policies, we agmpSFAS No. 143 on January 1, 2003, and we addjite
47 on December 31, 2005. At December 31, 2005assgt retirement obligations primarily relatednte tosts of removing circuit equipment
from leased properties when leases
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expire, and the costs of properly disposing of aiseand other hazardous materials when we rensodkeimolish buildings we own. Asset
retirement obligations are included in other ldagn liabilities on our consolidated balance sheete following is a reconciliation of our as
retirement obligations for the periods indicated:

200t 200¢ 200z

(Dollars in millions)
Asset retirement obligations, January 1 $4 $4 $3

Accretion expens — —

1
Liabilities incurred, including adoption of FIN ¢ — —
23
Asset retirement obligations, December 3 $27 $4 $4

Note 5: Intangible Assets
As of December 31, 2005 and 2004, we had capithbnftware with finite lives of between 1.5 andeays with carrying costs of $1,4
million and $1,819 million, respectively, and acauaied amortization of $861 million and $1,021 ioifl, respectively.

We recorded amortization expense of $329 millio2005 for intangible assets with finite lives. Basa the current balance of intangi
assets subject to amortization, the estimated @&@matidn for each of the succeeding 5 years is beve:

Estimated
Amortization
Expense

(Dollars in millions)

2006 $ 26%
2007 162
2008 99
2009 52
2010 18

Total $ 594

Note 6: Borrowings
Current Borrowings
As of December 31, 2005 and 2004, our current bamgs consisted of:

December 31

2005 2004

(Dollars in millions)

Current portion of lon-term borrowings $ — $ 40C
Current portion of capital lease obligations arfico 1 5
Total current borrowing $ 1 $ 40t
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Long-term Borrowings
As of December 31, 2005 and 2004, our -term borrowings consisted of the followir

December 31,

2005 2004

(Dollars in millions)

Notes with various rates ranging from 5.50% to 9oQihcluding LIBOR* plus 4.75%

with maturities from 2007 to 20 $7,78¢ $7,78¢
Unamortized discount and premit (129 (139
Capital lease obligations and ott 5 11
Less: current portio (@) (405)
Total lon¢-term borrowings $7,66¢ $7,25¢

* London interbank offering rat

Our long-term borrowings had the following interestes and maturities at December 31, 2005:

Maturities

Thereafter
Interest Rates 2006 2007 2008 2009 2010 Total

(Dollars in millions)

Above 5% to 6% $— $ 70 $32¢ $— $— $ — $ 39
Above 6% to 7% — 90 — — 50C 1,00( 1,59(
Above 7% to 8% — — 2 — — 3,551 3,55¢
Above 8% to 9% — — — — — 1,75C  1,75(
Above 9% — 50 — — — — 50C
Total $— $66C $32z $— $50C $ 6,307 7,78¢
Capital lease obligations and ot 5
Unamortized discount and premit (129
Less: current portio (@)
Total lon¢-term borrowings $7,664
Covenants

The indentures governing the notes in the above tintain certain covenants including, but noftkmh to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitatbtormergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with retgatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2805.

New Issues

On June 17, 2005, QC issued a total of $1.15 hikiggregate principal amount of new debt consisiirj750 million of Floating Rate
Notes due 2013 with interest at LIBOR plus 3.25% 4% as of December 31, 2005) and $400 million.62%% Notes due 201

On November 23, 2004, QC issued $250 million agapegrincipal amount of its 7.875% Notes due 2011.
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On August 19, 2004, QC issued an aggregate of 85lfibn of 7.875% Notes due 2011.

The aggregate net proceeds from the above offeliage been or will be used for general corporatpgaes, including funding or
refinancing our investments in telecommunicaticsess

Tender offers and related payments at maturity
On June 7, 2005, QC commenced the following castheteoffers:
* QC offered to purchase up to $250 million aggregaitecipal amount of its 6/ 8% Notes due 2005 (the “QC % 8% Notes”). We

received and accepted tenders of approximately $#llibn face amount of these notes for $212 milli®@n September 15, 2005,
paid the remaining $39 million of these notes thatured on that dat

* QC offered to purchase up to $150 million aggregeitecipal amount of its 6/ 8% Notes due November 15, 2005 (the “QC/& %
Note<"). We received and accepted tenders of approxim&t29 million face amount for $130 million. On &Xember 15, 2005, QC
paid the remaining $21 million of these notes thatured on that dat

On August 11, 2004, QC commenced a cash tendarfoffep to $750 million aggregate principal amoahits 7.20% Notes due
November 1, 2004. QC received and accepted teof@fgproximately $569 million face amount for $5%dlion in cash. On November
2004, QC paid the remaining $181 million of thesées that matured on that date.

Prepaymen

On June 20 and June 23, 2005, QC et an aggregate of $750 million face amount ef8h.25 billion floating rate tranche of its ser
term loan that matures in June 2007 for $773 nnillio
Redemptior

On May 1, 2004, QC redeemed the entire $100 milhiotstanding principal on its 5.65% Notes due Nowerd, 2004 and the entire
$41 million outstanding principal amount on its ¥ar 5.5% debentures due June 1, 2005 at face.value
Registered exchange offe

On May 27, 2005, QC commenced registered exchafiiges dor its 7.875% Notes due 2011 (the “2011 Qa&ds”) and its 8/ 8% Note:
due 2012 (the “2012 QC Notes”) pursuant to thestegfion rights agreements that it entered intcoimnection with the issuance of these notes.
QC completed the registered exchange offers foR@d QC Notes and 2012 QC Notes on July 5, 2005.

Interest Rate Swap Activit

In 2004 we entered into interest rate swap agretsweith notional amounts totaling $575 million. Weeviously disclosed that these
interest rate swap agreements were designatedr-asiliae hedges, which effectively converted tHatesl fixed-rate debt to floating rate
through the receipt of fixed-rate amounts in exgeafor floating-rate interest payments. While tiracture of the swaps did not change, we
determined in the first quarter of 2005 that thegeements did not meet all the requirements toclaged as fair-value hedges.

61



Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
For the Years Ended December 31, 2005, 2004 and 300

As a result of this change, the changes in thevidire of the swap agreements were included inr atitceme— net in our consolidated
statement of operations. Had we applied this saroeumting treatment to the swap agreements in 20@4mpact would have been less than
$1 million in our 2004 financial statements.

In the second quarter of 2005, we terminated athe$e interest rate swap agreements and paidlB3d terminate the agreements.
The changes in fair value prior to termination tesuiin a $3 million non-operating loss for the yeaded December 31, 2005, which is
included in other income—net in our consolidatedeshents of operations.

Other debt related matters
As of December 31, 2005, QCII, QSC and QC wereimmiance with all of the provisions and covenanfttheir borrowings.

Interest

The following table presents the amount of grossrést expense, capitalized interest and cashfpaidterest during 2005, 2004 a
2003:

Years Ended December 31

2005 2004 2003

(Dollars in millions)

Gross interest expen $ 614 $ 59z $ 58€
Capitalized interes @) 9 (13

Net interest expens $ 607 $ 584 $ 572
Cash interest pai $ 58t $ 567 $ 57¢

Note 7: Transfer of Qwest Wireless Operations

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

On May 1, 2004, we transferred ownership of Qwestlass to an affiliate. The transfer was maddaform of a dividend to QSC, and
as a result, no consideration was exchanged. Dtiesteransfer, we no longer have wireless openatiand the results of Qwest Wireless
operations are presented as discontinued operatidhsse financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. We now redegrihe Qwest revenue from affiliate wireless opiers in our consolidated statements of
operations.
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The following table presents the summarized resfltperations related to our discontinued openatior the years ended December 31,
2004 and 2003:

Years Ended December 31

2004 2003

(Dollars in millions)

Wireless operating reveni $ 16¢ $ 594
Qwest revenue from affiliate wireless operati (43 (144
Net revenue 12t 45C
Costs and expense

Costs of sale (64) (222)
Selling, general and administrati (88) (211
Depreciation and amortizatic ) (55)
Asset impairment charges and ot — (230)
Loss from operation (34) (26%)
Other expens (53 (143
Loss before income tax (87) (411)
Income tax benef 34 15¢
Loss from discontinued operatio $ (53 $ (252

Note 8: Realignment and Restructuring Charges

During 2005 we, as part of Q('s activities, incurred charges of $11 million rethto severance and exiting operating leases i
normal course of right sizing our operations. Thes&rges which are included in our consolidatetéstant of operations in selling, general
administrative expenses and the related liabilittese not considered to be a significant restrirguof our operations and therefore are not
included in the table or amounts discussed below, &8 part of QCII’'s 2004 and prior restructuritang, identified specific employee
reductions in various functional areas to balangewmrkload with business demands and consolidatess facilities. The restructuring rese
balances discussed below are included in our cifadet! balance sheets in the category of accrueehnses and other current liabilities for the
current portion and other long-term liabilities foe long-term portion. Charges and reversals disd below are included in our consolidated
statement of operations in selling, general andimidtrative expenses. As of December 31, 2005 &@d 2the amounts included as current
liabilities were $11 million and $49 million, anldet non-current portions were $8 million and $12iomil respectively.
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The following table summarizes the activity relatedhe remaining liability for restructuring cosliscussed below, comprised primarily
of estimated severance payments and future netgragnon abandoned operating leases, as of Dec&hp2005. These future net payments
for lease obligations are also included in our camants table in Note 16—Commitments and Contingesnc

Our Portion of QCIl ’s

2004 2003 2002 and Priol
Restructuring Restructuring ) Total
Restructuring
Plan Plan Plans
(Dollars in millions)

December 31, 2002 Balan $ — $ — $ 82 $82
Provisions — 71 — 71
Utilization — (20 47 (67)
Reversals — — (14) (14)

December 31, 2003 Balan — 51 21 72
Provisions 71 — 4 75
Utilization (32 (35 (5) (72)
Reversals 2 9 3 (14)

December 31, 2004 Balan 37 7 17 61
Provisions — — 1 1
Utilization (20 Q) (3) (24)
Reversals (10 (5) 4 (19

December 31, 2005 Balan $ 7 $ 1 $ 11 $19

2004 Restructuring Plan

During the year ended December 31, 2004, as pam ohgoing effort of evaluating costs of operaid@ClII reviewed our employee
levels in certain areas of our business. QCI| ifiedtapproximately 2,090 of our employees fromigas functional areas to be terminated as
part of the 2004 restructuring plan. As a resuét,egtablished a reserve and recorded a charge 2004 consolidated statement of operations
for $71 million and utilized $32 million for costs severance benefits pursuant to established aevepolicies.

During the year ended December 31, 2005, we utilZ20 million of the 2004 restructuring reservesdmployee severance payments.
As of December 31, 2005, approximately 2,030 of2f090 planned employee reductions had been coetblas the employee reduction plan
was essentially complete and actual costs werehassoriginally estimated, we reversed $10 milladdrseverance benefits during the year
ended December 31, 2005. We anticipate using tleata of the 2004 reserve balances primarily forai@ing severance payments provided
by the plans.

2003 Restructuring Plan

During the year ended December 31, 2003, as par ohgoing effort of evaluating costs of operagid@ClI reviewed our employze
levels in certain areas of our business. QCI! ifiedtapproximately 1,600 of our employees fromigas functional areas to be terminated as
part of this restructuring. As a result of thistresturing, we established a reserve and recorddthege to our 2003 consolidated statement of
operations for $71 million to cover the associatests. The restructuring reserve included char§&s® million related to severance benefits
pursuant to established severance policies andiliémior real estate exit obligations, which pianily include estimated future net payments
on abandoned operating leases. The real estateostd include the net present value of rental gagsndue over the remaining term of the
leases, net of estimated sublease rentals anda¢stroosts to terminate the leases. Through Deaedih@003, we had utilized $20 million of
the 2003 restructuring reserves for severance patgme
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During the year ended December 31, 2004, we utiil®4 million of the 2003 restructuring plan ressrfor employee severance
payments and $1 million for real estate exit-ralgtayments. As the 2003 employee reduction planessasntially complete and actual costs
were less than originally estimated, we reversethifion of severance related reserves during &erynded December 31, 2004.

During the year ended December 31, 2005, we regde#Senillion of the 2003 restructuring plan sevesarelated reserves as the
employee severance benefit payments were compl&tealso utilized $1 million for payments under thenaining operating leases.

2002 and Prior Restructuring Plans

QCII had identified 7,200 employees to be termidate part of the 2002 and prior restructuring pkams as of December 31, 2003 th
employee reductions were complete. As the 2002paind restructuring plans were complete, and aatoats were less than originally
estimated, we reversed $14 million of the restmistureserve during the year ended December 313.2D0ring the year ended December 31,
2003, we utilized $33 million of the reserves far@oyee severance payments, and utilized $14 miflio real estate exit-related payments.
The remaining restructure reserve as of Decembe2@®13 for the 2002 and prior restructuring plarduded $4 million for severance
payments and $17 million for real estate exit costs

During the year ended December 31, 2004, for ti@2 2Md prior restructuring plans we increased esenves for real estate exit costs by
$4 million, primarily due to downward revisionsémrpected sub-lease rentals, utilized $5 millionréal estate exit-related lease obligations,
and reversed $3 million of severance related reseag the employee severance benefit paymentseaseatially complete.

During the year ended December 31, 2005, for ti2 2td prior restructuring plans we utilized $3lionil of the reserves for real-estate
exit-related payments. We re-evaluated our estidhegtel estate costs resulting in a net reductiauim2002 and prior reserves of $3 million.
We anticipate using the balance of the 2002 arat peiserve balances primarily for remaining neséepayments provided by the plans ove
remaining terms of the leases which are up to sary.

Segment Informatior

We do not have separate segments although we lmaigttio QCI's segments. Our restructuring (reversals) charfyégld) million, $57
million, and $52 million are included in QCII's veiline services segment and ($4) million, $4 milliand $5 million are included in QCII's
other services segment for the years ended Dece3db@005, 2004 and 2003, respectively.

Cumulative Plan Utilization
The following table outlines our cumulative utiliicn of the 2004, 2003 and 2002 and prior restmirguand merge-related plan:
through December 31, 2005:

December 31, 20—
Cumulative Utilization

Severanci Real Estate
and Exit and
Related Related Total

(Dollars in millions)

2004 restructuring pla $ 52 $ — $ 52
2003 restructuring pla 54 2 56
2002 restructuring and prior pla 432 69t 1,127

Total cumulative utilizatio $ 53¢ $ 697 $1,23¢
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Note 9: Other Financial Information
Prepaid and other asse

Prepaid and other assets contain $170 million &9d $nillion of deferred installation and activatiomarges as of December 31, 2005
2004, respectively.
Accrued Expenses and Other Current Liabilitit

Accrued expenses and other current liabilities isbrod the following:

December 31

2005 2004

(Dollars in millions)

Accrued property and other tax $ 26¢ $ 25C
Employee compensatic 16¢ 21t
Current portion of state regulatory and other legakrve: 61 131
Accrued interes 124 12C
Restructuring and realignment reser 32 5C
Other 31 37

Total accrued expenses and other current lialsl $ 68t $ 80:

Other Long-Term Liabilities
Other lon¢-term liabilities primarily include unamortized instenent tax credits, customer deposits, and defeerets.

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

Our employees patrticipate in the QCII pension,-qualified pension, po-retirement healthcare and life insurance, and qgibs-
employment benefit plans. The amounts contributedsare not segregated or restricted to pay amalug to our employees and may be 1
to provide benefits to other employees of QClItsrffiliates. QCII allocates the cost of pensioon-qualified pension, and post-retirement
healthcare and life insurance benefits and thecéatsal obligations and assets to us and deterrineequired contribution. The allocation is
based upon demographics of our employees compaitthe remaining participants. In determining allocated amounts, QCIl makes
numerous assumptions. Changes in any of QCII'srag8ans could have a material impact on the expafieeated to us.

In accordance with SFAS No. 132, “Employers’ Distites about Pensions and Other Postretirement iBghefe are required to
disclose the amount of our contributions to QClatige to the QCII pension, post-retirement anceoftost-employment benefit plans. No
pension funding was required during 2005 or 200t aof December 31, 2005 and 2004, the fair valltlee assets in the qualified pension
trust exceeded the accumulated benefit obligatfdheoqualified pension plan. During 2005 and 2004 ,made contributions of $6 million and
$14 million, respectively to the post-retiremenaliecare plan. We expect 2006 contributions togpra@imately $3 million.
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Our allocated pension expense (credits) for 200842and 2003 were $19 million, ($70) million, &®d08) million, respectively. Our
allocated post-retirement benefit costs for 204 and 2003 were $160 million, $229 million, #2907 million, respectively. These
allocated amounts represent our share of the peesisense (credits) and post-retirement benefisdussed on the actuarially determined
amounts.

The accumulated post-retirement benefit obligaff&BO”) for QCII's occupational (union) healthcaead life insurance post-retirement
plan benefits is estimated based on the termseofutitten plan as negotiated with our employeesns as well as numerous assumptions,
estimates and judgments, including but not limiecealthcare cost trend rates and mortality trates. In the third quarter of 2005, we
negotiated new three-year collective bargainingagrents covering approximately 23,000 unionizedieyegs. These new agreements reflect
changes for the occupational post-1990 retireetydimg: (i) retirees will begin contributing todttost of healthcare benefits in excess of
specified limits on the company-funded portionetiree healthcare costs (also referred to as “¢dpsjinning January 1, 2009, rather than
January 1, 2006, the previous effective date otHps: (ii) retirees will receive a reduced lifeinance benefit starting January 1, 2006; and
(iii) retirees will pay increased out of pocket tothrough plan design changes starting Janua9d6. These changes have been considered ir
the determination of the ABO for QCII's occupatibfmion) employee benefits under the plan. If¢hps were not considered to be
substantive in QCII's determination of the ABO, @E€ABO would increase approximately $2.3 billiorhieh would increase our future
allocated costs significantly.

For 2005, 2004, and 2003, the net pension andrptistment benefit expense allocated to cost @ssatas $123 million, $104 million
and $127 million respectively. For 2005, 2004, 8063, the net pension and post-retirement bengiitrse allocated to selling, general and
administrative (“SG&A") was $56 million, $55 millloand $62 million, respectively.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescription Drogarbvement and Modernization Act of 2003 (the “Medle Act”) became law in the
United States. The Medicare Act introduces a pieion drug benefit under Medicare as well as a&fatisubsidy to sponsors of retiree
healthcare benefit plans that provide a benefitithat least actuarially equivalent to the Medichenefit. QCIl sponsors a post-retirement
healthcare plan that provides prescription drugeliemthat it deems actuarially equivalent to Medé&Part D. Accordingly, we adopted the
provisions of FASB Staff Position FAS No. 106-2,c@unting and Disclosure Requirements Relatedegdvtiddicare Prescription Drug,
Improvement and Modernization Act of 2003.” As aui of adoption, we reduced our allocated accutadlaost-retirement benefit obligation
by $197 million, and reduced our allocated netqud post-retirement benefit cost by $31 milliord&27 million in 2005 and 2004,
respectively. During 2005, the Center for Medicaine Medicaid Services issued and clarified rulesmplementing the Medicare Act. QCII
revised its actuarial estimate of the federal slyband using our December 31, 2005 measurementttiatetal reduction in our allocated
accumulated post-retirement benefit obligation4¢Zmillion. This reduction was recorded as an cogeized actuarial gain which will be
amortized to expense. The issuance and clarificatidhe rules for implementing the Medicare Actidg 2005 are expected to further reduce
our benefit cost in 2006.

Other Benefit Plans
401(k) plan

QCII sponsors a qualified defined contribution Hém@an covering substantially all management andupational (union) employees.
Under this plan, employees may contribute a peaggnbf their annual
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compensation to the plan up to certain maximumsgeéised by the plan and by the Internal Revenugi&e (“IRS"). Currently, QCII, on our
behalf, matches a percentage of our employeestibatibns in cash. We made cash contributions imeation with our employees’
participation in QCII's 401(k) plan of $43 millicend $28 million for 2005 and 2004, respectivelyatidition, QCII, on our behalf, made
contributions of QCIl common stock valued at $1Tiom in 2004.

Deferred Compensation Plans

QCIlI sponsors several non-qualified unfunded defenompensation plans for various groups that deckertain of our current and
former management and highly compensated emplo@stain of these plans are open to new particgpddrticipants in these plans may, at
their discretion, invest their deferred compensatiovarious investment choices, including QClisamon stock.

Our portion of QCII's deferred compensation obligas for these plans is included on our consoldatdance sheet in other long-term
liabilities. Investment earnings, administrativgperses, changes in investment values and increasiesreases in the deferred compensation
liability resulting from changes in the investmeatues are recorded in our consolidated statenfespgerations. Our deferred compensation
liability in the QCII plan as of December 31, 208%d 2004 was $3 million and $4 million, respectv@ur portion of QCII's deferred
compensation plans’ assets was $1 million at Deee®b, 2005 and 2004, and is included in other@mm assets on our consolidated bal;
sheets.

Note 11: Stock Incentive Plans

Stock Options

Some of our employees participate in QCII's stoekdnl compensation plans. These plans are accdontgsing the intrinsic-value
recognition and measurement principles of AccognBrinciples Board Opinion No. 25, “Accounting fatock Issued to Employees.” Under
the intrinsic value method no compensation expénsecognized for options granted to employees wherstrike price of those options eqt
or exceeds the value of the underlying securitthenmeasurement date. Any excess of the stock pnicke measurement date over the
exercise price is recorded as deferred compensatioramortized over the service period during witehstock option award vests using the
accelerated method described in FIN No. 28, “Actiognfor Stock Appreciation Rights and Other Vat@aBtock Option or Award Plans.”
QCII allocates to us our share of the deferred arsption expense described herein based on ogfianted to our employees.

Employee Stock Purchase Ple

Our employees may participate in Q's Employee Stock Purchase PI“ESPF’). Under the terms of the ESPP, eligible employees
authorize payroll deductions of up to 15% of theEse compensation, as defined, to purchase QQ@I'smon stock at a price of 85% of the fair
market value of the stock on the last trading dahe month in which the stock is purchased. Inoagance with APB No. 25, we do not
recognize compensation expense for the differesb@den the employees’ purchase price and the faiket value of the stock.

Note 12: Stockholder’s Equity
Common Stock (no par value

We have one share of issued and outstanding comstook owned by QS(
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Equity Infusion from QSC, Transfer of Assets and I@fr Transfers with QSC

In April 2004, we received a capital contribution$@.185 billion from QSC related to our transféownership of Qwest Wireless to
affiliate, as further described in Note 7Fransfer of Qwest Wireless Operations. In the ndoarse of business, we transfer assets to amd
QSC. Itis our policy to record these asset trassds contributions or distributions, based ony@agrvalues. During 2003, QSC transferred to
us $8 million of net assets and $1 million for #t@ompensation. During 2004, QSC transferred tdlismillion in net asset transfers. During
2004 and 2003, we transferred to QSC, $32 millioch $173 million in tax benefits, respectively. Ingi2004, we transferred to an affiliate
$296 million for the net assets of Qwest Wirelddso, in 2004 we received $332 million in cash fr@B8C comprised of $286 million for
payment of a note receivable and $46 million aadditional equity infusion.

Dividends

Prior to August 2003, we declared and paid regiilddends to QSC based on our consolidated netiiecdn August 2003, we modifie
our dividend practice to exclude the impact of QU eless’s net income (loss) on our consolidaarhings for purposes of determining the
amount of regular dividends we declare and payirguhe first quarter of 2004, we declared a diadlef $1.360 billion relating to net incor
from prior periods that was not declared or paidig&glends in those periods. In July 2004, we miedibur dividend practice to balance our
financial needs, cash position and credit profilthwhose of our parent. As a result, going forwavd may declare and pay dividends in excess
of our earnings to the extent permitted by applieddow. Our debt covenants do not limit the amafrdividends we can pay to our parent.

We declared cash dividends to QSC of $2.250 billgth664 billion and $2.306 billion during 2005,020and 2003, respectively. We p
cash dividends of $2.536 billion, $2.451 billiorda$2.880 billion in 2005, 2004 and 2003, respetyivat December 31, 2005, we had
$126 million in dividends payable.

Contested Liability Trust

We established a contested liability trust, or gwatrust, related to the payment of certain caygint obligations. During 2000, the trust
was funded with a contribution of a note receivaifl&286 million. We recorded the $286 million asiacrease to common stock, and the
related $286 million note receivable into commastktas well. During 2004 we received $286 milli@sie from affiliates in settlement of the
note receivable.

Note 13: Income Taxes

The components of the income tax expense from roiniy operations are as follow

Years Ended December 31,

2005 2004 2003

(Dollars in millions)
Current tax provision

Federal $ 711 $1,007 $401
State and loce 131 14C 52
84z 1,147 45%

Deferred tax (benefit) expens
Federal (210 (414 184
State and loce (92) (35) 38
(301) (449) 22z
Income tax expens $ 541 $ 69¢ $67E
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The effective tax rate for our continuing operasidgiffers from the statutory tax rate as follows:

Years Ended December 31,

2005 2004 2003
(in percent)

Federal statutory income tax r: 35.(% 35.(% 35.(%

State income tax—net of federal effec 1.7 3.9 3.3

Other (1.9 11 0.1

Effective income tax rat 35.4% 40.(% 38.4%

The components of the deferred tax assets anditiedare as follows:

December 31

2005 2004

(Dollars in millions)

Property, plant and equipme $(2,57€) $(2,990
Other (115 (129)
Total deferred tax liabilitie (2,697 (3,119
Pos-retirement benefi—net of pensiol 712 86&
Other 19¢€ 171
Total deferred tax asse 90¢ 1,03¢

Net deferred tax liabilitie $(1,787) $(2,087)

We paid $940 million, $1,044 million, and $135 nwill to QCII, through QSC, for income taxes in 200804, and 2003, respectively.

We had unamortized investment tax credits of $3D%8v million as of December 31, 2005 and 2004 eesvely, which are included in
other long-term liabilities on our consolidateddrale sheets. These credits are amortized oveifélaf the related asset. Amortization of
investment tax credits of $7 million, $17 millicemd $11 million are included in the provision focome taxes for the years ended
December 31, 2005, 2004, 2003, respectively.

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

Note 14: Contribution to QCIl Segments

Our operations are integrated into and are pathetegments of the QCII consolidated group. Thef cperating decision mak
(“CODM") for QCII makes resource allocation decissoand assessments of financial performance fazdhsolidated group based on wireline
services, wireless services and other segmentaionbusiness contributes to the segments repbyt&ClI, but the QCII CODM reviews our
financial information only in connection with ounarterly and annual reports that we file with ti&CS Consequently, we do not provide our
discrete financial information to the CODM on aukyg basis.

Due to the May 1, 2004 transfer of our wirelessrapiens to one of our affiliates, we no longer ud# wireless revenue and expenses in
our continuing operations. Wireless revenue aneese are included in our discontinued operatioes.ote 7—Transfer of Qwest Wireless
Operations. Following the transfer of the
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wireless operations, essentially all of our operaicontribute to QCII's wireline services segméstsuch, we no longer report our
contribution to QCII5s segments, as this information does not diffelenielty from our consolidated statements of operaj excluding affiliat
transactions. However, we continue to provide thiefing enterprise-wide information on revenuenfrexternal customers for each group of
similar products and services.

Years Ended December 31,

2005 2004 2003

(Dollars in millions)

Voice service: $6,75¢ $7,117 $ 7,881
Data and Internet servic 2,22¢ 2,13¢ 2,12¢
Other service 15 12 2C
Operating revenue from external custon $8,99: $9,261 $10,02"

Voice servicesvoice services revenue includes local voice sesyit@raLATA long-distance voice services and ass#svices. Local
voice services revenue includes revenue from Baséd exchange services, switching services, cust@alting features, enhanced voice
services, operator services, and collocation sesvicocal voice services revenue also includesweyé&om the provision of network transport,
billing services and access to our local networlaavholesale basis. IntraLATA long-distance voiee/kes revenue includes revenue from
IntraLATA long-distance services within our localrgice area. Access services revenue includesfegged to other long-distance providers
to connect to our network.

Data and Internet serviceBata and Internet services revenue includes dati&ss (such as traditional private lines, wholegaivate
lines, frame relay, ISDN and ATM) and Internet $ee¢ (such as high-speed Internet, Internet dizésscand related equipment).

Other servicesOther services revenue is predominantly derivethfsobleases of some of our real estate, such ae gpaur office
buildings, warehouses and other properties.

Affiliate revenue is derived from telecommunicascmd other services provided to our affiliatedtimst We generally provide the same
telecommunications products and services to oilisaéd entities as we do in the marketplace. Theesgices include both retail and wholesale
products and services. In addition, we providergliand collection services, joint marketing, leaégpace, and other non-telecommunications
services to affiliates.

Although revenue from affiliates provided more thean percent of our total operating revenue, weatchave any single major unrelated
customer that provides more than ten percent obparating revenue.

Note 15: Related Party Transactions

We purchase services from our affiliates, such aketing and advertising, information technologywduct and technical services as\
as general support services. We provide to ouliéfs telephony and data services and other s=vic

Our affiliates provide services and also contractises from third parties on our behalf. In thigdlacase, the third parties bill our
affiliates who in turn charge us for our respecgbare of these third-party expenses. Our affgiatearge us for services based on market price
or fully distributed cost (“FDC"). Most serviceseapriced by applying an FDC methodology. FDC ratesdetermined using salary rates,
including factors for

71



Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
For the Years Ended December 31, 2005, 2004 and 300

taxes, employee benefits, facilities and overhemtisc These services are charged to us basedeam désignment whenever possible. If costs
cannot be directly assigned, they are allocatedngnadl affiliates including QC based upon cost edive measures, or if no cost causative
measure is available, based on a general allocatmasionally Qwest will adjust the basis for adltieg the costs of a shared service among
affiliates. The adjusted allocation applies begignivith the current reporting period. In additiony affiliates charge market prices for
telecommunications services that they also protadaird-party customers.

We charge our affiliates based on tariffed or fdilie rates for telephony and data services. Wieeither FDC or market rates for other
services.

We describe in further detail below the servicess/joted by our affiliates.

Marketing, Sales and Advertising

Marketing, sales and advertising, which supporitjoiarketing of our services, include the developnoé marketing and advertisir
plans, sales unit forecasts, market research, salegng and compensation plans.

Information Technology Services

Information technology services primarily includeeiabor cost of developing, testing and implenmenthe system changes necessal
support order entry, provisioning, billing, netwpdand financial systems, as well as the cost of@vipg, maintaining and operating our
operations support systems and shared internal concations networks.

Product and Technical Services

Product and technical services relate to forecgstémand volumes and developing plans around nktwdization and optimization,
developing and implementing plans for overall prtdievelopment, provisioning and customer care.

General Support Services

General support services include legal, regulatgeperal finance and accounting, tax, human resguand executive support.
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Note 16: Commitments and Contingencies
Commitments
Future Contractual Obligations

The following table summarizes our future contratttash obligations, as of December 31, 2005:

Payments Due by Perioc

2011 and
2006 2007 2008 2009 2010 Thereafter Total
(Dollars in millions)

Future Contractual Obligations(1)(3)
Long-term debi $— $ 66C $322 $— $ 50C $ 6307 $ 7,78¢
Interest on debt(z 601 571 544  52¢ 511 4,67¢ 7,43:
Capital lease obligatior 2 2 2 1 1 7 15
Operating lease 97 89 78 63 50 24C 617
Purchase commitment obligatio 22 15 1 — — — 38

Total future contractual obligatiol $722 $1,337 $947 $59z $1,06: $ 11,23: $15,89:

(1) The table does not includ

» our open purchase orders as of December 31, 20@SeTpurchase orders are generally at fair vateeggenerally cancelable without

penalty and are part of normal operatic

» accounts payable of $1 billion, dividends payabl®&C of $126 million, accrued expenses and otheent liabilities of
$685 million, deferred income taxes of $1.9 billiamd other long-term liabilities of $279 million| af which are recorded on our

December 31, 2005 consolidated balance sheet

* amounts related to the legal contingencies destiieéow under the headir“ Contingencie!”

(2) Interest expense in all years may differ due tarutrefinancing of debt. Interest on our floatiagerdebt was calculated for all years u:

the rates effective as of December 31, 2(

(3) We have various lor-term, nol-cancelable purchase commitments for services vétious vendors for data processing, technical
software support. Future payments under certaiicger contracts will vary depending on our actisglge. In the table above we
estimated payments for these service contractslmséhe level of services we expect to rece

Employee Benefit PlanQCII offers pension, non-qualified pension, podireenent healthcare and life insurance benefitsuto
employees, some of which are due under contraagreements. Pension and certain post-retiremesefiteare paid through trusts and
therefore are not included in this table, as wenateable to reliably estimate our portion of fituequired contributions to the trusts. As of
December 31, 2005, QCII's qualified defined bengéihsion plan was fully funded. As of DecemberZI)5, we had a liability of
$2.851 billion for our allocation of QCII's non-dlifeed pension, post-retirement healthcare andiliirance, and other post-employment
benefit obligations. The liability is impacted bgrious actuarial assumptions and will differ frdme sum of the future value of actuarially
estimated payments. See further discussion of enefit plans in Note 10—Employee Benefits.

Capital Leases We lease certain office facilities and equipmamder various capital lease arrangements. Assqtsrad through capital
leases during 2005, 2004 and 2003 were $0 milidmillion and $9 million, respectively. Assetsoeded under capitalized lease agreements

included in property, plant and equipment
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consisted of $29 million, $35 million and $94 nuli of cost less accumulated amortization of $10ionil $14 million and $63 million at
December 31, 2005, 2004 and 2003, respectively.

The future minimum payments under capital leasexf &ecember 31, 2005 are reconciled to our codatdd balance sheet as follows:

Capital Lease

Obligations
(Dollars in millions)
Total minimum payment $ 15
Less: amount representing interest and executats (20
Present value of minimum payme! 5
Less: current portio D
Long-term portion $ 4

Operating Lease<Certain office facilities, real estate and equiptraae subject to operating leases. We also haveresad (right-of-way)
agreements with railroads and public transportediathorities that are accounted for as operatiagde. Rent expense under these operating
leases was $162 million, $162 million and $172imllduring 2005, 2004 and 2003, respectively, fisublease rentals of $6 million, $7
million and $4 million, respectively. Future cortraal obligations for operating leases as repdrtatle table above have not been reduced by
minimum sublease rentals of $39 million to be msdiunder non-cancelable subleases.

Letters of Credit and Guarantees
At December 31, 2005, the amount of letters of itr@atstanding was $4 million and we did not hawg autstanding guarantes

Contingencies

QCllis involved in several legal proceedings taskhhwe are not a party that, if resolved againstiQuld have a material adverse
effect on our business and financial condition. Ngge included below a discussion of these mattegether with a discussion of those matters
to which we are a party (primarily those discusiseldw under the “Regulatory Matters” subheadingyval as the “Colorado actiordescribec
below). Only those matters to which we are a pagpyesent contingencies for which we have recordedould reasonably anticipate
recording, an accrual.

Throughout this note, when we refer to a clasoads “putative” it is because a class has beegedl, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartadtiffs represent the class of plaintiffs they
purport to represent.

Settlement of Consolidated Securities Action

Twelve putative class actions purportedly broughbehalf of purchasers of publicly traded secwsitéQCII between May 24, 1999 and
February 14, 2002 have been consolidated into satiolated securities action pending in federalrtistourt in Colorado. The first of these
actions was filed on July 27, 2001. Plaintiffs géeamong other things, that defendants issuee éadd misleading financial results and made
false statements about QCII's business and invegnimcluding making materially false statementsértain QCII registration statements.
The most recent complaint in this matter seeks erifpd compensatory damages and
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other relief. However, counsel for plaintiffs indted that the putative class would seek damage itens of billions of dollars. The SPA
action described below has also been consolidaitidtie consolidated securities action.

On November 23, 2005, QCII, certain other deferslaartd the putative class representatives entetecid filed with the federal distr
court in Colorado a Stipulation of Partial Settlemnthat, if implemented, will settle the consoliggtsecurities action against QCIl and certain
other defendants. On January 5, 2006, the fedestalodl court in Colorado issued an order (1) pnéfiarily approving the proposed settlement,
(2) setting a hearing for May 19, 2006 to consfiteal approval of the proposed settlement, ancc€s)ifying a class, for settlement purposes
only, on behalf of purchasers of QCII's publicladied securities between May 24, 1999 and July @&.2

Under the proposed settlement agreement, QCII wopayda total of $400 million in cash—$100 milliohwhich was paid 30 days after
preliminary approval of the proposed settlementhgyfederal district court in Colorado, $100 mitliof which would be paid 30 days after fi
approval of the settlement by the court, and $20om of which would be paid on January 15, 200[s interest at 3.75% per annum on the
$200 million between the date of final approvaltbg court and the date of payment.

If approved, the proposed settlement agreemenseitle the individual claims of the class représtives and the claims of the class they
represent against QCII and all defendants in timsaiated securities action, except Joseph Nac€iil's former chief executive officer,
and Robert Woodruff, QCII's former chief financificer. (The non-class action brought by SPA ikatonsolidated for certain purposes with
the consolidated securities action is not parhefdettlement.) As part of the proposed settlen@@t) would receive $10 million from Arthur
Andersen LLP, which would also be released by tasscrepresentatives and the class they represgeich will offset $10 million of the $400
million that would be payable by QCII.

The proposed settlement agreement is subject tord@r of conditions and future contingencies. Amotigrs, it (i) requires final court
approval; (ii) provides plaintiffs with the righd terminate the settlement if the $250 million Q@i¢viously paid to the SEC in settlement o
investigation against QCII is not distributed te tHlass members; (iii) provides QCII with the righterminate the settlement if class members
representing more than a specified amount of allegeurities losses elect to opt out of the settdn(iv) provides QCII with the right to
terminate the settlement if it does not receivegadée protections for claims relating to substanliabilities of non-settling defendants; and
(v) is subject to review on appeal even if theriistourt were finally to approve it. Any lawsuitsat may be brought by parties opting out of
the settlement will be vigorously defended regassllef whether the settlement described hereinriswwtamated. No parties admit any
wrongdoing as part of the proposed settlement.

DOJ Investigation and Remaining Securities Actions

The Department of Justice, or DOJ, investigatiot e securities actions described below presetgnmband significant risks to QCI
The size, scope and nature of the restatement€tfszonsolidated financial statements for 2008 2000, which are described in QCII's
previously issued consolidated financial stateméortthe year ended December 31, 2002, or our Fd@@ncial Statements, affect the risks
presented by this investigation and these actemthese matters involve, among other things, @@Hior accounting practices and related
disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of itenssipport of their claims. We can give no
assurance as to the impacts on our and QCII's ¢iahiresults or financial condition that may ultitely result from all of these matters.
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QCIl has a reserve recorded in its financial stateiof approximately $105 million relating to tteenaining securities actions described
below, which amount represents the minimum estichateount of loss QCII believes is probable wittpezd to these matters. QCII has
recorded its estimate of the minimum liability bese matters because no estimate of probabledotseke matters is a better estimate that
other amount. If the recorded reserve is insufficte cover these matters, QCII will need to recadditional charges to its consolidated
statement of operations in future periods. Addaibn QCII is unable at this time to provide a r@aable estimate of the upper end of the range
of loss associated with these matters due to dosiplex nature and current status, and, as a réselamount QCII has reserved for these
matters is its estimate of the lowest end of thesjlide range of loss. The ultimate outcomes ofettmeatters are still uncertain and the amou
loss QCII may ultimately incur could be substatiahore than the reserve it has provided.

QCII believes that it is probable that a portiortha# recorded reserve for the remaining securditions described below and the
consolidated securities action described abovebgillecoverable from a portion of the insurancegeds that were placed in a trust to cove
losses and the losses of individual insureds faligvits November 2003 settlement of disputes witttain of its insurance carriers related to,
among other things, the DOJ investigation and $éesiactions. The insurance proceeds are sulgextaims by QCIl and other insureds for,
among other things, the costs of defending certatters and, as a result, such proceeds are bepigteld over time. In any event, the terms
and conditions of applicable bylaws, certificatesudicles of incorporation, agreements or appliedé@wv may obligate QCII or us to indemnify
its or our current and former directors, officensl@mployees with respect to certain liabilitiesd CII and we have been advancing legal
and costs to many current and former directorscexi$ and employees in connection with the DOJstigation, securities actions and certain
other matters.

QCII continues to defend against the securitiemastdescribed below vigorously and is currentlghie to provide any estimate as to
timing of the resolution of these actions. Any Ieetient of or judgment in one or more of these astisubstantially in excess of QClIlI's
recorded reserves could have a significant impac@ll, and QCII can give no assurance that it héive the resources available to pay any
such judgment. The magnitude of any settlemeniggment resulting from these actions could matgraid adversely affect QCII's ability to
meet its debt obligations and its financial cordifipotentially impacting its credit ratings, itsildy to access capital markets and its
compliance with debt covenants. In addition, thgniade of any such settlement or judgment maye&SII to draw down significantly on
its cash balances, which might force QCII to obtdditional financing or explore other methods ¢énegyate cash. Such methods could include
issuing additional securities or selling assetsaAgolly owned subsidiary of QCII, our businesemions and financial condition would be
similarly affected.

DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. Atty’s Office for the District of Colorado of a erinal investigation of QCII's
business. QCII believes the U.S. Attorney’s Offiges investigated various matters that include #&retians related to the various adjustments
and restatements described in QCII's 2002 FinarBta@tements, transactions between QCII and cesfaia vendors and certain investments in
the securities of those vendors by individuals eisged with QCII, and certain prior disclosures mag QCII. QCII is continuing in its efforts
to cooperate fully with the U.S. Attorney’s Offigeits investigation. However, QCII cannot predio¢ outcome of this investigation or the
timing of its resolution.

Remaining Securities Action

QCll is a defendant in the securities actions deedrbelow. Plaintiffs in these actions have vaslgalleged, among other things, tl
QCll violated federal and state securities lawsgjagred in fraud, civil
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conspiracy and negligent misrepresentation, anachesd fiduciary duties owed to investors and curaed former employees. Other
defendants in one or more of these actions inatweleent and former directors of QCII, former offisand employees of QCII, Arthur
Andersen LLP, certain investment banks and others.

ERISA actions. Seven putative class actions purportedly broughieiralf of all participants and beneficiaries af thwest Saving
and Investment Plan and predecessor plans, ofldhefFom March 7, 1999 until January 12, 2004 hiagen consolidated into a
consolidated action in federal district court inl@ado. These suits also purport to seek relidbemalf of the Plan. The first of these
actions was filed in March 2002. Plaintiffs assedach of fiduciary duty claims against QCIl andess under the Employee
Retirement Income Security Act of 1974, as amendielging, among other things, various impropriefiemanaging holdings of
QCII stock in the Plan. Plaintiffs seek damagesijtale and declaratory relief, along with attorsiiges and costs and restitution.
Counsel for plaintiffs has indicated that the pwtatlass will seek billions of dollars of damagAsion-class action alleging similar
claims was filed in the federal district court ironana in June 2003 and was later transferredderdé district court in Colorad

Colorado action. A putative class action purportedly brought on lebfapurchasers of QCII's stock between June Z®)®and
June 27, 2002 and owners of U S WEST, Inc. stockumre 28, 2000 is pending in Colorado in the Distiourt for the County of
Boulder. We are also a defendant in this actiotis &htion was filed on June 27, 2002. Plaintiffegg, among other things, that the
defendants issued false and misleading statemedtsrayaged in improper accounting practices inraaccomplish the U S
WEST/QCII merger, to make QCII appear successfdltarinflate the value of QCII's stock. Plaintifeek unspecified monetary
damages, disgorgement of illegal gains and otHifr

New Jersey actionAn action by the State of New Jersey (Treasury Btepent, Division of Investment), or New Jerseypénding

in the New Jersey Superior Court, Mercer Countys Bletion was filed on November 27, 2002. New Jeadleges, among other
things, that defendants caused QCII's stock toetchrtificially inflated prices by employing ing@er accounting practices and by
issuing false statements about QCII's businesgme® and profits, and contends that it incurreddhects of millions of dollars in
losses. Among other requested relief, New Jerselyssieom the defendants, jointly and severally, pensatory, consequential,
incidental and punitive damage

CalSTRS action.An action by the California State TeachdR&tirement System, or CalSTRS, is pending in thge8ar Court of the
State of California in and for the County of Saar&isco. This action was filed on December 10, 2G@STRS alleges, among
other things, that defendants engaged in a schemndatisely inflated QCII's revenues and decreatseexpenses so that it would
appear more successful than it actually was duhageriod in which CalSTRS purchased QCII's seims;i and CalSTRS asserts
that defendants’ actions caused it to lose in exo€$150 million invested in QCII's equity and dekecurities. Plaintiff seeks
compensatory, special and punitive damages, réstitipre-judgment interest and cos

SURSI action.An action by the State Universities Retirement &ysof lllinois, or SURSI, is pending in the Circ@iburt of Cook
County, lllinois. This action was filed on Janud®, 2003. SURSI alleges, among other things, thgrtlants engaged in a scheme
to falsely inflate QCII's revenue and decreaseisenses by improper conduct related to transactidtin various customers and
suppliers and claims that its losses from investsi@nQCII's securities are in excess of $12.5iomll SURSI seeks, among other
things, compensatory and punitive damages, cagtstadle relief, including an injunction to freeaeprevent disposition of the
defendant’ assets, and disgorgeme
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» SPA action.An action by Stichting Pensioenfonds ABP, or SB&énding in federal district court in ColoradoisTaction was filec
on February 9, 2004. SPA alleges, among other shithgt defendants created a false perception df Q@venue and growth
prospects and that its losses from investmentddH’'Qsecurities are in excess of $100 million. S&¥ks, among other things,
compensatory and punitive damages, rescissiorsoisgonary damages, rjudgment interest, attorne’ fees and cost:

» SHC action. An action by Shriners Hospital for Children, or SHEpending in federal district court in Coloraddis action was
filed on March 22, 2004. SHC alleges, among othiergs, that defendants issued false and misledifingcial reports about QCII.
SHC alleges compensatory damages of approximatéyndllion. SHC seeks compensatory and punitive atges, interest, costs a
attorney’ fees.

* TRSL action. An action by the Teachers’ Retirement System ofisiana, or TRSL, is pending in federal district tdn Colorado.
This action was filed on or about March 30, 200RSL alleges, among other things, that defendaste@false and misleading
financial reports about QCII. TRSL alleges compémyadamages of approximately $23 million. TRSLkseeompensatory and
punitive damages, interest, costs and attor fees.

* NYC Funds action.An action by a number of New York City pension aatirement funds, or NYC Funds, is pending in fedl
district court in Colorado. This action was filed September 22, 2004. NYC Funds allege, among tiiregs, that defendants
created a false perception of QCII's revenue anavtir prospects and that their losses from investsni@nQCII’s securities are in
excess of $300 million. NYC Funds seek, among diiegs, compensatory and punitive damages, résniss rescissionary
damages, p-judgment interest, attorne’ fees and cost:

KPNQwest Litigation/Investigation

A putative class action is pending in the federstrtt court for the Southern District of New Yoakjainst QCII, certain of its form
executives who were also on the supervisory boakPdNQwest, N.V. (of which QCII was a major sharkt®es), and others. This lawsuit was
initially filed on October 4, 2002. The current golaint alleges, on behalf of certain purchaselsPNQwest securities, that, among other
things, defendants engaged in a fraudulent schechéeceptive course of business in order to ink&&Qwest’s revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamages and/or rescission as appropriate agairestdigits, as well as an award of
plaintiffs’ attorneys’ fees and costs. On Februgyr2006, QCII, certain other defendants and thatjuet class representative in this action
executed an agreement to settle the case againka@Ccertain other defendants. Under the settieérmagreement, QCII will pay $5.5 million
in cash to the settlement fund no later than 3G deowing preliminary court approval, and no katiean 30 days following final approval by
the court, QCII will issue shares of its stockhe settlement fund then valued at $5.5 milliondditeonal consideration for the settlement. The
settlement agreement would settle the individuaihes of the putative class representative andldims of the class he purports to represent
against QCII and all defendants except KoninkliéN N.V. a/k/a Royal KPN N.V., Willem Ackermans, [Ee Blok, Joop Drechsel, Martin
Pieters, and Rhett Williams. The settlement agregiisesubject to a number of conditions and futtaetingencies. Among others, it (i)
requires both preliminary and final court approy@);provides QCII with the right to terminate tkettlement if class members representing
more than a specified amount of alleged seculibigses elect to opt out of the settlement; (iigyides QCII with the right to terminate the
settlement if it does not receive adequate praiestfor claims relating to substantive liabilit@snon-settling defendants; and (iv) is subject to
review on appeal even if the district court werefly to approve it. Any lawsuits that may be brbtgy parties opting out of the settlement
will be vigorously defended regardless of whetlher settlement described herein is consummated ai@p admit wrongdoing as a part of the
settlement agreement.
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On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendsglkges, among other things, that the defendaalated state and federal securities laws
and breached their fiduciary duty in connectiorhwititvestments by plaintiffs in securities of KPNQ@ueQCll is a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie3pseph Nacchio, QCH'former Chairman and Chief Executive Officer, dotn McMaste
the former President and Chief Executive OfficeKBINQwest. Plaintiffs claim to have lost approxiglgt$10 million in their investments in
KPNQwest. The court granted defendants’ motiorpftial summary judgment with respect to a sub&tbportion of plaintiffs’ claims. The
court entered judgment for defendants on thosenslaind dismissed the remaining claims without giiegi QCIl has entered into a tolling
agreement with plaintiffs that allows them to refihese remaining claims following their appeathef court’s order granting summary
judgment to defendants on a substantial portigniaiftiffs’ claims. Plaintiffs have filed such an appeal witile Arizona Court of Appeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Meijeheir capacities as trustees in the Dutchkhaptcy proceeding for KPNQwest,
filed a complaint in the federal district court ttwe District of New Jersey alleging violationstbé Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenhathtis lawsuit along with Joseph
Nacchio, Robert S. Woodruff, QCs former Chief Financial Officer, and John McMastelaintiffs allege, among other things, that deffents’
actions were a cause of the bankruptcy of KPNQwaedtthe bankruptcy deficit of KPNQwest was in esags$3 billion. Plaintiffs seek
compensatory, treble and punitive damages, asaselh award of plaintiffs’ attorneys’ fees and sost

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

Various former lenders to KPNQwest or their assggnéncluding Citibank, N.A., Deutsche Bank AG Londand others, have notified
QCII of their intent to file legal claims in conrteam with the origination of a credit facility arslibsequent borrowings made by KPNQwest of
approximately €300 million under that facility. Theave indicated that QCIl would be a defendarihis threatened lawsuit along with Joseph
Nacchio, John McMaster, Drake Tempest, (s former General Counsel, KPN and other former leyges of QCIl, KPN or KPNQwest.

On August 23, 2005, the Dutch Shareholders AssoaidV/ereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN@WVEB seeks an inquiry into the
policies and course of business at KPNQwest tieableged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwest's outside auditors and accountants.

Other than the putative class action in which Q@$ entered into a proposed settlement (and fashwhhas recorded a reserve of $11
million in connection with the proposed settleme@TIl will continue to defend against the pendiKigNQwest litigation matters vigorously
and will likewise defend against any claims assebiye KPNQwest's former lenders if litigation ised.
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Regulatory Matter

On July 15, 2004, the New Mexico state regulat@mymission opened a proceeding to investigate whetheare in compliance with «
are likely to meet a commitment that we made in12@0invest in communications infrastructure in Niedxico through March 2006 pursuant
to an Alternative Form of Regulation plan, or AFORe AFOR says, in part, that “Qwest commits toalewa substantial budget to
infrastructure investment, with the goal of achigyvthe purposes of this Plan. Specifically, Qweilitmake capital expenditures of not less
than $788 million over the term of this Plan. Tlegel of investment is necessary to meet the comenits made in this Plan to increase
Qwest’s investment and improve its service qualitilew Mexico.” Multiple parties filed commentsthat proceeding and variously argued
that we should be subject to a range of requiresni@etuding an escrow account for capital spendiegy investment obligations, and custo
credits or price reductions.

On April 14, 2005, the Commission issued its Fi@adler in connection with this investigation. Ingtiinal Order, the Commission ruled
that the evidence in the record indicates we vatlloe in compliance with the investment commitregtrthe conclusion of the AFOR in March
2006, and if the current trend in our capital exgigmes continues, there will be a shortfall of @28illion or more by the end of the AFOR.
The Commission also concluded that we have an ufitomal commitment to invest $788 million over tlife of the AFOR. Finally, the
Commission ruled that if we fail to satisfy thiw@stment commitment, any shortfall must be crediterbfunded to our New Mexico
customers. The Commission also opened an enfordeandrimplementation docket to review our investta@md consider the structure and
size of any refunds or credits to be issued toornets. On May 12 and 13, 2005, we filed appealsderal district court and in the New
Mexico State Supreme Court, respectively, challeggihe lawfulness of the Commission’s Final Ordan.May 31, 2005, the Commission
issued an order, in response to a report we fitetMay 20, 2005, designating a hearing examineotaluct proceedings addressing whether
customer credits and refunds should be imposeddrased on our investment levels as of June 3@, 200 prior to the expiration of the
AFOR in March 2006.

We have vigorously argued, among other things,tti&tinderlying purposes of the investment commitrset forth in the AFOR have
been met in that we have met all service quality service deployment obligations under the AFORt,tim light of this, we should not be held
to a specific amount of investment; and that then@ission has failed to include all eligible investms in the calculation of how much we
have actually invested. Nevertheless, we belieigunhlikely the Commission will reverse its det@mation that we have an unconditional
obligation to invest $788 million. In addition, vwave argued, and will continue to argue, that custocredits or refunds are an impermissible
and illegal form of relief for the Commission tader in the event there is an investment shorifatl. January 30, 2006, Qwest filed with the
New Mexico Commission an Offer of Settlement an&é&vise AFOR. This Offer proposes to extend the fpariod for Qwest to comple
$788 million in investments to three years follogithe approval of the Offer. Under the Offer, Qwress included within the $788 million of
total investments a proposal to invest $85 miliiloprojects approved by the Commission. In an oddged February 7, 2006, the Commission
rejected the Offer on technical grounds, ruling thevas improper as to form. In this order, then@oission also encouraged Qwest and the
other parties to continue settlement negotiations.

We believe there is a substantial likelihood that eltimate outcome of this matter will result mhaving to make expenditures or
payments beyond those we would otherwise makesimtéinmal course of business. These expendituneayonents could take the form of one
or more of the following: penalties, capital invasiht, basic service rate reductions and custonfiends or credits. At this time, however, we
are not able to reasonably estimate the amoumtesktexpenditures or payments and, accordingly havreserved any amount for such
potential liability. Any final resolution of this atter could be material.
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Other Matters

Several putative class actions relating to thealtegton of fiber optic cable in certain rig-of-way were filed against QCIl on behalf
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indianéansas, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT &or the most part, the complaints challengel'@@ight to install its fiber optic cable
railroad rights-of-way. Complaints in Coloradojribis and Texas, also challenge QCII’s right tdafidiber optic cable in utility and pipeline
rights-of-way. The complaints allege that the walis, utilities and pipeline companies own a lichjpeoperty right-of-way that did not include
the right to permit QCII to install its fiber opté@ble in the right-of-way without the Plaintiffsbnsent. Most actions (California, Colorado,
Georgia, Kansas, Louisiana, Mississippi, MissoNdrth Carolina, Oregon, South Carolina, TennessdeTaxas) purport to be brought on
behalf of state-wide classes in the named platiéfispective states. Several actions purport orbeght on behalf of multi-state classes. The
lllinois state court action purports to be on béb&landowners in lllinois, lowa, Kentucky, Michag, Minnesota, Nebraska, Ohio and
Wisconsin. The lllinois federal court action pursaio be on behalf of landowners in Arkansas, Galig, Florida, lllinois, Indiana, Missouri,
Nevada, New Mexico, Montana and Oregon. The Indautisn purports to be on behalf of a nationalslafsandowners adjacent to railro
rights-of-way over which QCII's network passes. THomplaints seek damages on theories of trespalssranst enrichment, as well as
punitive damages.

The IRS proposed a tax adjustment for tax yeard #@®ugh 1996. The principal issue involves thecaltion of costs between lorigrm
contracts with customers for the installation ofidwoit or fiber optic cable and additional conduifiber optic cable retained by QCII. The IRS
disputes the allocation of the costs between Qaithird parties. Similar claims have been asseatginst QCIl with respect to the 1997 to
1998 and the 1998 to 2001 audit periods. The 1%®6 tlaim is currently being litigated in the Taggt, and QCII does not believe the IRS
will be successful, although the ultimate outcomaricertain. If QCIl were to lose this issue fa thx years 1994 through 1998, QCII
estimates it would have to pay approximately $5lfigniin tax plus approximately $43 million in imest pursuant to tax sharing agreements
with the Anschutz Company relating to those timequks.

In 2004, QCII recorded income tax expense of $188Bomrelated to a change in the expected timifideductions related to its tax
strategy, referred to as the Contested Liabilitgéderation Strategy, or CLAS, which it implemente@000. CLAS is a strategy that sets aside
assets to provide for the satisfaction of assdidities associated with litigation in a tax iefent manner. CLAS accelerated deductions for
contested liabilities by placing assets for potdrifigation liabilities out of the control of theompany and into trusts managed by a third-party
trustee. In 2004, QCII was formally notified by S that it was contesting the CLAS tax stratefygo in 2004 as a result of a series of
notices on CLAS strategies issued by the IRS aaddbeipt of legal advice with respect thereto, I@@Justed its accounting for CLAS as
required by SFAS No. 109. The change in expecteihgj of deductions caused an increase in QClIkillig for uncertain tax positions and a
corresponding increase in its net operating losydarwards, or NOLs. Because QCII is not currgritirecasting future taxable income
sufficient to realize the benefits of this increasés NOLSs, it recorded an increase in its valuatllowance on deferred tax assets as required
by SFAS No. 109. Additionally, in 2004 the IRS pospd a penalty of $37 million on this strategy. (J&&llieves that the imposition of a
penalty is not appropriate as it acted in goodhfaitimplementing this tax strategy in reliancetao contemporaneous tax opinions and
adequately disclosed this transaction to the IRi&imitial and subsequent tax returns. QCII imketo vigorously defend its position on this
other tax matters.
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QCII has other tax related matters pending ag#tinstrtain of which, in addition to CLAS, are befahe Appeals Office of the IRS. Q!
believes it has adequately provided for these msatte

Note 17: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter

Total

(Dollars in millions)

2005

Operating revenu $2,551 $2,54: $2,47C $2,48F  $10,04¢
Income before cumulative effect of changes in anting principles 262 25C 21C 267 98¢
Net income 262 25C 21C 25t 971
2004

Operating revenu $2,617 $2,56¢ $2,56( $2,59( $10,33:
Income before cumulative effect of changes in anting principles 258 19¢ 274 26€ 991
Net income 252 19¢ 274 26€ 991
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

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

The effectiveness of our or any system of disclesumtrols and procedures is subject to certaiitdiions, including the exercise
judgment in designing, implementing and evaluathrggcontrols and procedures, the assumptions nsdértifying the likelihood of futur
events, and the inability to eliminate miscondwarnpletely. As a result, there can be no assurdrateotr disclosure controls and procedures
will detect all errors or fraud. By their natureirpor any system of disclosure controls and procesican provide only reasonable assurance
regarding management’s control objectives.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our diseocontrols and procedures (as defined in Rulaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) aPetember 31, 2005. On the basis of this reviewneamagement, including our Chief
Executive Officer and Chief Financial Officer, céumbed that our disclosure controls and procedureslesigned, and are effective, to give
reasonable assurance that the information reqtoree disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§ied in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted unéerExchange Act is accumulated and communicateditonanagement, including our Chief
Executive Officer and Chief Financial Officer, imreanner that allows timely decisions regarding inegludisclosure.

Also, there were no changes in our internal cordver financial reporting that occurred in the tbuguarter of 2005 that materially
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting

ITEM 9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT
We have omitted this information pursuant to Gehlexgtruction 1(2).

ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuant to Gehlexgtruction 1(2).
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS
We have omitted this information pursuant to Gehlexgtruction 1(2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
We have omitted this information pursuant to Gehlexgtruction 1(2).

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Pre-Approval Policies and Procedures

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

Fees Paid to the Independent Auditor

QCII first engaged KPMG LLP to be our independarditor in May 2002. The aggregate fees billed trcaited to us for professional
accounting services, including KPMG'’s audit of amnual consolidated financial statements, areostt in the table below.

2005 2004

(Dollars in thousands)

Audit fees $ 2,92¢ $ 5,17¢
Audit-related fee! 28t 2,087
Tax fees — 22¢
Total fees $ 3,211 $ 7,48¢

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

Audit fees—These are fees for professional senbiléesd for the audit of the consolidated finangtdtements included in our
Form 10-K filings, the review of consolidated firtdad statements included in our Form 10-Q filingamfort letters, consents and
assistance with and review of documents filed with SEC. Audit fees for each year shown includetartwobilled or allocated to us
through the date of this Form 10-K for that patdcwyear.
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Audit-related fees—These are fees for assuranceedaied services that traditionally are perforrbgdur independent accountant.
More specifically, these services include: inteioradl statutory audits; regulatory filings; empleyeenefit plan audits. Also included are
fees for assistance with the initial steps of caamule with the rules of Section 404 of the Sarbadeey Act of 2002, or SOX 404, and
assistance with the internal audit department’spanmg-wide risk assessment. KPMG’s assistance Wéhirtitial steps of our compliance
with SOX 404 has been reviewed to ensure compliariiteapplicable independence rules and the rul¢iseoSEC.

Tax fees—These are fees for all professional sesvierformed by professional staff of our indepahdecountant’s tax division
except those services related to the audit ofioantial statements. These include fees for taxptiamce, tax planning and tax advice.
Tax compliance involves preparation of original @mdended tax returns, refund claims and tax paysemtices. Tax planning and tax
advice encompass a diverse range of subjectsdimguassistance with tax audits and appeals, taicadelated to mergers, acquisitions
and dispositions, and requests for rulings or teethmdvice from taxing authorities.

All of the services performed by KPMG describedabwere approved in advance by QCII's Audit Comewtt
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report:

Page
(1) Report of Independent Registered Public AccourfEimm 46

Financial Statements covered by the Report of laddpnt Registered Public Accounting Fi
Consolidated Statements of Operations for the yeraded December 31, 2005, 2004 and 47
Consolidated Balance Sheets as of December 31, &00200¢ 48
Consolidated Statements of Cash Flows for the yeradled December 31, 2005, 2004 and 2 49
Consolidated Statements of Stockhao’s Equity for the years ended December 31, 20054 20@ 200: 5C
Notes to the Consolidated Financial Statementthiyears ended December 31, 2005, 2004 and 51

(2) Schedule for the three years ended December 35, 2004 and 2003:

Report of Independent Registered Public Accourfimm S1
Schedule —Valuation and Qualifying Accoun S-2

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

Exhibits identified in parentheses below are omWith the SEC and are incorporated herein by eefgg. All other exhibits are provid:
as part of this electronic submission.

Exhibit No. Description

(3. Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qwest Corporasid\nnual
Report on Form 1-K for the year ended December 31, 1997, File Na-03040).

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

3.3 Amended and Restated Bylaws of Qwest Corporatimco(porated by reference to Qwest Corpords Annual
Report on Form 1-K for the year ended December 31, 2002, File Na-03040).

(4.7 Indenture, dated as of April 15, 1990, by and betwilountain States Telephone and Telegraph Comgahyl he

First National Bank of Chicago (incorporated byerefhice to Qwest Corporation’s Annual Report on FboakK for
the year ended December 31, 2002, File No-03040).

(4.2 First Supplemental Indenture, dated as of Aprill991, by and between U S WEST Communications,dnd.The
First National Bank of Chicago (incorporated byerehce to Qwest Corporation’s Annual Report on FbaK for
the year ended December 31, 2002, File No-03040).

4.3 Indenture, dated as of October 15, 1999, by anddeet U S West Communications, Inc. and Bank OnstTru
Company, N.A. (incorporated by reference to QwesipGration’s Annual Report on Form 10-K for the yeaded
December 31, 1999, File No. (-03040).

4.9 Officer’s Certificate of Qwest Corporation, datexiaf March 12, 2002 (including forms of’8 8 % notes due
March 15, 2012) (incorporated by reference to Qusporatio’s Form 4, File No. 33-115119).
(4.5 First Supplemental Indenture, dated as of Augus2@04, by and between Qwest Corporation and

U.S. Bank National Association (incorporated byerefce to Qwest Communications International InQugrterly
Report on Form 1-Q for the quarter ended September 30, 2004, FileORI-15577).
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Exhibit No. Description

(4.6) Second Supplemental Indenture, dated as of NovegH&004, by and between Qwest Corporation
U.S. Bank National Association (incorporated byerefice to Qwest Corporation’s Current Report omFerK filed
November 23, 2004, File No. C-03040).

4.7 Third Supplemental Indenture, dated as of Jun@QJ5, by and between Qwest Corporation and U.Sk Betional
Association (incorporated by reference to QwesipBrmation’s Current Report on Form 8-K filed June 2305, File
No. 002-03040).

(10.1 Registration Rights Agreement, dated August 1942@éhong Qwest Corporation and the initial purchabsted
therein (incorporated by reference to Qwest Compatitns International Inc.’s Quarterly Report onriRd.0-Q for
the quarter ended September 30, 2004, File N¢-15577).

(10.2) Registration Rights Agreement, dated November 2842by and among Qwest Corporation and the irptiathasers
listed therein (incorporated by reference to Quzmsporation’s Current Report on Form 8-K dated Noker 18,
2004, File No. 00-03040).

(10.9) Registration Rights Agreement, dated June 17, 2005nd among Qwest Corporation and the initiatpasers listed
therein (incorporated by reference to Qwest Corpmma Current Report on Form 8-K filed June 23020File No.
001-03040).
12 Calculation of Ratio of Earnings to Fixed Charg
31.1 Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
31.2 Chief Financial Officer Certification pursuant tec@ion 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 Sarbamkst@ct of
2002.

() Previously filed.

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

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, in the City of Denver, State ol@ado, on February 16, 2006.

Q WESTC ORPORATION,
A C 0LORADO C ORPORATION

By: /sl JOHNW. RICHARDSON

John W. Richardson
Controller and Senior Vice President
(Duly Authorized Officer and Principal Accounting ficer)

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities indicatedrebruary 16, 2006.

Signature Titles

/s/  RICHARD C. N OTEBAERT Director, Chairman, Chief Executive Officer and $tdent
(Principal Executive Officer)

Richard C. Notebaert

/sl ORENG. SHAFFER Director, Vice Chairman and Chief Financial Offi¢@rincipal
Financial Officer)

Oren G. Shaffer
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of February 16, 2006, we reported ordmsolidated balance sheets of Qwest Corporatidrsabsidiaries as of Decemt
31, 2005 and 2004, and the related consolidatéeinstants of operations, stockholder’s equity, arshdbows for each of the years in the three-
year period ended December 31, 2005, as contamie iDecember 31, 2005 annual report on For-K. In connection with our audits of the
aforementioned consolidated financial statemengsalso audited the related consolidated finanté&ément schedule, Schedule 1l - Valuation
and Qualifying Accounts. This financial statemectiedule is the responsibility of the Company’s nugemaent. Our responsibility is to express
an opinion on this financial statement scheduletas our audits.

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

KPMG LLP

Denver, Colorado
February 16, 2006
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QWEST CORPORATION

SCHEDULE Il —VALUATION AND QUALIFYING ACCOUNTS
(DOLLARS IN MILLIONS)

Balance a
beginning Charged tc Deductions
of period expense
Allowance for doubtful account
2005 72 74 80
2004 10z 32 62
2003* 96 12t 11¢

* The 2003 figures on the table above have beentadjts reflect the discontinuance of our wirelegsrations

S-2

Balance a

end of
period

66
72
10z



Exhibit 12

QWEST CORPORATION

CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(DOLLARS IN MILLIONS)
(Unaudited)

Years Ended December 31

2005 2004 2003 2002 2001

Income from continuing operations before incomestaxiscontinued operations &
cumulative effect of changes in accounting prires $1,53( $1,74:% $1,75¢ $2,43¢ $2,83:
Add: estimated fixed charg: 66¢ 647 643 634 58¢€
Add: estimated amortization of capitalized inte 12 12 13 14 14
Less: interest capitalize @) 9) (13) (24) (44)
Total earnings available for fixed charg 2,20z 2,392 2,401 3,05¢ 3,391
Estimate of interest factor on rent 54 54 57 69 79

Interest expense, including amortization of prensudiscounts and debt issual

costs 607 584 573 541 46E
Interest capitalize 7 9 13 24 44
Total fixed charge $ 66€ $ 647 $ 642 $ 634 $ 58¢
Ratio of earnings to fixed charg 3.3 3.7 3.7 4.8 5.8

Until May 1, 2004, Qwest Corporation provided wigd services through its wholly owned subsidianye& Wireless LLC (“Qwest
Wireless”). On May 1, 2004, we transferred owngrsifiQwest Wireless to an affiliate. As a conseggemwe no longer have wireless
operations, and the results of operations anditlaadial position of Qwest Wireless have been e=ifeed in our consolidated financial
statements to be included in discontinued operstidmounts shown in this exhibit have also beelsesito conform to the current
presentation of our consolidated financial statesien



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Richard C. Notebaert, certify that:
1. | have reviewed this annual report on Forr-K of Qwest Corporatior

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

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

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

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

b) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presé@nthis report our conclusior
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

c) Disclosed in this report any change in the tegie’'s internal control over financial reporting thatooed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

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

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

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

Date: February 16, 2006

/'s/  RICHARD C. N OTEBAERT

Chairman and Chief Executive Officer



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

[, Oren G. Shaffer, certify that:
1. | have reviewed this annual report on Forr-K of Qwest Corporatior

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

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

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

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

b) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presé@nthis report our conclusior
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

c) Disclosed in this report any change in the tegie’'s internal control over financial reporting thatooed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

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

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

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

Date: February 16, 2006

/'s/ ORENG. SHAFFER

Vice Chairman and Chief Financial Officer



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifies, for ihngpses of section 1350 of chapter 63 of title flthe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2D02, in his capacity as an officer of Qwest @ugtion (“Qwest”) that, to his knowledg
the Annual Report of Qwest on Form 10-K for theryeraded December 31, 2005, fully complies withréguirements of Section 13(a) of the
Securities Exchange Act of 1934 and that the infdiom contained in such report fairly presentslinmaterial respects, the financial condition
and results of operation of Qwest. This writteriesteent is being furnished to the Securities anchBrge Commission as an exhibit to such
Form 10-K. A signed original of this statement bagn provided to Qwest and will be retained by Qwasd furnished to the Securities and
Exchange Commission or its staff upon request.

Dated: February 16, 2006 /'s/  RicHARD C. N OTEBAERT
By:

Richard C. Notebaert
Chairman and Chief Executive Officer

Dated: February 16, 20( /sl ORENG. SHAFFER
By:

Oren G. Shaffer
Vice Chairman and Chief Financial Officer



