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Subject to Completion, Dated , 2004

The information in this prospectus is not completeand may be changed. We may not sell these securdtientil the registration statement
filed with the Securities and Exchange Commissiorsieffective. This prospectus is not an offer to $ehese securities and it is not
soliciting an offer to buy these securities in angtate where the offer or sale is not permitted.

PROSPECTUS

$1,500,000,000

Qwest Corporation

Exchange Offer for All Outstanding

8 7/ 8% Notes due 2012
(CUSIP Nos. 74913G AB1 and U7490R AA7)
for new

8 7/ 8% Notes due 2012
which have been registered under the Securities Acf 1933

This exchange offer will expire at 5:00 p.m., Nework City time,
on , 2005, unless extended.

The Exchange Notes:

. The terms of the registered 88 % notes to be issued in the exchange offer areaniimly identical to the terms of the
outstanding 8/ 8% notes, except that the transfer restrictiongstegion rights and additional interest provisisakating to the
outstanding notes will not apply to the exchangeso

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

Material Terms of the Exchange Offer:

. The exchange offer expires at 5:00 p.m., New Yaiti thne, on , 2005, unlesdended.

. Upon expiration of the exchange offer, all outstagdotes that are validly tendered and not witharavill be exchanged for &
equal principal amount of exchange notes.

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

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

. The exchange of the exchange notes for outstamditess will not be a taxable exchange for U.S. Fadecome tax purpose

. There is no existing public market for the outstagcotes or the exchange notes. We do not intefidttthe exchange notes on

any securities exchange or quotation system.
See "Risk Factors" beginning on page 12.

Neither the Securities and Exchange Commissiorangrstate securities commission has approved apgi©ved of these securities or
passed upon the adequacy or the accuracy of tlisparctus. Any representation to the contrary isimioal offense

Prospectus dated , 2004
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We have not authorized anyone to give any informadin or make any representation about us that is diéfrent from or in addition
to that contained in this prospectus. Therefore, iinyone does give you information of this sort, yoshould not rely on it as authorized
by us. If you are in a jurisdiction where offers tosell, or solicitations of offers to purchase, theecurities offered by this document are
unlawful, or if you are a person to whom it is unlavful to direct these types of activities, then theffer presented in this document does
not extend to you. You should assume that the infaration contained in this prospectus is accurate oplas of the date on the front of thi
prospectus, regardless of the date of delivery ohis prospectus or the sale of the securities madeteunder.

WHERE YOU CAN FIND MORE INFORMATION

QC files annual, quarterly and special repand other information with the Securities axdtltange Commission, or SEC. QC's SEC
filings are available to the public over the Inetrat the SEC's web sitefdtp://www.sec.govYou may also read and copy any document QC
files with the SEC at the SEC's public referenaawdocated at 450 Fifth Street, N.W., WashingtorC [20549. Please call the SEC at 1-800-
SEC-0330 for further information on the operatidth@ public reference room. In addition, our ukite parent, QCII, also files reports and
other information with the SEC and investors areoeimaged to review these as well.

QC will provide without charge to each mer$o whom a copy of this prospectus has beenetelily who makes a written or oral reque
copy of the filings of QC and any and all of theedments referred to herein, including the regisiratights agreement and indenture for the
notes, which are summarized in this prospectusyriting or calling us at the following address elefpphone number.

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

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




IMPORTANT NOTICE

We issued the outstanding notes in a pFitr@nsaction in March 2002. The registration sgigreement we entered into with the initial
purchasers of the outstanding notes in connectitintheir issuance provides that, under certaiourirstances, holders of outstanding notes
have rights to increased interest in addition todtated interest rate of the outstanding noteddltonal Interest") and to require us to file
certain registration statements. We were previoushble to file any of these registration statemeloie to delays associated with the
restatement of our financial statements for 20a1 2000. However, we have now filed a registrati@atesnent on Form S-4 to register the
issuance of the exchange notes in exchange fanutstanding notes. Upon the exchange of your audstg notes for exchange notes, you will
waive any right you may have to receive any Addiilointerest accruing after the exchange of yotstanding notes for exchange notes or to
have a shelf registration statement filed with eespo the notes. See "The Exchange Offer—FilinRedistration Statements."




GLOSSARY OF TERMS

Our industry uses many terms and acronyratsrhay not be familiar to you. To assist you iadiag this prospectus and the documents
incorporated by reference herein, we have provisddw definitions of some of these terms.

. Access Lines.Telephone lines reaching from the customer's {@&srto a connection with the public switched tbtepe
network. When we refer to our access lines we nadlayur consumer, wholesale and business access limcluding those used
by us and our affiliates.

. Asynchronous Transfer Mode (ATMA broadband, network transport service that plesia fast, efficient way to move large
guantities of information.

. Competitive Local Exchange Carriers (CLEC Telecommunications providers that compete witinygzroviding local voice
services in our local service area.

. Customer Premises Equipment (CPEJelecommunications equipment sold to a custoo®rally in connection with our
providing telecommunications services to that cogo

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

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

. Frame Relay A switching technology that allows data to trawveindividual packets of variable leng!

. Incumbent Local Exchange Carrier (ILEC A traditional telecommunications provider, sushQwest, that, prior to tt

Telecommunications Act of 1996, had exclusive rigid responsibility for providing local telecommeatiions services in its
local service area.

. Integrated Services Digital Network (ISDI' A telecommunications standard that uses digitalsmission technology to supg
voice, video and data communications applicatiores oegular telephone lines.

. Interexchange Carriers (IXCs Telecommunications providers that provide l-distance services to end users by handling
that are made from a phone exchange in one LAT#ntexchange in another LATA or between exchangdsméa LATA.

. InterLATA long-distance servicesTelecommunications services, including "800" ga¥s, that cross LATA boundaries.

. Internet Dial Access.Provides ISPs and business customers with a @mapsive, reliable and cost-effective dial-up nekwo
infrastructure.

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

. Internet Service Providers (ISPsBusinesses that provide Internet access to @iatbmers.

. IntraLATA lon¢-distance service: These services include calls that terminate detaicaller's local calling area but within tr

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

. Local Access Transport Area (LATAA geographical area in which telecommunicatiorjolers may offer services. There
163 LATAs in the United States and 27 in our lcgslvice area.




Local Calling Area A geographical area, usually smaller than a LAWA&hin which a customer can make telephone «
without incurring long-distance charges. Multippe4l calling areas make up a LATA.

Private Lines. Direct circuits or channels specifically dedichte the use of an end-user organization for thhpgse of directly
connecting two or more sites.

Public Switched Telephone Network (PST The worldwide voice telephone network that isemsible to every person witt
telephone and a dial tone.

Unbundled Network Elements (UNEs) Platform (UNE-B)iscrete elements of our network that are soleased to
competitive telecommunications providers.

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

Voice over Internet Protocol (VolF An application that provides r-time, twc-way voice capability originating in the Interr
protocol over a broadband connection.

Web Hosting. The providing of space, power and bandwidth itad&nters for hosting of customers' Internet egeipt.

iv




PROSPECTUS SUMMARY

This prospectus summary contains basic informatioout us and this exchange offer, but does notaoal! the information that is
important to you. For a more complete understandifithis exchange offer, we encourage you to rb&dantire prospectus and the documt
we refer you to. You should carefully considerittiermation set forth under "Risk Factors." In atidn, certain statements are forward-
looking statements which involve risks and uncati@s. See "Forward-Looking Statements."

As used in this prospectus, unless the contextwibe requires or indicates:

. "notes" refers to the outstanding notes and the anxgé notes offered in the exchange offer, collelyt

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

. "QSC" refers to Qwest Services Corporation, a Cadtar corporation, which is the direct parent of QC;

. "QCII" refers to Qwest Communications Internatiofrad., a Delaware corporation, which is the direerpnt of QSC, an

indirect parent of QC;

. "QCF" refers to Qwest Capital Funding, Inc., a Cado corporation, which is a wholly owned financ#sidiary of QCII; and
. "QCC" refers to Qwest Communications CorporatioMedaware corporation, which is another wholly owrmdsidiary o
QScC.

When we refer to "we", "us" and "our" in this prespus, we are referring to QC and its consolidagatisidiaries, unless the context
indicates otherwise.

Furthermore, as used in this prospectus, unlesstmext otherwise requires or indicates:

. "audited consolidated financial statements” refeotw audited consolidated financial statementstfar fiscal years ende
December 31, 2003, 2002 and 2001, which are coathin this prospectus;

. "unaudited consolidated financial statements" rééeour unaudited consolidated financial statemdatghe nine month perio
ended September 30, 2004 and 2003, which are cwdan this prospectus; and

. "consolidated financial statements" refer gener&dlypoth our audited consolidated financial statetseand our unaudite
consolidated financial statements.

All financial data provided in this prospectuslietfinancial information of QC and its consolidatesidiaries, unless otherwise
disclosed.

The Company

We provide local telecommunications andtedl services, long-distance services and dat&ided services within our local service area,
which consists of the 14-state region of Arizonaldtado, Idaho, lowa, Minnesota, Montana, Nebrablay Mexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming. Ouratens are included in the consolidated operatareur ultimate parent, QCII, and
generally account for the majority of QCII's condated revenue. Our telecommunications productssandces are provided through our
traditional telephone network located within outdbservice area. In addition to our operations|I@@intains a wireless business (comprised
of the wireless operations we transferred to aifisgéf in May 2004) and a national fiber optic netw. Through its fiber optic network, QCII
provides certain long-distance services and daldraernet access services that we do not provide.

1




We market and sell our products and sesvice&eonsumer and business customers. In generabusiness customers fall into the
following categories:

. small businesses;

. national and global business

. governmental entities; ar

. public and private educational institutions.

We also provide our products and servioagther telecommunications providers on a wholesakts. We seek to distinguish ourselves
from our competitors through our recent and coritigicustomer service initiatives.

Recent Developments
Settlement with the Securities and Exchange Coriomiss

On October 21, 2004, QCII entered intotdesaent with the SEC, concluding a formal inveatign concerning its accounting and
disclosures, among other subjects, that began it 2Q02. In connection with this settlement, tHeCSfiled a complaint against QCII in fede
district court in Denver, Colorado. The complailkt@es violations of several provisions of the fedsecurities laws, including the anti-fraud
provisions, relating principally to QCII's finanti@porting and disclosures. QCII agreed, withalméting or denying the allegations of the
complaint, to consent to the entry of a final judgrn The final judgment, which was entered by tharton November 4, 2004, among other
things, enjoins QCII from future violations of cairi provisions of the securities laws and requ€dl to pay a civil money penalty of $250
million in two installments of $125 million eaché first of which was paid on December 6, 2004 thedsecond must be paid by Decembe;
2005), plus $1.00 as nominal disgorgement. Thevestiscussed in Note 8—Subsequent Events to cawdited condensed consolidated
financial statements included in this prospectatuites the $250 million civil money penalty to kaédto the SEC pursuant to the settlement.
The reserve is recorded at QCII. No portion of @@l reserve has been reflected in either our imemaudited condensed consolidated
financial statements for the period ended Septer®®e2004 or our annual audited consolidated fir@rstatements for the period ended
December 31, 2003, both of which are included is pinospectus. The payments for the settlementbsitpplied to the reserve when paid.

The final judgment also requires QCII toimi@in a Chief Compliance Officer with specifiedtids and to continue to cooperate with the
SEC's ongoing investigation of individuals. At tirae of the settlement, the SEC announced thagittiee penalty amount would be distribu
to investors pursuant to the Fair Fund provisiothefSarbanes-Oxley Act of 2002 (the "SarbanesyOxtt"). QCII anticipates that this
distribution will occur under the supervision oétfederal district court pursuant to a plan ofribsition to be proposed by the SEC and
approved by the court.

Notes Offering. On November 23, 2004, we issued $250 milliogragate principal amount of our 7.875% notes dyse®eber 1, 2011,
bringing the total principal amount outstandingso€h series to $825 million, of which $575 millimnaggregate principal amount was issue
August 2004. The aggregate net proceeds from fieeireg of $264 million have been or will be used general corporate purposes, including
funding or refinancing our investments in telecomination assets.

Repayment of 7.20% NotesWe repaid $181 million in aggregate principacant of our 7.20% notes which matured on Noveniber
2004.

Corporate Information

We were incorporated in 1911 under the lafithe State of Colorado. We are wholly owned t8GQwhich is wholly owned by QCII.
Pursuant to a merger between QCIl and U S WEST (tnr pre-merger parent) on June 30, 2000 (therggrg), QCII acquired all the
operations of U S WEST and its subsidiaries antb@ame an indirect wholly owned subsidiary of QCII.

Our principal executive offices are locaééd.801 California Street, Denver, Colorado 8020%] our telephone number is (303) 90O
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Our Corporate Structure

The following chart illustrates the corperatructure and debt capitalization of QCII arsccibnsolidated subsidiaries as of September 30,
2004, pro forma as adjusted for the following:

. the November 23, 2004 issuance by QC of $250 millibaggregate principal amount of its 7.875% ndigs September
2011; and

. the repayment at maturity of $181 million in aggregprincipal amount of QC's 7.20% Notes, whichuret on November 1,
2004.

This chart is provided for illustrative pases only and does not represent all legal entifi€)Cll and its consolidated subsidiaries or all
obligations of such entities. For more informat@nour outstanding indebtedness, see "Descripfi@tleer Indebtedness."

Total Consolidated Debt: $17.3 Billion (Pro forma))

Qwest Communications

International Inc,  |g——31.877 milion of notes™
{ ”QCII”_}
Qwest Capital Qwest Services ——— 5750 milkon cradit faclity (undrawn)™
lruﬂ{liﬂi_.‘,, Inc. Cor pﬂrﬂtiﬂl’l f—— 53,377 million of senior subordinated notes™
("QCF") ("QS8C")
53,820 million of senior noles
Qwest Communications Qwest
. Corporation
Corporation ("QC")
it T
{ QLL ) {Issuer of the nates}
T i ez : 7
$414 ibion of senior Hotes £1,500 million of the uu!ﬁtandlng 8" notes
§1,750 milfion term loan™
£4,537 million of other notes™
1 Total consolidated debt (pro forma) consists offdte value of total current and long-term borraygiof QCII and its consolidated subsidiaries, a@éjlisis set forth above, and
1)

further adjusted for an addition of $110 milliorr fmpital lease obligations and notes payablephdiscounts and premiums on certain of our debt.

) Includes $1,845 million in aggregate principal amioof notes guaranteed by QSC. The QSC guaranteeseured by a junior lien on certain assets o Qi&luding the stock of
QC and all debt owed to QSC (the "QSC Collateral").

3) This $750 million revolving credit facility (the 4 QSC Credit Facility") is secured by a firsiopity lien on the QSC Collateral. The credit fagilis currently undrawn and is
therefore not reflected in our total consolidatethitd{pro forma). The amount of borrowings under2fe4 QSC Credit Facility is restricted under dertarcumstances as further
discussed in "Management's Discussion and Anabfdtsnancial Condition and Results of Operatiomsthiis prospectus.

(4) These notes are secured by a junior lien on the Q&fateral.

(5) All existing indebtedness for borrowed money of @@nsecured and ranks pari passu with the notes.
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Summary of the Exchange Offer

The following is a summary of the principal ternishe exchange offer. A more detailed descriptiocantained in the section "The
Exchange Offer." The term "outstanding notes" meferour outstanding ’/ 8 % notes due 2012 which were issued on March 122.20i6e

term "exchange notes" refers to ouf 88 % notes due 2012 offered by this prospectus, wisle been registered under the Securities Act.
term "indenture" refers to the indenture that goweboth the outstanding notes and the exchange.note

The Exchange Offer We are offering to exchange $1,000 principal amadimur exchange notes, which
have been registered under the Securities Act 88,18 amended, or the Securities
Act, for each $1,000 principal amount of the outdiag notes. As of the date of this
prospectus, $1,500,000,000 aggregate principal ahafunotes are outstanding. We
issued the outstanding notes in a private trarmaétir resale pursuant to Rule 144A of
the Securities Act. The terms of the exchange ratesubstantially identical to the
terms of the outstanding notes, except that thestea restrictions, registration rights
and rights to increased interest in addition todfaéed interest rate on the outstanding
notes ("Additional Interest") provisions relatirgthe outstanding notes will not apply
to the exchange note

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

Expiration Date The exchange offer will expire at 5:00 p.m., NewR Gity time, on
2005, unless the exchange offer is extended ichwvbase, the expiration date will be
the latest date and time to which the exchange affextended. See "The Exchange
Offer—Terms of the Exchange Offer; Expiration Dal

Conditions to the Exchange Offer The exchange offer is subject to customary comiitisee "Exchange Offer—
Conditions to the Exchange Offer," some of whichmaegy waive in our sole discretion.
The exchange offer is not conditioned upon any mim principal amount of
outstanding notes being tender

Procedures for Tendering Outstanding Notes You may tender your outstanding notes through beraky transfer in accordance with
The Depository Trust Company's Automated Tendeeil®rogram, known as ATOP.
If you wish to accept the exchange offer, you m

. complete, sign and date the accompanying lettemagmittal, or a facsimile
the letter of transmittal, in accordance with thstiuctions contained in the
letter of transmittal, and mail or otherwise detitlee letter of transmittal,
together with your outstanding notes, to the exgbeaagent at the address set
forth under "The Exchange Of—The Exchange Agent;" «

. arrange for The Depository Trust Company to trahsoihe exchange agent
certain required information, including an agent&sssage forming part of a
book-entry transfer in which you agree to be bolbypdhe terms of the letter of
transmittal, and transfer the outstanding notesgotndered into the exchange
agent's account at The Depository Trust Comp

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

See "The Exchange Of—How to Tender Outstanding Notes for Exchan

Guaranteed Delivery Procedures If you wish to tender your outstanding notes antktivill not permit your required
documents to reach the exchange agent by the &rpigate, or the procedures for
book-entry transfer cannot be completed by therakipin date, you may tender your
outstanding notes according to the guaranteedatglprocedures described in "The
Exchange Offe—Guaranteed Delivery Procedure

Special Procedures for Beneficial Owners If you beneficially own outstanding notes registeire the name of a broker, dealer,
commercial bank, trust company or other nomineeyandwish to tender your
outstanding notes in the exchange offer, you shooiidact the registered holc



promptly and instruct it to tender on your beh&Ke "The Exchange Offer—How to
Tender Outstanding Notes for Exchang

Withdrawal of Tenders You may withdraw your tender of outstanding noteargy time on or prior to 5:00 p.r
New York City time, on the expiration date by delilmg a written notice of withdraw
to the exchange agent in conformity with the praced discussed under "The
Exchange Offe—Withdrawal Rights.'

Acceptance of Outstanding Notes and Delivery Upon consummation of the exchange offer, we witlegt any and all outstanding no

Exchange Notes that are properly tendered in the exchange offdrrent withdrawn prior to 5:00 p.m.,
New York City time, on the expiration date. The lexgge notes issued pursuant to
exchange offer will be delivered promptly after eggimnce of the tendered outstanding
notes. See "The Exchange O—Terms of the Exchange Offer; Expiration Da




Registration Rights Agreement

Resales of Exchange Notes

The registration rights agreement that we enterexwith initial purchasers of the
outstanding notes in connection with their issugsmoeided that, under certain
circumstances, holders of outstanding notes haytsto Additional Interest and to
require us to file certain registration statemews. were previously unable to file any
of these registration statements due to delayseded with the restatement of our
financial statements for 2001 and 2000. Upon thleharge of your outstanding notes
for exchange notes, you will waive any right youyrhave to accrue Additional Intert
after the exchange of your outstanding notes foharge notes or to have a shelf
registration statement filed with respect to thteeroSee "The Exchange Offer—Filing
of Registration Statements

We believe that the exchange notes issued in ttieaege offer may be offered for
resale, resold or otherwise transferred by youautitompliance with the registration
and prospectus delivery requirements of the Seesirct, provided tha

. you are not an "affiliate" of our:

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

. you have no arrangement or understanding with @nyom to participate in tt
distribution of the exchange notes issued to yahénexchange offe

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

. if you are a broker-dealer, you will receive thelange notes for your own

account, the outstanding notes were acquired byagauresult of market-
making or other trading activities, and you willider a prospectus when you
resell or transfer any exchange notes issued iexbbange offer. See "Plan of
Distribution” for a description of the prospectdidery obligations of broker-
dealers in the exchange off

If you do not meet these requirements, your resfilbe exchange notes must comply
with the registration and prospectus delivery regients of the Securities A

Our belief is based on interpretations by the sifthe SEC, as set forth in no-action
letters issued to third parties. The staff of tR&CShas not considered this exchange
offer in the context of a no-action letter, and @a@not assure you that the staff of the
SEC would make a similar determination with respedhis exchange offe

Consequences of Failure to Exchange Your
Outstanding Notes

Exchange Agent

If our belief is not accurate and you transfer achange note without delivering a
prospectus meeting the requirements of the federlrities laws or without an
exemption from these laws, you may incur liabilityder the federal securities laws.
do not and will not assume, or indemnify you aggitiss liability.

See "The Exchange Of—Consequences of Exchanging Outstanding No

If you do not exchange your outstanding notes énetkchange offer, your outstanding
notes will continue to be subject to the restricsion transfer provided in the
outstanding notes and in the indenture. In gendiralputstanding notes may not be
offered or sold unless registered or sold in asaation exempt from registration under
the Securities Act and applicable state secutities. Accordingly, the trading market
for your untendered outstanding notes could be raéleaffected

See "The Exchange Of—Consequences of Failure to Exchange OutstandingsN'

The exchange agent for the exchange offer is JdPgdh Trust Company, National
Association. For additional information, see "Thekange Offe—Exchange Agent



Certain Federal Income Tax Consequences

and the accompanying letter of transmit

The exchange of your outstanding notes for exchaotgs will not be a taxable
exchange for United States federal income tax mepdou should consult your own
tax advisor as to the tax consequences to you oftlexchange offer, as well as tax
consequences of the ownership and disposition ofelexchange noted-or additiona
information, see "Certain United States Federabime Tax Considerations
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Summary of the Terms of the Exchange Notes

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

Issuer Qwest Corporatior

Securities Offered $1,500,000,000 aggregate principal amount 6f 8% Notes due March 15, 2012.
Maturity Date March 15, 2012

Interest Payment Dati March 15 and September !

Interest Rate 87/ 8% per year, payable semi-annually in arrears.

Ranking of Notes The notes are unsubordinated, unsecured obligadfo@<€, ranking equally with all «

its existing and future unsubordinated, unsecunddhtedness. Neither our direct
parent corporation, QSC, nor our ultimate parempa@a@tion, QCII, guaranteed the
payment of principal, premium, if any, or interestthe notes

Redemption We may, at our option, redeem the notes in whongttime or in part from time to
time, at redemption prices determined as descuipe@r "Description of the
Exchange Note—Optional Redemption'

Certain Covenants The notes are governed by an indenture, dated @stober 15, 1999, as
supplemented by the officers' certificate estabiiglthe terms of the notes, betwee!
and J.P. Morgan Trust Company, National Associat@snsuccessor in interest to
Bank One Trust Company, N.A.), as trustee. Therihgte contains limitations on the
incurrence of liens on our assets and on certaig@ng or consolidations and transi
of assets. These covenants are subject to excep8ee "Description of Exchange
Note—Certain Covenants

Form and Denomination The exchange notes will be initially issued onlyhe form of global notes. Except as
otherwise provided under the indenture, holdethefexchange notes will not be
entitled to receive physical delivery of definitiegchange notes or to have exchange
notes issued and registered in their names andatilbe considered the owners of the
exchange notes under the indenture governing ttes:

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

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

The following table sets forth our summaAistorical consolidated statement of operationa éat each of the fiscal years ended
December 31, 2003, 2002, 2001, 2000 and 1999,arebth of the nine month periods ended Septenth&20®4 and 2003, our summary
consolidated balance sheet data as of Decemb@0838, 2002 and 2001, and September 30, 2004, atadrcether financial data for each of
the fiscal years ended December 31, 2003, 2002@0d, and for each of the nine month periods eiS#grlember 30, 2004 and 2003. The
summary historical consolidated statement of opmratdata and the other financial data for eadhefiscal years ended December 31, 2003,
2002 and 2001 and the summary consolidated bakirest data as of December 31, 2003 and 2002 weveddérom, and are qualified by
reference to, our audited consolidated financitieshents contained in this prospectus. The sumhistgrical consolidated balance sheet data
as of December 31, 2001 and the summary histaraadolidated financial data for the years endedebBder 31, 2000 and 1999 are derived
from our unaudited consolidated financial statemmenhich are not included in this prospectus. Turareary historical consolidated financial
data as of and for each of the nine month periode@ September 30, 2004 and 2003 were deriveddromnaudited condensed consolidated
financial statements also included in this proggedDur unaudited condensed consolidated finastaééments have been prepared on the
basis as our audited consolidated financial statésrend, in the opinion of management, includadjiistments, consisting only of normal
recurring adjustments, considered necessary fair @fesentation of our financial condition andutesof operations for such periods.
Operating results for the nine month period endgot&nber 30, 2004 are not necessarily indicatiteefesults that may be expected for the
year ended December 31, 20

This summary financial data should be ri@azbnjunction with, and are qualified in their ieaty by reference to, "Management's
Discussion and Analysis of Financial Condition &webults of Operations” and our consolidated fir@rstatements and related notes, all of
which are included in this prospectus.

Nine Months Ended
September 30, Year ended December 31

2004 2003 2003 2002 2001 2000 1999

(unaudited) (unaudited) (unaudited)
(Dollars in millions)

Consolidated Statement o
Operations Data:

Operating revenu $ 7,741 $ 817/ $ 10,81 $ 11,37¢ % 12,00 $ 11,81 $ 11,24
Operating expenst 6,04: 6,33( 8,49¢ 8,42¢ 8,76¢ 9,12¢ 8,01¢
Operating incomi 1,69¢ 1,84« 2,312 2,95( 3,24( 2,68¢ 3,22

Income from continuing

operations before cumulative

effect of change in accounting

principle 77€ 87¢ 1,08: 1,50z 1,76¢ 1,28¢ 1,75¢
Loss from discontinue

operations, net of taxes of $34

$152, $159, $444, $227, $215

and $117 53 23¢ 252 697 361 34z 19¢
Net income(2, 72t 857(1) 1,05((1) 80¢ 1,407 90s 1,56
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As of As of

September 30, December 31,
2004 2003 2002 2001
(unaudited) (unaudited)

(Dollars in millions)

Consolidated Balance Sheet Datz¢

Cash and cash equivale $ 45z $ 921 $ 2271 $ 131
Total asset 19,92¢ 21,93; 22,66¢ 24,47
Total debt(3! 7,58¢ 7,75¢ 7,26( 7,26:
Total stockholder's equit 3,324(4) 3,077 4,49 4,57¢
Nine Months Ended
September 30, Year Ended December 31,
2004 2003 2003 2002 2001
(unaudited)

(Dollars in millions)

Other Financial Data:

Cash provided by operating activiti $ 2,34: $ 3,851 $ 4,82¢ $ 456z $ 4,14t
Cash used for investing activiti (1,127 (1,200 (1,667) (2,51¢) (4,147
Cash (used for) provided by financing activit (1,685 (1,474 (2,45¢) (1,959 34
Capital expenditure 1,137 1,17¢ 1,63¢ 1,74¢ 4,24¢
Cash dividends declar¢ 2,66¢ 1,39¢ 2,30¢ 80¢& 1,407

Nine Months

Ended
September 30, Year ended December 31,

2004 2003 2003 2002 2001 2000 1999

Ratio of earnings to fixed charges (unaudited 3.6x 4.0x 3.7x 4.8x 5.8x 4.7x 7.4

(1) Net income for 2003 and the nine months ended 8##e30, 2003 includes a one-time net benefiténamount of $219 million from
a change in accounting principle related to thepéido of SFAS No. 143. See Note Basis of Presentation in our unaudited conde
consolidated financial statements for the threerdand months ended September 30, 2004 includeudptospectus.

(2)  Amounts that follow in this footnote are on an effex basis.
. Net income for the nine months ended Septembe2@® includes impairment charges of $23 million bedefits of

$27 million relating to favorable customer bankmypsettlements and $20 million related to the impdtche Medicare
Prescription Drug and Modernization Act of 2003(tiMedicare Act").

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

. 2002 net income includes a net charge of $9 milirMerger-related, restructuring and other (a=di

. 2001 net income includes charges aggregating $ii@mfor restructuring and Merger-related, resturing and other charges,

a charge of $136 million for a depreciation adjustitnon access lines returned to service, a chdrg&omillion for asset
impairments, and a gain of $31 million on the sdleural exchanges.
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(3)  Total debt consists of the face value of total entiand lon-term borrowings of QC and its consolidated subsielia plus capital leas
obligations and notes payable, net of discountsprechiums. Total debt does not include dividendsapke.

4) Total stockholder's equity includes the impactmeaguity infusion of $2.185 billion in the quaremded June 30, 2004.
(5) "Earnings" for the purpose of this ratio are ungediand are computed by adding income before indemes, discontinued operations,
cumulative effect of changes in accounting priresphnd fixed charges (excluding capitalized intgr&Sixed charges" consist of

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

The exchange notes involve substantial risks sirtdléhose associated with the outstanding notesuriderstand these risks you should
consider carefully the risk factors set forth beld@gether with all of the other information inckdlin this prospectus.

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

There is no existing public market for thestanding notes or the exchange notes. We dimtewtd to apply for listing of the exchange
notes on a securities exchange or quotation systhmliquidity of any trading market in the notasd the market prices quoted for the notes,
may be adversely affected by changes in the overalket for these types of securities, and by chaimg our financial performance or
prospects or in the prospects for companies inrmustry generally. As a result, we cannot assoretfiat you will be able to sell the notes or
that, if you can sell your notes, you will be atesell them at an acceptable price.

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

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

In general, you may offer or sell your ¢atgling notes only if they are registered underSbeurities Act and applicable state securities
laws, or if they are offered and sold under an gx¢ém from those requirements. If a substantial amef the outstanding notes is exchanged
for a like-amount of the exchange notes issuetiereikchange offer, the liquidity of your outstarditotes could be adversely affected. See
"The Exchange Offer—Consequences of Failure to &mngh Outstanding Notes" for a discussion of aduiconsequences of failing to
exchange your outstanding notes.

Risks Relating to the Notes

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

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of September 32, 2fur consolidated debt was $7.6 billion,
which is included in QCII's total consolidated deb$17.2 billion as of such date. A consideralst@mant of our and QCIlI's debt obligations
come due over the next few years. While we curydmtlieve we, together with QCII, will have thedimcial resources to meet our obligations
when they come due, we cannot anticipate what o@Qil's future condition will be. We may have upekted costs and liabilities and we r
have limited access to financing.

In addition to our periodic need to obthirancing in order to meet our debt obligationsreesy come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotie@ale of non-strategic assets) if cash
provided by our and QCIlI's operations does not awer if revenue and cash provided by operationsimoa to decline if economic conditions
weaken, if competitive pressures increase, or ibw@®CII become subject to significant judgmentd/ansettlements as further discussed in
"Business—Legal Proceedings" and in "Managemerigsussion and Analysis of Financial Condition aresi&ts of Operations—Liquidity
and Capital Resources." Also, we may be impactefhtiprs relating to or affecting QCII's liquidity
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and capital resources due to perception in the ebairkpacts on credit ratings, or provisions in and QCII's financing agreements that may
restrict our flexibility under certain conditions.

The 2004 QSC Credit Facility has a crogsment default provision, and the 2004 QSC Creddilfga and certain other debt issues of
QCIl and its other subsidiaries have cross acdierarovisions. When present, such provisions @édalve a wider impact on liquidity than
might otherwise arise from a default or acceleratiba single debt instrument. Any such event caddersely affect our ability to conduct
business or access the capital markets and couttsaly impact our credit ratings. In addition, 8894 QSC Credit Facility contains various
limitations, including a restriction on using anppeeds from the facility to pay settlements ogjuénts relating to the investigations and
securities actions discussed in "Business—Legatd&dings—Legal Proceedings Involving QCll—Invedimyas and Securities Actions" in
this prospectus.

QCllI's high debt levels could adversely aoipour credit ratings. Additionally, the degreemaich we, together with QCII, are leveraged
may have other important limiting consequencesauiticlg the followings including the following:

. placing us at a competitive disadvantage as cordpaith our less leveraged competitors, includingnedhat have significant
reduced their debt through bankruptcy proceedings;

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

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

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

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

We have historically declared and paid tagdividends to our direct parent, QSC, basecherearnings of our wireline operations. In
July 2004, we modified our dividend practice todvede our financial needs, cash position and cpedftle with those of our parent. As a res
going forward, we may declare and pay dividendsxicess of our earnings to the extent permittedopjieable law. In addition, our debt
covenants, including the indenture under whichribies are to be issued, do not limit the amounivalends we can pay to our parent.

The debt agreements of QCII and QC will allow eaithincur significantly more debt, which, could exatbate the other risks described
herein.

The terms of QCII's and our debt instruraga@rmit both QCII and us to incur additional inelmess. Such debt may be necessary to
comply with regulatory obligations to maintain Q€lbr our assets, to satisfy regulatory servicgahbns, to adequately respond to
competition or for financial reasons alone. Incratakborrowings or borrowings at maturities thapose additional financial risks to our
various efforts to improve our financial conditiand results of operations could exacerbate the ofies described herein.

The notes will not contain restrictive covenantsydathere is limited protection in the event of aatge of control.

The indenture governing the notes doesaootain restrictive covenants that would proteat from several kinds of transactions that may
adversely affect you. In particular, the indentdoes not contain covenants that will limit our dZI@s ability to pay dividends or make
distributions on or redeem capital stock, reorgamiar business and operations, give the holdettseafiotes the right to require us to repurc
the notes in the event of a decline in our or GQitedit rating or the credit rating of our or Q€Mdebt securities or limit our ability to incur
additional indebtedness or guarantee
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our affiliates' indebtedness and, therefore, ptatea in the event of a highly leveraged transarctioother similar transaction.

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

The preparation of financial statements i@tated disclosures in conformity with generaltg@pted accounting principles in the United
States of America, or GAAP, requires managementdke judgments, assumptions and estimates that #fieeamounts reported in our
consolidated financial statements and accompamnyatgs. Our critical accounting policies, which described in this prospectus, describe the
significant accounting policies and methods usethénpreparation of our consolidated financialestegnts. These accounting policies are
considered "critical" because they require judgmeatsumptions and estimates that materially impactonsolidated financial statements
related disclosures. As a result, if future eveliffer significantly from the judgments, assumpsand estimates in our critical accounting
policies or different assumptions are used in therg, such events or assumptions could have aialdtepact on our consolidated financial
statements and related disclosures.

Risks Affecting Our Business

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

We compete in a rapidly evolving and higbmpetitive market, and we expect competitiomtensify. We have faced greater
competition in our core local business from caldmpanies, wireless providers (including our aftés), facilities-based providers using their
own networks as well as those leasing parts ohetwork (unbundled network elements) and reselRegulatory developments have
generally increased competitive pressures on osinbss, such as the recent decision allowing forbar portability from wireline to wireless
phones.

Due to these and other factors, we bel@rmapetitive telecommunications providers are n@érhindered by historical barriers to entry.
As a result, we are seeking to distinguish oursefk@m our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bijj improved customer support and other ongoingsomea. However, these initiatives are
new and untested. We may not have sufficient ressuto distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgegsally products for which we act as a reselleerkif we are successful, these initiatives r
not be sufficient to offset our continuing lossagtess lines. See "Management's Discussion ang#isalf Financial Condition and Results of
Operations” for more information regarding trenffe@ing our access lines.

We have also begun to experience and expehber increased competitive pressure from teteoanications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agausstAs a result of these increased
competitive pressures, we have been and may centinbe forced to respond with lower profit margioduct offerings and pricing scheme
an effort to retain and attract customers. Thessgures could adversely affect our operating ieamitl financial performance.

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

We anticipate that our capital requiremeatating to maintaining and routinely upgrading aetwork will continue to be significant in
the coming years. We may be unable to further Seamitly reduce our capital requirements or opagaixpenses, even if revenue is
decreasing. We also may be unable to significartiiyice the operating expenses associated withutunefcontractual cash
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obligations, including future purchase commitmentsich may in turn affect our operating resultscisnondiscretionary capital outlays and
operating expenses may lessen our ability to coenpéh other providers who face less significardreing requirements. While we believe
that our current level of capital expenditures wiket both our maintenance and our core growthinements going forward, this may not be
the case if circumstances underlying our expegctatahange.

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

The telecommunications industry is expetieg significant technological changes, and oulitghib execute on our business plans and
compete depends upon our ability to develop newlyts and accelerate the deployment of advancedsaexices, such as broadband data
video. The development and deployment of new prtsdcmuld require substantial expenditure of finahand other resources in excess of
contemplated levels. If we are not able to develeyw products to keep pace with technological adesnar if such products are not widely
accepted by customers, our ability to compete cbaelddversely affected and our market share caadtingt. Any inability to keep up with
changes in technology and markets could also aelyea$fect the trading price of our debt securi@sl our ability to service our debt.

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

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

If we fail to extend or renegotiate our collectivmrgaining contracts with our labor unions as thexpire 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 bargainingtcacts with our labor unions, which represent aigicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementheagexpire from time to time. If we fail to exteor renegotiate our collective bargaining
agreements, if disputes with our unions arisef oui unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a significantughson of operations, which could have a mateadlerse effect on our business. In
August 2003, we reached agreements with the Conuatioins Workers of America ("CWA") and the Inteinatl Brotherhood of Electrical
Workers ("IBEW") on new two-year labor contractach of these agreements was ratified by union mesrared expires on August 13, 2005.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the investigation of QClIrcently being conducted by the U.S. Attorney's @#ior the assessment bei
undertaken by the General Services Administratioouéd have a material adverse impact on us, on theing price for our debt securities,
and on our ability to access the capital markets.

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradba criminal investigation of QCIl's
business. QCII believes the U.S. Attorney's Officavestigating various matters that include tla@s$actions related to the various adjustm
and restatements
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described in QCII's annual report on Form 10-K/Atfte year ended December 31, 2002 and transadigingeen QCII and certain of its
vendors and certain investments in the securifitisase vendors by individuals associated withMhile QCII is continuing in its efforts to
cooperate fully with the U.S. Attorney's Officeiia investigation, QCII cannot predict the outcoofi¢his investigation.

Also, on June 17, 2004, in connection withinformal investigation, QCII received a letteorfi the SEC requesting certain information
concerning the methodologies used to calculateutsber of customers, subscribers and access @@H4.believes that similar requests have
been made to various other companies in the telsworications sector. QCII is cooperating with theCSE this matter. On July 23, 2004,
QCII received from the Federal Communications Cossion, or FCC, a letter stating that the requeshbySEC raised concerns about the
accuracy of certain information periodically sulteitto the FCC by QCII. The FCC requested that @&liew information QCII submitted to
the FCC for 2003 and affirm its accuracy or filgpagpriate revisions of these submissions. QClldwels that similar requests from the FCC
have also been made to other telecommunicationpaoies.

Also, the General Services AdministrationGSA, is conducting a review of all contractshaQClI for purposes of determining present
responsibility. On September 12, 2003, QCII wasrimfed that the Inspector General of the GSA haetred to the GSA
Suspension/Debarment Official the question of wle@®CII (including us and its other subsidiaridsdd be considered for debarment. QCII
is cooperating fully with the GSA and believes thand we will remain suppliers of the Federal gamment; however, if it and we are not
allowed to be suppliers to the Federal governnieatd we would lose the ability to expand the gms we could provide to a purchaser of
telecommunications services that has historicapresented between 2% and 3% of QCII's consoligatadal revenue.

An adverse outcome with respect to the Bt&rney's Office investigation or the GSA evaloatcould have a material and significant
adverse impact upon QCII and us.

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

Several lawsuits have been filed againsti S well as certain of QCII's past and preséfiters and directors. These lawsuits include
putative class action lawsuits in which the pldfatallege numerous violations of securities lalmsone of these actions, lead counsel for the
plaintiffs has indicated that plaintiffs will seelkmages in the tens of billions of dollars. Foeadtiption of these legal actions, see "Business—
Legal Proceedings."

The investigations and securities acticescdbed in "Business—Legal Proceedings” presetgnafand significant risks to QCII. The
size, scope and nature of the restatements ofr@u€@Q&I11's consolidated financial statements fordl2001 and 2000 affect the risks presented
by these investigations and actions, as these maatteolve, among other things, QClII's prior acding practices and related disclosures.
Plaintiffs in certain of the securities actions éalleged QCII's restatement of items in suppotheir claims. QCII can give no assurance as to
the impacts on its financial results or financiahdition that may ultimately result from all of 8eematters; however, QCII recently settled the
investigation of it by the SEC, as described im¥pectus Summary—Recent Developments." In Dece&0f¥8, QCII recorded a charge in its
financial statements amounting to $200 million @miection with these matters, and in June 2004] €Cbrded an additional charge of
$300 million. The total reserve as of June 2004uished a reserve for the SEC investigation that sedied in October 2004. QCII recently
recorded a further charge of $250 million, bringthg aggregate amount of the reserve to $750 mjliihich represents the payment to be
made to the SEC (as discussed in more detail insfferctus Summary—Recent Developments") and thermaimiestimated amount of loss
QCII believes is probable with respect to the si@esractions. The ultimate outcomes of the renmgjmhatters are still uncertain and there is a
significant possibility that the
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amount of loss QCII may ultimately incur could histantially more than the reserve QCII has pravide

QCII continues to defend against the séiegractions vigorously. However, QCII is currenilyable to provide any estimate as to the
timing of the resolution of these actions. Any leetient of or judgment in one or more of these astisubstantially in excess of QCII's recot
reserves could have a significant impact, and @&l give no assurance that it will have the resmsiavailable to pay any such judgment. In
the event of an adverse outcome in one or morkeeasiet matters, QCII's ability to meet its debt sErabligations and its financial condition
could be materially and adversely affected. As allytowned subsidiary of QCII, our business openadiand financial condition would be
similarly affected.

Further, given the size and nature of @GlHd our business, QCII and we are subject frora td time to various other lawsuits which,
depending on their outcome, may have a materiaradveffect on our financial position. Thus, we gase no assurances as to the impacts on
our financial results or financial condition aseault of these matters.

Continued scrutiny of our financial disclosure codlreduce investor confidence and cause the tradpmgge for our debt securities to declir

As a result of QClII's accounting issues tiredincreased scrutiny of financial disclosur@gstor confidence in QCII has suffered and
could suffer further. As discussed earlier, the.lABorney's Office is currently conducting an istigation of, without limitation, transactions
related to the various adjustments and restatendestsibed in QCII's annual report on FormKI®-for the year ended December 31, 2002
transactions between QCII and certain of its vesdmd certain investments in the securities oféh@ndors by individuals associated with it.
Although, as described above, QCII has entereddrgettlement with the SEC concerning its invesiigeof QCII, the SEC continues to
investigate the conduct of individuals.

A criminal trial of four former QCIl empl@gs concluded in April 2004, resulting in the coatplacquittals of two of these former
employees and no complete resolution as to thegebagainst the other two former employees. Sulesedo the trial, one of these other
individuals pleaded guilty to a felony charge arskaond pleaded guilty to a misdemeanor chargeitidddl civil and criminal trials could tal
place in the future. Evidence that is introducesdeth trials may result in further scrutiny by goweental authorities and others.

The existence of this heightened scrutimy these pending investigations could adversebcafhvestor confidence and cause the 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 extensiverigdegulation, including the Communications ALi834, as amended, and FCC regulations
thereunder. We are also subject to the applicaws Bnd regulations of various states, includiggilegion by public utilities commissions
("PUCs") and other state agencies. Federal lawd-&@ regulations generally apply to interstatecmhemunications (including international
telecommunications that originate or terminatehim Wnited States), while state regulatory autresitenerally have jurisdiction over
telecommunications that originate and terminatd&iwithe same state. Generally, we must obtain aaidtain certificates of authority from
regulatory bodies in most states where we offeagtate services and must obtain prior regulatppraval of rates, terms and conditions for
our intrastate services in most of these jurisdicti Our businesses are subject to numerous, e aiite detailed, requirements under
federal, state and local laws, rules and regulatidicordingly, we cannot ensure that we are ahvimgempliance with all these requirements
at any single point in time. The agencies respdasds the enforcement of
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these laws, rules and regulations may initiate iifegior actions based on their own perceptiomsuofconduct, or based on customer
complaints.

Regulation of the telecommunications induit changing rapidly, and the regulatory enviremtvaries substantially from state to state.
All of our operations are also subject to a varmtgnvironmental, safety, health and other govemmad regulations. There can be no assur
that future regulatory, judicial or legislative @ities will not have a material adverse effectaur operations, or that domestic or international
regulators or third parties will not raise materggues with regard to our compliance or noncompgawith applicable regulations.

We monitor our compliance with federaltestand local regulations governing the dischargedisposal of hazardous and environmen
sensitive materials, including the emission of etrnagnetic radiation. Although we believe thatave in compliance with such regulations,
any such discharge, disposal or emission might@xpes to claims or actions that could have a natedverse effect on our business, finan
condition and operating results.
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FORWARD-LOOKING STATEMENTS
This prospectus contains forward-lookiratetnents about our financial condition, resultegdrations and business.
These statements include, among others:

. statements concerning the benefits that we expilatesult from our business activities and certaansactions we hay
completed, such as increased revenue, decreasedsegiand avoided expenses and expenditures; and

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

These statements may be made expresshysiptospectus or may be incorporated by referemother documents we will file with the
SEC. You can find many of these statements by tapfir words such as "believes," "expects,” "apttes,” "estimates," or similar
expressions used in this prospectus or incorpotateéference in this prospectus.

These forward-looking statements are stiltigecumerous assumptions, risks and uncertaititetsmay cause our actual results to be
materially different from any future results expmed or implied by us in those statements. Somkesfkt risks are described above under "Risk
Factors" and below under "Management's Discussidnfaalysis of Financial Condition and Results gie@ations."

These risk factors should be considerembimection with any subsequent written or oral famdviooking statements that we or persons
acting on our behalf may issue. We do not undergatyeobligation to review or confirm analysts' exta¢ions or estimates or to release
publicly any revisions to any forward-looking staents to reflect events or circumstances afted#te of this prospectus or to reflect the
occurrence of unanticipated events. Further, tfenmation contained in this document is a statenoéour intention as of the date of this
prospectus and is based upon, among other thimggxisting regulatory environment, industry coiodis, market conditions and prices, the
economy in general and our assumptions as of sateh @e may change our intentions, at any timevétitbut notice, based upon any char
in such factors, in our assumptions or otherwise.
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USE OF PROCEEDS
We will not receive any cash proceeds fthenissuance of the exchange notes.

We received approximately $1.44 billionrfréhe issuance of the outstanding notes. We usedeghproceeds from the offering for gen
corporate purposes, including repayment of $608anilinder a prior syndicated credit facility, shtgrm obligations and currently maturing
long-term borrowings.
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CAPITALIZATION
The following table sets forth our consatied cash and cash equivalents and capitalizasiof September 30, 2004:

. on an actual basis; ai

. on an as adjusted basis to give effect to our reseian November 23, 2004 of $250 million in aggtegmincipal amount of our
7.875% notes due September 1, 2011, the repayment

at maturity of $181 million in aggregate princigahount of our 7.20% notes due November 1, 2004f@néxchange offer.

The information in this table should bed@&aconjunction with "Selected Historical Consalidd Financial and Other Data" and our
consolidated financial statements and related rintdgded in this prospectus.

As of September 30, 200

Actual As Adjusted

(unaudited)
(Dollars in millions)

Cash and cash equivalel 45z $ 54C
I |
Debt and capital lease
Term loans with rates ranging from 6.50% to 6.95%luding LIBOR* plus 4.75%,

and maturities from 2007 to 20. 1,75(C 1,75(C
Notes due 2004 with a rate of 7.2( 181 —
Notes due 2011 issued on November 23, 2 — 25C
Other notes with various rates ranging from 5.626%.125%, and maturities fro
2005 to 204 4,287 4,287
Outstanding 8/ 8% notes 1,50( —
Exchange 8/ 8% notes — 1,50(
Unamortized discount, net of premit (15¢) (139
Capital leases and oth 29 29
Total debt and capital lease:! 7,58¢ 7,67
Total stockholder's equit 3,322 3,322
Total capitalizatior $ 10,91 $ 10,99¢

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

The following table sets forth our selechéstorical consolidated financial and other datafand for each of the fiscal years ended
December 31, 2003, 2002, 2001, 2000 and 1999, swfland for each of the nine month periods endgrde®nber 30, 2004 and 2003. The
selected historical consolidated statement of dpersidata and other data for each of the fiscaty e the three year period ended
December 31, 2003 are derived from, and are qedlliy reference to, our audited consolidated firzustatements included in this prospec
The selected historical consolidated statemenpefations data and other data for each of thelfig=s ended December 31, 2000 and 1999
are derived from our unaudited consolidated finalngtiatements, which are not included in this peesys. The selected historical consolidated
balance sheet data as of December 31, 2003 anda28@&rived from, and are qualified by referemcetr audited consolidated financial
statements included in this prospectus. The seldustorical consolidated balance sheet data &eoémber 31, 2001, 2000 and 1999 are
derived from our unaudited consolidated financiatesnents, which are not included in this prospectihe selected historical consolidated
financial and other data as of and for each ohihe month periods ended September 30, 2004 angi\28fe derived from our unaudited
condensed consolidated financial statements indlirdéhis prospectus. Our unaudited condensed &idased financial statements have been
prepared on the same basis as our audited consalifinancial statements and, in the opinion of aggament, include all adjustments,
consisting only of normal recurring adjustments)sidered necessary for a fair presentation of imantial condition and results of operations
for such periods. Operating results for the ninethe ended September 30,
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2004 are not necessarily indicative of the reghlis may be expected for the year ended Decemh&@084.

Nine Months Ended

September 30, Year Ended December 31
2004 2003 2003 2002 2001 2000 1999
(unaudited) (unaudited) (unaudited)
(Dollars in millions)
Consolidated Statement o
Operations Data:
Operating revenu $ 7,741 $ 817/ $ 10,81 $ 11,37¢ $ 12,00 $ 11,81« $ 11,24¢
Operating expenst 6,04: 6,33( 8,49¢ 8,42¢ 8,76¢ 9,12¢ 8,01¢
Operating incomi 1,69¢ 1,84« 2,31z 2,95( 3,24( 2,68¢ 3,221
Income from continuiny
operations before cumulativ
effect of change in accounti
principle 77€ 87¢€ 1,08: 1,50z 1,76¢ 1,28¢ 1,75€
Loss from discontinued
operations, net of taxes of
$34, $152, $159, $444, $22
$215 and $11 53 23¢ 252 697 361 34z 19z
Net income(1 72t 857(2) 1,05((2) 80¢ 1,407 903 1,562
Other Data:
Cash provided by
operating activitie: $ 234 $ 385 $ 4,82¢ $ 456 $ 414¢ % 437C $ 4,42
Cash used for investing
activities (1,127 (1,207 (1,667) (2,51%) (4,147 (4,227) (3,472
Cash (used for) provide
by financing activitie: (1,685 (1,474 (2,45¢) (1,959 34 (93 (980)
Net cash generate
(utilized) by discontinued
operations — (20 (5) 6 (9) (5) 18
Cash dividends declare 2,66/ 1,394 2,30¢ 80t 1,407 903 1,56:
Capital expenditure 1,13% 1,17¢ 1,63¢ 1,74¢ 4,24¢ 4,28¢ 3,45¢
As of December 31,
As of
September 30,
2004 2003 2002 2001 2000 1999
(unaudited) (unaudited) (unaudited) (unaudited)
(Dollars in millions)
Consolidated Balance Sheet
Data:
Total asset $19,926 $ 21937 $ 22,66¢ $ 2447 $ 22,617 $ 20,03¢
Total debt(3; 7,589 7,755 7,26( 7,262 7,16( 6,19¢
(1)  Amounts that follow in this footnote are on an e-tax basis
. Net income for the nine months ended Septembe2@® includes impairment charges of $23 million hedefits of

$27 million relating to favorable customer bankaypsettlements and $20 million relating to the iotpaf the Medicare Act (as
discussed in "Management's Discussion and Anabfdtsnancial Condition and Results of Operations—ef@ating Expense—
Combined Pension and Post Retirement Benefits").

. 2003.2003 net income includes a charge of $35 milliarréstructuring activities and a $219 million ctefdr cumulative effect
of a change in accounting principle.

. 2002.2002 net income includes a net charge of $9 millmrMerge-related, restructuring and other (credi



2001.2001 net income includes charges aggregating $1@amfor restructuring and Merg-related, restructuring and ott
charges, a charge of $136 million for a depream#idjustment on access lines
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returned to service, a charge of $19 million f@etsmpairments, and a gain of $31 million on thle ®f rural exchanges.

2) Net income for 2003 and the nine months ended 8dyEe30, 2003 includes a one-time net benefiténaimount of $219 million from
a change in accounting principle related to theptido of SFAS No. 143. See Note Basis of Presentation in our unaudited conde
consolidated financial statements for the threerdand months ended September 30, 2004 includeudrptospectus.

3) Total debt consists of the face value of total entriand long-term borrowings of QC and its consaid subsidiaries, plus capital lease
obligations and notes payable, net of discountspaechiums. Total debt does not include dividendsapke.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

You should read the following discussion togethién wur consolidated financial statements, incluglthe related notes, and other
financial information included in this prospect@ertain statements set forth below under this captionstitute "forwar-looking statements”.
See "Risk Factors" and "Forward-Looking Statemeirtghis prospectus for additional factors relatitgsuch statements as well as for a
discussion of certain risk factors applicable ta business, financial condition and results of ggiems.

Business Overview and Presentation

We provide local telecommunications andtedl services, long-distance services and dat&idad services within our local service area,
which consists of the 14-state region of Arizonaldtado, Idaho, lowa, Minnesota, Montana, Nebrablay Mexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming. We ipteslty provided wireless services in our local ggnarea through our wholly owned
subsidiary Qwest Wireless. On April 30, 2004, omect parent, QSC, made a capital contributions@$2.185 billion. We in turn made a
capital contribution of the same amount into Qu&sieless, which used these proceeds to pay dov@RitE85 billion in outstanding
borrowings. On May 1, 2004, we transferred owngrsfiiQwest Wireless to an affiliate and no longavéawireless operations. The results of
Qwest Wireless are included in loss from discorgthaperations in our consolidated statements afatipes for all periods presented in this
prospectus. See Note 7—Transfer of Qwest Wirelges&ions to our audited consolidated financiakstents for more information.

Our operations are included in the constéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenue. Our telecommunications priscared services are provided through our tradititglaphone network located within our
local service area. In addition to our operatidp§)l maintains a wireless business (comprised eftfreless operations we transferred to an
affiliate in May 2004) and a national fiber optietwork. Through its fiber optic network, QCII praes the following wireline products and
services that we do not provide:

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

. Virtual private network

. Internet dial acces:

. Web hosting; and

. Professional services.

For certain other products and serviceproeide and for a variety of internal communicasidanctions we utilize QCII's fiber optic
network to transport voice and data traffic. Aldopugh its fiber optic network QCII provides nat#ly some data and Internet access serv
including private line, ATM and frame relay, whiahe similar to what we provide within our local\gee area.

Our analysis presented below is organinelway that provides the information required,levhighlighting the information that we
believe will be instructive for understanding tleéevant trends going forward. Specific variancesfioverall trends are further explained in
relevant revenue and expense discussion and amégdifollows the trends discussion. We made icerézlassifications to prior balances to
conform to the current presentation.

Our operations are integrated into andoaré of the segments of the QCII consolidated grdine chief operating decision maker, or
CODM, for us is the same as that for the consatidaroup. The CODM makes resource allocation datésand assessments of financial
performance for the
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consolidated group based on wireline, wirelessa@hdr segmentation. For more information about @Céporting segments, see QCII's
annual report on Form 10-K/A for the year endeddbalger 31, 2003. Our business contributes to theeets reported by QCII, but the QCII
CODM reviews our financial information only in caeetion with our SEC filings. See further discussioNote 6—Contributions to QCII
Segments and Revenue Information to our unauddaedensed consolidated financial statements inptiiispectus.

Settlement with the Securities and Exchange Commiss

On October 21, 2004, QCII entered intotdesaent with the SEC, concluding a formal inveatign concerning its accounting and
disclosures, among other subjects, that began it 2Q02. In connection with this settlement, tHeCSfiled a complaint against QCII in fede
district court in Denver, Colorado. The complailt@es violations of several provisions of the fedsecurities laws, including the anti-fraud
provisions, relating principally to QCII's finanti@porting and disclosures. QCII agreed, withalméting or denying the allegations of the
complaint, to consent to the entry of a final judgr The final judgment, which was entered by thercon November 4, 2004, among other
things, enjoins QCII from future violations of cairt provisions of the securities laws and requip&dl to pay a civil money penalty of
$250 million in two installments of $125 million&a(the first of which was paid December 6, 2004 #re second must be paid by
December 31, 2005), plus $1.00 as nominal disgoegérThe reserve discussed in Note 8—SubsequemntEt@our unaudited condensed
consolidated financial statements in this prospeittoludes the $250 million civil money penaltyd® paid to the SEC pursuant to the
settlement. The reserve is recorded at QCII. Ndigoof the QCII reserve has been reflected inegithur interim unaudited condensed
consolidated financial statements for the periodeenSeptember 30, 2004 or our annual audited ddiasedl financial statements for the period
ended December 31, 2003, both of which are includekis prospectus. The payments for the settlemwéhbe applied to the reserve when
paid.

The final judgment also requires QCII toimt@in a Chief Compliance Officer with specifiedtids and to continue to cooperate with the
SEC's ongoing investigation of individuals. At tirae of the settlement, the SEC announced thagittiee penalty amount would be distribu
to investors pursuant to the Fair Fund provisiothefSarbanes-Oxley Act. QCII anticipates that ¢giésribution will occur under the
supervision of the federal district court pursu@ana plan of distribution to be proposed by the $B@ approved by the court.

Business Trends

Our results continue to be impacted by paimary factors influencing the telecommunicatiamdustry. First, technology substitution and
competition are expected to continue to cause iadditaccess line losses. We expect industry-wigepetitive factors to continue to impact
our results and we have developed new strategiesfiering complementary services such as sate#ligvision and DSL. Second, our results
continue to be impacted by regulatory responséise@ompetitive landscape for both our local amgyldistance services.

Revenue Trend

Historically, at least 95% of our revenaene from our wireline services, including voiceveggs and data and Internet services. Howe
on May 1, 2004, we transferred ownership of QweBtldss to an affiliate. As a result, substantiallyof our reported revenue now comes
from our wireline services.

Access lines are expected to continue @sarg primarily because of technology substitutinoluding wireless and cable substitution for
wireline telephony, and cable modem and DSL suligiit for dial-up Internet access lines. For thstpao years, we have also experienced a
decrease in access
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lines due to our competitors' accelerated use dEdM\and unbundled local loops to deliver voice ises: However, recent changes in some of
our competitors' publicly announced strategies khmsult in fewer losses of access lines due t&UN Recent action by the Washington DC
Circuit Court vacating the FCC UNE-P rules, in eorgtion with our efforts to negotiate new contragith CLECs and data access service
providers may help mitigate this downward pressuravireline margins. However, with the current gsaof rules in doubt, we cannot predict
how much or when the mitigation may occur.

We have also begun to experience and expeetased competitive pressure from technologgtiultion and telecommunications
providers either emerging from bankruptcy protetitio reorganizing their capital structure to mdifeaively compete against us. As a result,
we have been and may continue to be forced to nebpiith less profitable product offerings and prigiplans in an effort to retain and attract
customers. However, broadband services continbe expanded geographically to allow more of outamsrs to convert from dial-up
Internet connections to our DSL services.

Expense Trend:

Our expenses continue to be impacted Hirghidemand due to increased competition and xpamrsion of our product offerings.
Expenses associated with our new product offeriend to be more variable in nature. While existingducts tend to rely upon our embedded
cost structure, the mix of products we expect toceenbined with regulatory and market-pricing s8es may continue to pressure operating
margins.

In order to improve operational efficierssiand in response to continued declines in reyemedave implemented restructuring plans in
which we reduced the number of our employees andamlated and subleased idle real estate propewe are also constantly reviewing all
aspects of the business to identify operationatieficies and to reduce costs. We will continuevaluate our staffing levels and cost structure
as deemed necessary. The purpose of the costg saeasures is to facilitate our efforts, in theefa€ downward price pressures and increz
competition, to maintain or improve our cash fldimancial position and results of operations fa foreseeable future. While we have
realized savings due to reductions in salariesveagks resulting from our restructuring efforts émder sales commission expense as a result
of lower revenues and a revision to our sales cosgi@on plan, we continue to experience offsetitiegeases in costs related to current
employee health insurance costs. Costs of botip@uosion plan and our healthcare plans are expeztmzhtinue to rise in the short and long
term due to lower expected returns on plan assetsdoon our evaluation of current and expected ehadaditions and anticipated continuing
double digit annual percentage increases in theathast of healthcare and prescription drugs.

Beginning in 2002, we reduced capital exjiemes and expect to continue at a reduced l@rahe foreseeable future. Given the current
business environment as discussed in "Businegkidrprospectus, we believe that our current lefelapital expenditures will sustain our
business at existing levels and support our artieipp core growth requirements in areas such agriD8L product.

Results of Operations
Overview

We generate revenue from the provisionoife services, data and Internet services, otheices and services to our affiliates. Certain
prior periods revenue and expense amounts haverbekassified to conform to the current period preation. Depending on the product or
service purchased, a
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customer may pay an up-front fee, a monthly fagsage charge or a combination of these. The fotigus a description of the sources of our
revenue:

. Voice services.Voice services revenue includes local voice sesjilntraLATA long-distance voice services andeasc
services. Local voice services revenue includesmes from basic local exchange services, switchémgices, custom calling
features, enhanced voice services, operator sepodlocation services and CPE. Local voice ses/ievenue also includes
revenue from the provision of network transpotijrig services and access to our local network @rhalesale basis. IntraLAT
long-distance voice services revenue includes navé&mom IntraLATA long-distance services within dacal service area.
Access services revenue includes fees chargethéo lming-distance providers to connect to our neétwo

. Data and Internet service Data and Internet services revenue includess#ataces (such as traditional private lines, whealk
private lines, frame relay, ISDN, and asynchronoaissfer mode), Internet services (such as DSUstednet dial access) and
related CPE.

. Other services Other services revenue is predominately derivenh the sublease of some of our unused real estatds, suc

as space in our office buildings, warehouses anergiroperties.
. Affiliate services. Affiliate revenue is derived primarily from tel@mmunications services provided to our affiliateditees. We

generally provide the same products and servicestaffiliated entities as we do in the marketplaEhese services include
both retail and wholesale products and services.
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Results of Operations for the Three Months and Ninélonths Ended September 30, 2004 and 20!

The following table summarizes our resoftsperations for the three months and nine moettted September 30, 2004 and 2003:

Three Months Ended September 3C

Nine Months Ended September 3C

Increase/

%

Increase/

%

2004 2003 (Decrease) change 2004 2003 (Decrease) change
(Dollars in millions)
Operating revenu $ 256($ 2711 % (157 6)%$ 7,741 % 8,17 % (4393 (5)%
Operating expense
Cost of sales (exclusive of
depreciation and amortization
detailed below 61¢ 69C (72) (10)% 1,86¢ 1,97¢ (112) (6)%
Selling, general and administrati 667 75€ (89 (12)% 2,06¢ 2,27( (202 (9%
Depreciatior 582 602 (20) )% 1,742 1,801 (65) (@)%
Intangible assets amortizati 87 87 — nm 274 252 22 9 %
Impairment, restructuring and ot
charges (credits 18 — 18 nm 93 23 70 nm
Operating incomi 587 57¢ 12 2 % 1,69¢ 1,84« (14€) (8)%
Other expense (income
Interest expen—net 144 14¢ (4) (3)% 43¢ 424 15 4 %
Other (income—net 5) — 5) nm (15) — (15) nm
Total other expen—net 13¢ 14¢ 9 (6)% 424 424 — 0 %
Income before income taxes,
discontinued operations and
cumulative effect of change in
accounting principle 44¢ 427 21 5 % 1,274 1,42( (14€) (10%
Income tax expens 174 16€ 8 5 % 49¢€ 544 (48) (9)%
Income from continuing operatiol 274 261 13 5 % 77 87¢ (99) (11)%
Loss from discontinued operations
of taxes of $0, $111, $34 and $152,
respectively — 17t (175) nm 53 23¢ (18%) (78)%
Income before cumulative effect
change in accounting princip 274 86 18¢ nm 72k 63€ 87 14 %
Cumulative effect of change in
accounting principle, net of taxes of
$0, $0, $0 and $13 — — — nm — 21¢ (219) nm
Net income $ 274 $ 86 $ 18¢ nm $ 728 $ 857 $ (132 (15)%

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

The following table compares operating rexes for the three and nine months ended Septe3@h@004 and 2003:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Voice service: $ 1,758 $ 1,96¢ $ (213 (1)%$ 539¢$ 599 % (59%) (10)%

Data and Internet servic 53C YAS 5 1% 1,60: 1,601 2 0%

Other service 1 5 4 (80)% 8 15 @) 41%

Affiliate services 274 21% 61 28 % 731 564 167 30 %

Total operating revent $ 256(% 2,711 % (152) 6)%$ 7,741 % 8,17/ % (433 (5)%
. ________=» N | . _________=» 5 |

For a description of the products and sexvincluded in each revenue line item, see "Ogarvabove.
Operating revenue—Three months ended Septemb2088,as compared to the three months ended Sept&m2003:

Total operating revenue decreased $151omjlbr 6%, for the three months ended Septembe2@® as compared to the three months
ended September 30, 2003. The decrease is mainbustd to a decline in voice services revenuedriprimarily by loss of consumer and
business access lines. Also, a migration of consame business customers to our new value packeitfetower rates has caused an overall
decrease in revenue for our local voice products.

Voice Services

Voice services revenues decreased $21®milbr 11%, for the three months ended Septembe2@®4 as compared to the three months
ended September 30, 2003. The decrease in voiceegrevenue was primarily driven by losses ofscomer and business access lines due to
competition from both technology substitution artiden telecommunications providers reselling ouvises through the use of UNEs. The
following table shows our access lines by chanaaféSeptember 30, 2004 and 2003. We may modifglmssification of our access lines fr
time to time in our efforts to better approximdie telationship to the applicable revenue charasetéscribed in "Business"). Consistent with
the table below, the average net access line lassagproximately 1% for the four consecutive quaraded September 30, 2004.

As of
September 30 September 30 Increase/
Access Lines 2004 2003 (Decrease) % Change
(in thousands)
Consume 9,43¢ 10,24" (813) (8)%
Business 4,447 4,67¢ (229 (5)%
Wholesale 1,79¢ 1,431 36¢& 26 %
Total 15,68( 16,35¢ (674) (4)%

As shown above, between September 30, 886835 eptember 30, 2004, total access lines dedlin®d 4,000, or 4%. For the same
12 month period, we experienced consumer accesslénlines of 813,000, or 8% while business rataikss lines declined by 229,000, or
during this period. Wholesale lines, which inclWiSE-P and UNE access lines and which are reflectedr wholesale
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channel, increased by 368,000, or 26%. The increaddlE access lines partially offset the loss afisumer and business retail access lines,
but because the pricing structure of UNEs genemallglves lower rates, this transition has causadrdvard pressure on our revenue. Also, a
migration of consumer and business customers to@uwrvalue packages with lower rates has causerdteef overall decrease in revenue for
our local voice products in excess of the ratecsgas line loss.

Data and Internet Service

Data and Internet services revenue incce@Sanmillion, or 1%, for the three months endedt8eyber 30, 2004 as compared to the three
months ended September 30, 2003. Pursuant to teedment of our agreement with Microsoft in July 20@e became responsible for
providing broadband services to end-user customéiite we previously provided related services tidsoft on a wholesale basis. As a
result, since that time we have been recogniziagmee at higher consumer retail rates rather thamower wholesale rates we charged
Microsoft. In addition, expanded availability amtieased marketing efforts are creating volume trdar broadband services. Although the
number of consumer DSL subscribers is growing rivgeservices rates, including DSL, are trendingmlas a result of increased competition.
These increases in consumer DSL subscribers aatgdalevenue were offset by wholesale data de@elseto customer losses and one-time
credits to customers.

Affiliate Services

Affiliate services revenue consists of tel@munications services provided to affiliated gmtiees. Affiliate services revenue increased
$61 million, or 29%, for the three months endedtSeyper 30, 2004 compared to the same period in.Z0@8increases in affiliate services
revenue were primarily caused by a migration afdemmunications services from third-party providamo our network and by QCIlI's
entrance into the InterLATA long-distance businegh the FCC's authorization of QCII's Section 2ifihgs. These services and related
revenue increases were also impacted by increaseterLATA customer levels, and increases in ménig sales and billing and collection
services provided to QCII's long-distance subsydiar

Operating revenue—nine months ended Septembef88,cdmpared to the nine months ended Septemb20G8;
Voice Services

Voice services revenue decreased $595omjlér 10%, for the nine months ended Septembe2@®4 as compared to the nine months
ended September 30, 2003. The voice services decvess primarily the result of a decrease in lgoale services revenue. Local voice
revenue declines were primarily driven by losseaaniess lines due to competition from both techgyokubstitution and other
telecommunications providers reselling our servibesugh the use of UNEs. See the access lindresd table above for discussion on access
line trends. The average access line loss perequass approximately 1% during the four quartexdeenSeptember 30, 2004. Also, a migra
of consumer and business customers to our new palcieages with lower rates has caused an overaidse in revenue for our local voice
products in excess of the rate of access line loss.

Data and Internet Service

Data and Internet services revenue wasivela flat with an increase of $2 million for tléne months ended September 30, 2004 as
compared to the nine months ended September 38, P@@suant to the amendment of our agreementMiithosoft in July 2003, we became
responsible for providing broadband services to@set customers, while we previously provided eslagervices to Microsoft on a wholesale
basis. As a result, we are recognizing revenuégaeh consumer retail rates
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rather than the lower wholesale rates we chargexidgoft. In addition, expanded availability andreesed marketing efforts are creating
volume growth for broadband services. These ineeagre offset by a decline in in-region wholeskla and Internet services, a result of
contract losses and renegotiations of contracts sdme of our large, bankrupt customers. Alsosi@teand DSL rates are trending down as a
result of increased competition, although the nunab® SL customers is increasing.

Affiliate Services

Affiliate services revenue consists of telmmunications services provided to affiliated gmtises. Affiliate services revenue increased
$167 million, or 30%, for the nine months endedt8eyber 30, 2004 compared to the same period in.Z0@8increases in affiliate services
revenue were primarily caused by a migration acfdemmunications services from third-party providem our network and by QCII's
entrance into the InterLATA long-distance businegh the FCC's authorization of QCII's Section 2ifihgs. These services and related
revenue increases were also impacted by increasegerLATA customer levels and increases in marnigtsales and billing and collection
services provided to QCII's long-distance subsydiar

Operating Expense

The following table shows a breakdown oémging expenses for the three months and ninelmamrtded September 30, 2004 and 2003:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Operating expense

Cost of sale: $ 61€ $ 69C $ (72) (10)%$ 1,866 $ 1,97¢ $ (112 (6)%

Selling, general and administrati

("SG&A™) 667 75€ (89) (12)% 2,06¢ 2,27( (202 (9)%

Depreciatior 583 603 (20 (3)% 1,74 1,807 (65) (4%

Intangible assets amortizati 87 87 — 0 % 274 252 22 9 %

Impairment, restructuring and ott

charges 18 — 18 nm 93 23 70 nm
Total operating expens $ 197:$ 213¢ $ (16%) 8)%$ 6,04 % 6,33 $ (287) (5)%

I N I N

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

The following table shows a breakdown ddtanf sales by major component for the three moattgsnine months ended September 30,
2004 and 2003:

Three Months Ended September 3C Nine Months Ended September 3C
Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Employecrelated cost $ 38 3% 397 % 11 R)%w$ 1,161$% 1,15 $ 9 1%

Network coste 56 59 (3) (5)% 14¢€ 152 (6) (4)%

Non-employer-related cost 104 127 (23) (18)% 317 36¢€ (49 (13)%

Affiliate costs 72 107 (35) (33)% 242 30¢ (66) (21)%

Total costs of sale $ 61€$ 69C $ (72 (10)%$ 1,866 $ 1,97¢ $ (112 (6)%
I N I N

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

Cost of Sales—Three months ended September 30a2@dnpared to the three months ended Septemb20G8

Cost of sales as a percent of revenue Wesfar the three months ended September 30, 2@bdpared to 25% for the three months
ended September 30, 2003. Total cost of sales alsuleb72 million, or 10%, for the three months erBleptember 30, 2004 as compared t
three months ended September 30, 2003.

Employee-related costs, such as salari@svages, benefits, commissions and third-partyornet service costs decreased $11 million, or
3%, for the three months ended September 30, 20@d4rapared to the three months ended Septemb2088, The decrease was driven by
lower salaries and wages due to employee reduatésuting from our restructuring plans and charigesir pension credit resulting in a
favorable year to date adjustment. The total casings associated with employee reductions is ntitedy reflected in the lower expenses
because some of the saved labor time had been @peapital projects.

Non-employee-related costs, such as réaleesosts, professional fees and reciprocal cosgiEm payments (fees for terminating our
customers' local calls onto other networks), desgd&23 million, or 18%, for the three months enSefdtember 30, 2004 as compared to the
three months ended September 30, 2003. The dedsgasmarily due to reduced access costs relatdéovter volumes.

Affiliate costs decreased $35 million, &8, for the three months ended September 30, 20@d4rapared with the same period in 2003.
The decrease is primarily attributable to costmgwiresulting from restructuring efforts by affitecompanies which have reduced overall
affiliate costs and favorable adjustments by ceradiiliates to clarify costs subject to affiliabdlings.

Cost of Sales—Nine months ended September 30a80mpared to the nine months ended Septemb2038,

Total cost of sales decreased $112 milliwr§%, for the nine months ended September 304 286Gcompared to the nine months ended
September 30, 2003. The cost of sales declingribwted to lower access costs along with redustiorsalaries and wages from planned
restructuring efforts, as discussed above in "Egpéirends”. Cost of sales as a percentage of refenthe nine months ended September 30,
2004 and for the nine months ended September 33, &as 24%.
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Employee-related costs, such as salariésvages, benefits, commissions and third-partyotust service costs increased $9 million, or
1%, for the nine months ended September 30, 208vared to the nine months ended September 30, ZB@3ncrease in employee-related
costs was driven by an increase in overtime coxisaa increase in amortization of deferred costeaated with deferred revenue partially
offset by lower salaries and wages due to emplogeections resulting from our restructuring pland ahanges in our pension credit resulting
in a favorable year to date adjustment.

Non-employee-related costs decreased $H@mior 13%, for the nine months ended Septen30e2004 as compared to the nine months
ended September 30, 2003. The decrease in acaass<sattributable to lower wholesale volumesddition to a favorable settlement on a
reciprocal compensation agreement.

Affiliate costs decreased $66 million, €&, for the nine months ended September 30, 20@4rapared with the same period in 2003.
The decrease is primarily attributable to costmgwiresulting from restructuring efforts by affitecompanies which have reduced overall
affiliate costs and favorable adjustments by ceradiiliates to clarify costs subject to affiliabdlings.

Selling, General and Administrative (SG&A) Expen

The following table shows a breakdown oMy major component for the three and nine momthded September 30, 2004 and 2003:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Employecrelated cost $ 142 % 15¢ $ (12 M%$ 42€ $ 46E $ (39 (8)%

Bad debt 11 36 (25) (69)% 14 10C (86) (86)%

Property and other tax a0 96 (6) (6)% 24¢ 304 (55) (18)%

Non-employerrelated cost 14& 124 21 17 % 494 427 67 16 %

Affiliate cost 27¢ 347 (68) (20)% 88t 974 (89 (9)%

Total SG&A $ 667% T75€$ (89) (12)%$ 2,066 $ 227C $ (202) (9)%
I N I N

SG&A—Three months ended September 30, 2004 as tpahe three months ended September 30, 2003

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

SG&A, as a percent of revenue, was 26%Herthree month period ended September 30, 2002&¥tdfor the same period in 2003. Tc
SG&A decreased $89 million, or 12%, for the threeniths ended September 30, 2004 as compared witathe period in 2003 for the reas
discussed below.

Employee-related costs, such as salariésvages, benefits, sales commissions and overtaoeedsed $11 million, or 7%, for the three
months ended September 30, 2004 as compared $aithe period in 2003. These decreases were duductiens in administrative staffing
levels and changes in our pension credit resuitiryfavorable year to date adjustment. The taahcesavings associated with employee
reductions is not entirely reflected in the lowgpenses because some of the saved labor time keadspent on capital projects.

Bad debt expense decreased $25 millio6986, for the three months ended September 30, @0@émpared to the same period in 2003.
The decrease was primarily due to lower revenunestaved
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collection practices and tighter credit policiesdBlebt decreased as a percent of revenue frorol38.43% for the three months ended
September 30, 2004 compared to the same pericaDi8. 2

Property and other taxes decreased $6omijlbr 6%, for the three months ended Septembe2@D compared to the same period in 2
Reduced property taxes are primarily attributeditanges in property tax estimates recorded basésln@r locations and taxable property and
lower gross receipts taxes incurred related to taoeeenue levels in 2004.

Non-employee-related costs, such as réaleesnsurance, marketing and advertising, naenodunts capitalized, increased $21 million, or
17%, for the three months ended September 30, 20@ompared to the same period in 2003. The inelieggimarily attributable to external
commissions of $5 million, increased marketing addertising costs of $6 million and an increasedsts charged to maintenance projects as
opposed to capitalized projects. Prior to 2004s¢hexternal commission expenses were paid by Q8@lktated to us as an affiliate cost.
Beginning in 2004, commissions were paid directyub.

Affiliate costs decreased $68 million, @22, for the three months ended September 30, 20@drapared with the same period in 2003.
The decrease is attributed primarily to one timarghs of $35 million in third quarter of 2003, retlan in costs of $16 million in 2004 related
to the restructuring and outsourcing of certaiminfation technology services and additional costngs resulting from restructuring efforts
by affiliate companies which have reduced ovefffilige costs. As noted above, external commisg&rpenses, previously included in affilii
costs, are now directly paid by us and includeddn-employee-related costs.

SG&A—Nine months ended September 30, 2004 as cedfmathe nine months ended September 30, 2003

SG&A, as a percentage of revenue, was 2%he nine months ended September 30, 2004 asazechfo 28% for the nine months en
September 30, 2003. Total SG&A decreased $202amijltbr 9%, for the nine months ended Septembe2@M as compared to the nine
months ended September 30, 2003. The SG&A dedinerisistent with our ongoing efforts to improvegtional efficiencies, resulting in
reductions in employee-related costs, propertyathdr taxes and bad debt as explained further below

Employee-related costs, such as salari@svages, benefits, sales commissions, overtimepasfdssional fees, decreased $39 million, or
8%, for the nine months ended September 30, 20@84rapared to the nine months ended September 83, Zbe decrease is attributed to
reductions in salaries, wages and bonuses relatin trestructuring and changes in our pensionitaresllting in a favorable year to date
adjustment. In addition, commissions decreasedalmver revenue and changes in the commission pla@ total cash savings associated
with employee reductions is not entirely reflectedhe lower expenses, because some of the savedtlene had been spent on capital proj

Property and other taxes decreased $5®milbr 18%, for the nine months ended Septembg2@® as compared to the nine months
ended September 30, 2003. The reduction was duwighly equal parts to changes in property taxrests recorded based on fewer locations
and less taxable property and a first quarter one-expense reduction from a successful propextapgpeal.

Bad debt expense decreased $86 millioB68&6, for the nine months ended September 30, 28@érapared to the nine months ended
September 30, 2003. The decrease in bad debt exgepemarily due to one-time favorable settlemseaft$45 million from companies
emerging from bankruptcy, lower revenue, improveliection practices and tighter credit policiestekfadjusting for the one-time item in
2004, bad debt decreased as a percent of revesnelfP2% to 0.76% for the nine months ended Sepe®, 2004 compared to the same
period in 2003.
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Non-employeeelated costs increased $67 million, or 16%, ferrime months ended September 30, 2004, as comijuaiieel nine month
ended September 30, 2003. The increase can berjyiettributed to the $51 million increase in matikg and advertising programs and
$20 million in external commission expenses. Piad2004, these external commission expenses wédpd@SC and allocated to us as an
affiliate cost. Beginning in 2004, commissions wpadd directly by us.

Affiliate costs decreased $89 million, & Sfor the nine months ended September 30, 20@4rapared with the same period in 2003.
decrease is attributed primarily to one time chau@fe$35 million in third quarter of 2003, reductim costs of $16 million in 2004 related to
the restructuring and outsourcing of certain infation technology services and additional costsrggvresulting from restructuring efforts by
affiliate companies which have reduced overalliatg costs. As noted above, external commissigerses, previously included in affiliate
costs, are now directly paid by us and includeddan-employee-related costs.

Combined Pension and Post-Retirement Benefits

Our employees patrticipate in the QCII pensind other post-employment benefit plans. Owlte#clude post-retirement benefit
expenses allocated to us by QCII, net of pensiedits, of $29 million in the third quarter of 2084d $54 million in the third quarter of 2003.
We recorded a net pension expense of $135 milimh$162 million for the nine months ended Septen38e2004 and 2003, respectively. 1
net pension expense or credit is a function ofaeunt of pension and pasttirement benefits earned, interest on projecesefit obligations
amortization of costs and credits from prior bengfianges and the expected return on the assetinhéle various plans. The net pension
expense or credit is allocated partially to costales and the remaining balance included in SGRok.the three months ended September 30,
2004, net pension expense was reduced by the getaté effect of adopting the Financial Account8tgndards Board Staff Position FAS
No. 10¢-2, "Accounting and Disclosure Requirements Rel&tetthie Medicare Prescription Drug, Improvement Bladiernization Act of
2003". The $20 million year-to-date effect of thimnefit has been recognized in the three montlvgpemnded September 30, 2004. Costs of
both our pension plan and our healthcare plansxgected to continue to rise in the short and teng due to lower expected returns on plan
assets based on our evaluation of current and tegbatarket conditions and anticipated continuinglde digit annual percentage increases in
the overall cost of health care and prescriptiargdr

Depreciation

Depreciation expense for the three montited September 30, 2004 decreased $20 milliorfrdmpared to the three months ended
September 30, 2003. For the nine months ended 18bpte30, 2004, depreciation expense decreased B&Sor 4%, when compared to the
same period of 2003. The decrease was the restdtiated capital expenditures in 2003 and 2004¢hwvb@used more assets to become fully
depreciated relative to asset additions duringpthénd.

Intangible Assets Amortizatiol

Amortization expense did not change forttiree months ended September 30, 2004 compatkd same period in 2003. For the nine
months ended September 30, 2004, amortization sepgenreased $22 million, or 9% compared to theespemiod in 2003. The increase was
attributed to increases in capitalized software.

Impairment and Restructuring Charge

The restructuring reserve for the three th@ended September 30, 2004 included charges wiildn for severance benefits pursuant to
established severance policies offset by $4 milterersal
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of charges from prior periods. The restructurirgeree for the nine months ended September 30, id@Qsed charges of $61 million for the
severance benefits pursuant to established sewepaticies partially offset by $5 million reversalcharges from prior periods. QCII reviewed
our employee levels in certain areas of our busia@sl as a result, identified 1,800 employees frarious functional areas to be terminated as
a part of this restructuring for the nine monthdezhSeptember 30, 2004. As a result of these ptgting activities, we expect to realize
annualized savings of approximately $176 million.

In conjunction with our effort to sell cait assets we determined that the carrying amauerts in excess of their expected sales price,
which indicated that our investments in these assety have been impaired at that date. In the segoarter of 2004, pursuant to SFAS
No. 144 "Accounting for the Impairment or DisposLonc-Lived Assets" ("SFAS No. 144"), we compared grasdiscounted cash flow
projections to the carrying value of our pay phoaed determined that the carrying value of thosetasvas not expected to be recovered
through future projected cash flows. We then edtchéhe fair value using recent selling pricesdmmparable assets and determined that our
assets relating to our pay phone business wenreifaflaired by an aggregate amount of $19 millionthird quarter of 2004, we reviewed the
carrying value of certain network supplies heldate and determined that the carrying amounts imezgcess of our expected sales price. We
recorded an impairment charge of $18 million toueathe carrying value of network supplies heldsfe to the estimated fair value based on
selling prices for comparable assets.

Total Other Expense—Net

Other expense—net, includes interest ex@eret of capitalized interest and other income-~mbich includes interest income.
Components of other expense—net for the three nsartll nine months ended September 30, 2004 ands28G® follows:

Three Months Ended September 30, Nine Months Ended September 30,
Increase/ % Increase/ %
2004 2003 (Decrease) change 2004 2003 (Decrease) change

(Dollars in millions)

Interest expen—net $ 144 % 14t $ 4 (3)%$s 43¢ $ 424 % 15 4 %
Other income 5) — 5) nm (15) — (15) nm
Total other expens—net $ 13¢$ 14€ $ 9) 6)%s 424 $ 424 % — 0 %
I . _____&» N |

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

Interest expense—net, increased $15 mjlllo@%, for the nine months ended September 314 26mpared to the same period ended
2003. The increase was attributable to higher aeedzbt balances during the period, although tiht levels are lower as of September 30,
2004 than at September 30, 2003. Additionally, dimation of debt issuance costs, included in irdeexpense, is higher in the nine months
ended September 30, 2004, as compared to the saind p the prior year due to an increase in thewnt of unamortized debt issuance c«

Income Tax Provision

The effective income tax rate is the primrifor income taxes as a percentage oftpreincome. Our effective income tax rate for thes¢
months ended September 30, 2004 decreased to 38.8%mpared to 38.9% for the three months endegi@bpr 30, 2003. The rate increa
to 38.9% for the nine months ended September 3 26 compared to 38.3% for the nine months endpteBber 30, 2003. The change for
the nine months ended September 30, 2004 refladtsceease in
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our state income tax liabilities and non-deductitpenses, partially offset by the non-taxable ime@ssociated with the Medicare Act
subsidy.

Restatement of 2001 and 2000 Consolidated Financiatatements

Our annual report on Form 10-K/A for theayended December 31, 2002, was filed with the 880ovember 2004 and contains, among
other things, our restated consolidated finandatkesnents for the years ended December 31, 2002@0@ In connection with this
restatement, we performed an analysis of our puslassued consolidated financial statements @@12and 2000 and identified a number of
errors. This restatement resulted in, among otfirgs, an aggregate reduction in revenue of appratdly $335 million and an aggregate
reduction in net income of approximately $645 naiilj including the impact for the three months enldiedch 31, 2002. The net impact of the
restatement adjustments on our previously issuéd 20d 2000 consolidated financial statementsrissarized as follows:

December 31, 200

Revenue Pre-Tax Income Net Income

(Dollars in millions)

Previously reporte $ 12,67F $ 2,77¢ ' $ 1,730
Net restatement (13¢) (539 (330
As restated, before reclassification of discontthaperation: 12,531 2,24t 1,407
Reclassification for discontinued operatic (539 58¢ —
As restatec $ 12,00« $ 283 $ 1407

IS N EE—
December 31, 2000

Revenue Pre-Tax Income Net Income

(Dollars in millions)

Previously reporte $ 12,30 $ 190« $ 1,19¢
Net restatement (21¢) (25§) (294
As restated, before reclassification of discontthaperation: 12,08 1,64¢ 90z
Reclassification for discontinued operatic (270 557 —
As restatec $ 11,81« $ 2,200 $ 902

The restatements involve revenue recognitsues related to termination fees, wirelessmaes and installation fees, and expense
recognition, as well as other matters.

While our restatement of revenue and nedrime is attributable primarily to misinterpretasoor misapplications of GAAP, we believe 1
many of the restatement adjustments were the rekaoértain ineffective internal control policieschprocedures. For a description of these
ineffective control policies and procedures angstaken to correct them, please see Item 9A ih ehour annual reports on Form 10-K/A for
the years ended December 31, 2003 and 2002. Foredetailed description of our restatement adjaats) see Note 3—Restatement of
Results to our consolidated financial statementteim 8 of our Form 10-K/A for the year ended Debem31, 2002.

We have not amended our prior filings wiite SEC to reflect the restatement. As a resuétjrtformation previously filed in our annual
reports on Form 10-K for fiscal years 2001 and 2@Q@0 quarterly reports on Form 10-Q for the quéytperiods included in those fiscal years
and for the quarter ended March 31, 2002 and amgrureports on Form 8-K, or other disclosuresitaming fiscal years 2002, 2001 or 2000
information filed or made prior to the initial filg with the SEC on October 16, 2003 of our FornKi1for the year ended December 31, 2002
should not be relied upon.

38




Results of Operations for the Years Ended Decembé&l, 2003, 2002, and 20(

The following table summarizes our resoftsperations for the years ended December 31,,2Z00® and 2001:

Operating revenue

Operating expense

Cost of sales (exclusive of depreciation .
amortization detailed belov

Selling, general and administrati
Depreciatior

Intangible assets amortizati

Asset impairment chargt

Restructuring and other char—net
Mergerrelated (credits) charg—net

Operating incomi

Other expense

Interest expen—net

Gain on sale of rural exchanges and other f
assets

Other incom—net

Total other expen—net

Income from continuing operations before
income taxes and cumulative effect of chang
accounting principle

Income tax expens

Income from continuing operations befc
cumulative effect of change in accounting
principle

Discontinued Operation

Loss from discontinued operations, net of tax
of $159, $444 and $2:

Income before cumulative effect of change
accounting principle

Cumulative effect of change in accounting
principle, net of taxes of $139, $0, and

Net income

(5)%

Percentage
Absolute Change Change
Year Ended December 31,
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)
$ 1081. $ 11,37¢ $ 12,000 $ (568) $ (625 (5)%
2,65( 2,41¢ 2,664 234 (24¢) 10 (9)
3,041 3,17( 2,827 (129) 347 (4) 12
2,41z 2,541 2,77: (129) (231) (5) (8)
33¢ 287 174 52 113 18 65
_ — 32 — (32) — nm
57 45 20€ 12 (161) 27 (79)
— (30) 93 30 (129 nm (132
2,31: 2,95( 3,24( (63¢) (290) (22) (9)
57: 541 465 32 76 6 16
— — (52) — 51 nm nm
(19) (26) ) 7 (19) (27 nm
554 51¢ 407 39 10€ 8 27
1,75¢ 2,43¢ 2,83: (677) (39€) (29) (14)
67t 93¢ 1,06t (25€) (132) (29) (12)
1,08 1,50z 1,76¢ (419) (26€) (28) (15)
(252) (697) (361) 44E (336) 64 (93)
831 80t 1,407 26 (602) 3 (43
21¢ — — 21¢ — nm —
$ 1,05 $ 80t $ 1,407 $ 248 $ (602 30 (43)
| | | | |

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

The following table compares operating rexes for the years ended December 31, 2003, 2GD2G01.:

Absolute
Year ended December 31 Change Percentage Changt
2003 v 2002 v 2003v 2002V
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)
Voice service: $ 7,88 % 8,60z $ 929t $ (719 $ (699 (8)% (7%
Data and Internet servic 2,12¢ 2,18¢ 2,16¢ (64) 21 (©) 1
Other service 19 20 19 (D) 1 5) 5
Affiliate services 784 56¢ 522 21€ 46 38 9
Total operating revenut $ 10,817 $ 11,37¢ $ 12,000 $ (568 $ (625 (5) (5)
| | | | |

For a description of the products and sewincluded in each revenue line item, see "RestilDperations—Overview" above.
Voice Services

Voice services revenue decreased $719%mijlor 8%, in 2003 and decreased $693 million,%r in 2002. The voice services revenue
decrease in both years was primarily the resudtcogss line losses, as shown in the table beldemgrdeclines and a reduction in access
services revenue. Additional reasons include fedtsses and lower long-distance volumes. Thevidatig table shows our access lines by
channel as of December 31, 2003, 2002 and 200Im#yemodify the classification of our access linesT time to time in our efforts to better
approximate the relationship to the applicable nereechannel (as described in "Business"). We hapergenced competition from technology
substitution and CLECs and other telecommunicatmnosiders reselling our services by using UNE-Ps.

Absolute

Access Lines Change Percentage Change

Year ended December 31,

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

(Lines in thousands)

Consume 10,01¢ 10,91¢ 11,58: (897) (667) (8)% (6)%
Business 4,607 5,05( 5,28¢ (449 (2349 (9)% (4)%
Wholesale 1,58¢ 1,041 921 542 12C 52 % 13 %
Total 16,20¢ 17,00¢ 17,787 (797 (781) 5% (4%

Local voice services revenue and otherevegrvices revenue declined $589 million for 2008 $390 million in 2002. The declines were
primarily associated with the losses of accesslins we have experienced competition from botintglogy substitution and other
telecommunications providers reselling our servinesising UNE-Ps. Access lines declined by apprakaty 797,000, or 5%, in 2003 and by
781,000, or 4%, in 2002. Local voice revenue alstrelsed in both years due to reductions in derfwarsgrvices such as collocation, public
telephone services and directory assistance.

In addition to the revenue decreases destrabove, long-distance voice services revenuamddc$52 million in 2003 and $95 million in
2002. These decreases were primarily due to declmintraLATA long-distance services driven by gt telecommunications market and
competitive pricing. Throughout 2003 and 2002, waleated specific long-distance products. Basedupis evaluation, we de-emphasized
and stopped promoting certain products, includintgaL ATA long-distance.
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We also experienced a revenue decline dfriiflion in switched and non-switched access reesior 2003 and $207 million in 2002.
This was primarily due to the access line lossasrilzed above and pricing declines. Interstatamgideclines occurred due to the July 2000
CALLS order. The CALLS order capped prices for agriservices, including reductions in usage rateafcess services. Non-switched access
revenue declined due to FCC mandated rate redsdiworwireless interconnection traffic. Additionglin 2003 we recorded a reserve of
$34 million against revenue for anticipated custoaoredits resulting from regulatory rulings thadeéned tariffs on local calls.

Data and Internet Services

Data and Internet services revenue hadadl siecrease of $64 million, or 3%, in 2003 and a@rad relatively flat during 2002. The 2003
decline is primarily due to the loss of revenuerfrihe bankruptcies of large customers, primaril2®2, such as Touch America, Inc., MCI,
Inc. (formerly known as WorldCom, Inc.) and Genulityc. Pursuant to the amendment of our agreemihthicrosoft in July 2003, we
became responsible for providing broadband sentwesd-user customers, while we previously pradiceated services to Microsoft on a
wholesale basis. As a result, we are recogniziagmae at higher retail rates rather than the lomleslesale rates we charged Microsoft.

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

Affiliate Services

Affiliate services revenue consists of telmmunications services provided to affiliated gmtses. Affiliate services revenue increased
$216 million, or 38%, in 2003 and increased $44@iam| or 9%, in 2002. In 2003, the increases ifliafé services revenue were primarily
caused by a migration of telecommunications sesvicem third-party providers onto our network arydQClII's entrance into InterLATA long-
distance business with FCC's authorization of é@stien 271 filings. A new affiliate, Qwest Long Basce Corporation, or QLDC, was
established to provide long-distance services4@dion customers. These services and related ueviecreases were related primarily to
increases in private line services, and increasesarketing, sales and billing and collection segsiprovided to QLDC.

In 2002, the increases in affiliate sergioevenue were caused by a migration of telecomeations traffic from thirdparty providers ont
our network.
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Operating Expense

The following table provides further deta&barding our operating expenses for the yearsceBecember 31, 2003, 2002 and 2001

Operating expense
Cost of sale:
Selling, general and administrati
Depreciatior
Intangible assets amortizati
Asset impairment chargs
Restructuring and other char—net
Mergel-related (credits) charg—net

Total operating expens:

Absolute Percentage
Year ended December 31 Change Change
2002\
2003 v 2002 v 2003 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

$ 265( $ 2416 $ 266/ $ 234 $ (249

3,041 3,17( 2,82z (129) 347
2,41% 2,541 2,772 (129) (231)
33¢ 287 174 52 112
— — 32 — (32)
57 45 20€ 12 (161)
— (30) 93 30 (129)

$ 849¢ $ 842¢ $ 876¢ $ 70 $ (335

10%  (9)%

4) 12
G ©

18 65

— nm
27 (78)
nm (132)
1 4

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

Cost of Sales

The following table shows a breakdown ddtaaf sales by major component for the years efsmémber 31, 2003, 2002 and 2001:

Employee and servi-related cost
Network costs

Non-employee related cos
Affiliate costs

Total cost of sale

Absolute Percentage
Year ended December 31 Change Change
2002\
2003 v 2002 v 2003 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

$ 165 $ 1531 $ 1628 $ 11¢ $ (97)

20¢ 20€ 26€ 3 (60)
365 314 441 51 (127)
42¢ 35¢ 32¢ 61 30

$ 265( $ 2416 $ 266/ $ 234 $ (249

8% (6)%

1 (23
16 (29
17 9
10 (9

Cost of sales includes salaries and wdnfits, network costs, materials and suppliestraoted engineering services and computer
systems support. Network costs include third-pargyenses to repair and maintain the network angli@sto provide services to customers.

Cost of sales, as a percentage of revemare 25% for 2003, 21% for 2002 and 22% for 200%alleost of sales increased $234 million
10%, in 2003 and decreased $248 million, or 992082. The increases in cost of sales as a pereenfagvenue in 2003 were caused in part
by the deterioration in product margins as retedless line losses are partially offset by lowergimat/NE-Ps sold to our competitors at
regulated rates. Also during 2003, our expensaeased due to higher employee and service-relatgtd,dnvestment in DSL line conditioning
expense, higher retiree healthcare costs and tegydeelated fees. During 2002, our expenses dedlprimarily due to lower staffing
requirements and lower sales volumes. More disongsithese changes is provided below.

Employee and service-related costs, sudalasies and wages, benefits, commissions andtplairty customer service costs increased
$119 million, or 8%, in 2003 and decreased $9liomjlor 6%, in 2002. While we have realized savidgs to reduction in salaries and wages

resulting from our
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restructuring efforts, we continue to experiendsetfing increases in costs related to our pensi@hpostetirement benefit plans, as descril
more fully below. The net pension expense allocttezbst of sales was $127 million in 2003, andrteepension credit allocated to cost of
sales was $33 million and $187 million, for 20021 2001, respectively. Additionally, in 2003 we expaced increased incentive
compensation and increased information technologyscas resources were partially shifted to systaimtenance activities from development
activities, which are generally capitalized. Pdigtiaffsetting the increases were lower staffingtsoand other employee costs resulting from
prior restructuring efficiencies, and the reducsiaiescribed above. The decrease in 2002 was rétateder headcount requirements
associated with prior restructuring efficienciesl amoving work previously performed by third-paryntractors to employees, partially offset
by a lower pension credit and higher healthcarésdas2002. Also in 2002, we reduced our employeeitive compensation.

Our network costs, which include third-gagkpenses to repair and maintain our network apglges to provide services to customers,
were essentially unchanged in 2003 and decreas®edhiton, or 23%, in 2002. In 2003, we experienceduced contracted engineering costs.
Additionally, the July 2003 amendment of our agreehwith Microsoft required that we become resplolesior all costs associated with
providing broadband services to end-user customeara. result, the revenue and costs associatedhigttexpanded service offering increased.
During 2002, we reduced our reliance on third-padsgtractors to provide network maintenance sesvigeshifting this work to our
employees.

Non-employee related costs, such as réalieesosts and reciprocal compensation paymergs {6 terminating our customers' local calls
onto other networks), increased $51 million, or 1692003 and decreased $127 million, or 29%, 820 he increase in 2003 is primarily
to a $30 million increase in regulatory-relatedsfaad postage and shipping costs. This increas isf a decrease in reciprocal compensation
costs. Reciprocal compensation costs also decréag8d2 and these declines were the result ofrtein local voice services, and also as a
result of regulatory action, which limited the ambof charges. The decrease in 2002 is also atatiberto a $75 million decrease in postage
and shipping costs and software related expenseiagsd with improved management expense controls.

Affiliate costs, such as services for cogbe administration, information technology, adiging and technical support increased
$61 million, or 17%, in 2003 and increased $30ioml| or 9%, in 2002. The increases in 2003 weretdudgher costs for technical support .
sales and affiliate employee and related chargesatie allocated to us. We replaced old equipméhtivew equipment and entered into
maintenance contracts with an affiliate in the texbgy area. The affiliate increased its technétgdport personnel by 85 and accordingly, the
software support and other technical assistands tust are allocated to us increased. The incli@ea2@02 is primarily due to increases of
purchased technical support resources and buymgdistance services from an affiliate rather taahird party.
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SG&A

The following table shows a breakdown of&(y major component for the years ended Decer8ie2003, 2002 and 2001:

Absolute Percentage
Year ended December 31, Change Change
2002\
2003 v 2002 v 2003 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Employee and servi-related cost $ 807 $ 76 $ 95¢ $ 38 $ (189 5% (20)%
Bad debt 12k 26C 19¢€ (135) 64 (52 33
Property and other tax 403 41% 36¢ (10 44 2 12
Non-employerrelated cost 392 50z 364 (110 13¢ (22 38
Affiliate costs 1,31¢ 1,22¢ 93¢ 88 29C 7 31
Total SG&A $ 3041 $ 317C $ 282 $ (129 $ 347 (4 12

SG&A expenses include salaries and wagasate not directly attributable to products ovsms, employee benefits, sales commissions,
bad debt charges, taxes other than income taxgforeadministrative space, advertising, profesalservice fees and computer systems
support.

SG&A, as a percent of revenue, was 28%2083, 28% for 2002 and 24% for 2001. The varianktaséng the percentage changes are
described below. Total SG&A decreased $129 millam4%, in 2003 and increased $347 million, or 12%2002. The 2003 decrease
primarily results from decreases in professionatfdad debt expense and other factors describadria detail below.

Employee and service-related costs, sudalasies and wages, benefits, sales commissigegjroe and professional fees (such as
telemarketing and customer service costs) incre§38dnillion, or 5%, in 2003 and decreased $18%anil or 20%, in 2002. The increase in
2003 was due to increases in incentive compensatidrour pension and post-retirement benefit pigerses. These increases were partially
offset by reduced salaries and wages resulting staffing reductions implemented in 2003 and 2088uced professional fees to third-party
vendors as we re-incorporated certain previoustgaurced customer service functions in our opematéind reduced sales commissions due to
lower revenue and a revision to our sales compemsplan. The net pension expense allocated to S@&4 $61 million in 2003, and the net
pension credit allocated to SG&A was $18 milliord&Y4 million for 2002 and 2001, respectively. Tieerease in 2002 was due to reduced
salaries and wages resulting from staffing redmstionplemented in 2002 and 2001, reduced profeakfeas, reduced incentive compensation
and reduced sales commissions. Partially offsetliege decreases were expenses associated whhskstg reserves for outstanding litigat
and increases in our pension and post-retiremerefibglan expenses.

Bad debt expense decreased $135 millio6286, in 2003 and increased $64 million, or 33%2002. Bad debt expense decreased as a
percentage of revenue to 1.2% in 2003 from 2.3200R. The decrease in our 2003 expense as comiwa2802 was primarily caused by la
provisions associated with uncollectible receivalitem MCI, Touch America and others that we reedrth 2002 and improved collection
practices and tighter credit policies in 2003. PB82 increase was due primarily to bankruptciestoflesale customers and weak economic
conditions offset by improved collections practiegsl tighter credit policies.

Property and other taxes, such as taxeswored or leased assets and real estate, and tiansaitems such as certain sales, use and
excise taxes, decreased $10 million, or 2%, in 20@8increased $44 million, or 12%, in 2002. Theease in 2002 is attributable to capital
expansion for the traditional telephone network tbak place during 2001 and 2000.
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Non-employee related costs, such as makeind advertising, rent for administrative spaug software related expense, decreased
$110 million, or 22%, in 2003 and increased $13Bioni, or 38%, in 2002. The decrease in 2003 wamanily driven by lower marketing and
advertising spending of $84 million which decreadad to increased management of these costs bffileatey and a decrease from prior year
reserves for outstanding litigation. In 2002, nompéoyee expense increases were driven by a $1Timshift in information technology
resources to maintenance activities from developraetivities that were eligible for capitalizaticemyd establishing reserves for outstanding
litigation.

Affiliate expenses, such as services foporate administration, information technology, edising and technical support, increased
$88 million, or 7%, in 2003 and $290 million, or%1in 2002. The 2003 increases were due to higth@irastrative costs described in more
detail as follows: increases in the allocationag®f marketing, advertising and public relatioasuiting from ouiSpirit of Service ™rand
commitment; allocated legal expenses grew as i Beepartment in one of our affiliates had a neteéase in personnel; and billing and
allocation rates from the affiliate entities wenereased. Partially offsetting the increases ir3208re decreases in software support costs and
decreases in seiifisurance due to lower premiums and claims. Th@ 20€rease was primarily due to an increase in etaryy, advertising, ar
administrative costs from affiliates. Previoushypation of these services were provided by ourlegges; however, as noted above and
explained more fully below, these employees weedferred to an affiliate and the costs are chabge# to us.

Prior to a company realignment that ocaliimeMarch 2001, our employees performed servicasdre now performed by QSC
employees. Employees that were transferred to QB8@ded services such as technical support, mangesales, product management and risk
management. In addition, the level of service Q8leyees were providing to us for our corporatafice, accounting, human resources,
executive management and public policy serviceeamed. As a result, during 2002 our affiliateseased the proportionate share of
administrative costs billed to us.

In addition to the increases due to reafignt, allocation of marketing costs from QSC tangseased in 2002 due to a proportionate
increase in revenue from the sale of our prodwatdive to the revenue generated from the saleio&filiates' products.

Pension and Post-Retirement Benefits

Our results include an allocation by QUlpension credits and post-retirement benefit egspsnwhich we refer to on a combined basis as
a net pension expense or credit. We recorded pamsion expense of $188 million in 2003, a net jpensredit of $51 million in 2002 and a |
pension credit of $261 million in 2001. The net gien expense or credit is a function of the amadipension and post-retirement benefits
earned, interest on projected benefit obligatiansprtization of costs and credits from prior benetilnges and the expected return on the
assets held in the various plans. The net pensipanse or credit is allocated primarily to cossalies and the remaining balance to SG&A.

The change to a net expense for 2003 fromt @redit in prior years is primarily due to duetion in the expected return on plan assets, a
reduction in recognized actuarial gains and areimse in interest costs. These changes are duedo éxpected returns on plan assets, lower
discount rates and increased medical costs forgdaticipants.

Costs of both our pension plan and ourtheate plans are expected to continue to risedrstiort and long term due to lower expected
returns on plan assets based on our evaluationrsrtt and expected market conditions and antietbabntinuing double digit annual
percentage increases in the overall cost of hemkhand prescription drugs.
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For additional information on our pensigm gost-retirement plans see Note 10—Employee Bsriefour consolidated audited financial
statements in this prospectus. Also, for a disamssf the accounting treatment and assumptiongdegapension and post-retirement benefits,
see the discussion of Critical Accounting Policesl Estimates below.

Depreciation

Depreciation expense decreased $129 milipb%, in 2003 and decreased $231 million, or B22002. The decrease in 2003 was the
result of certain assets becoming fully depreciate2D02 and the completion of certain capitalitEabe agreements in 2002. The decrease in
2002 was the result of higher depreciation in 2004 to a one-time "catch-up" adjustment of $222ionilrelated to the termination of plans to
sell access lines.

Intangible Assets Amortization

Amortization expense increased $52 milli@n18%, in 2003 and increased $113 million, or 68%2002. The increase in both 2003 and
2002 is attributable to increases in capitalizeftisare costs due in part to improvements in outaugr support information technology
systems as well as other product development anddegloyment.

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

During the year ended December 31, 200Baesof an ongoing effort of evaluating costs pérations, QCII reviewed our employee
levels in certain areas of our business. As a tesel established a reserve and recorded a chaga 2003 consolidated statement of
operations for $71 million to cover the relatedtsax this plan. The 2003 activities include chargé$65 million for severance benefits and
other charges pursuant to established severanioéegolAs part of this plan, QCII identified appharately 1,600 employees from various
functional areas to be terminated. Through DecerBbeP003, approximately 1,100 of the planned rddos had been completed. The
remaining 500 reductions will occur over the neady Severance payments generally extend for tv@ tmonths. In addition, we establishe
reserve of $6 million for real estate obligatiow$jch primarily include estimated future net payitseon abandoned operating leases. As a
result of these restructuring activities, we exgeaealize annual cost savings of approximatelyShillion. Also during 2003, we reversed
$14 million of the 2001 and 2002 restructuring plaserves as those plans were complete, and thal acimulative costs associated with those
plans were less than had been anticipated.

In response to shortfalls in employee réidas as part of the 2001 restructuring plan (asufised below), during 2002 QCII identified
employee reductions in several functional areasa Aesult, we established a reserve and recordedrtd002 consolidated statement of
operations $108 million for these restructuringwti¢s. This reserve was comprised of $78 millfonseverance costs and $30 million for real
estate exit costs. The 2002 restructuring plaruged the anticipated termination of 2,400 employBesing 2002 we recorded an additional
charge of $75 million relative to the 2001 restmiirtg plan, which was associated with higher thagimally anticipated real estate exit costs.
In addition, during 2002 we reversed $135 millidrseverance and real estate exit related accrakitve to the 2001 restructuring plan, as
actual terminations and real estate exit costs Veever than had been planned. The 2001 plan reMeesacomprised of $113 million of
severance and $22 million of real estate exit cdd&o, during the year ended December 31, 200&lation to the
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Merger, we reversed $30 million of reserves thatewiginally recorded in 2000. The reversals resbifrom favorable developments relative
to matters underlying the related contractual settints.

During the fourth quarter of 2001, a plasmsvapproved by QCII to reduce our employee levadscansolidate or abandon certain real
estate locations and projects. As a result, webbslteed a reserve and recorded a charge to our @solidated statement of operations of
$206 million for these restructuring activities.i¥ heserve was comprised of $182 million for semeeacosts and $24 million for real estate
costs. The 2001 restructuring plan included thegatted termination of 4,800 employees. In relatio the Merger as earlier described, during
2001, we charged to our consolidated statemenpefations $106 million for additional contractuattements, legal contingencies and other
related costs, and $6 million for additional sewermcharges, net of Merger reversals. The additfmoaisions and reversals of Merger-related
costs were due to additional Merger-related a@tisiand modification to the previously accrued Merglated activities.

Total Other Expense—Net

Other expense—net includes interest expemetenf capitalized interest, gain on sales adlrexchanges and other fixed assets, and other
income—net.

Percentage

Year ended December 31, Absolute Change Change
2002\

2003 v 2002 v 2003 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)

Interest expen—net $ 572 $ 541 $ 465 % 32 % 76 6% 16%
Gain on sale of rural exchanges and other fixedta — — (51 — 51 nm nm
Other incom—net (29 (26) (7) 7 (29 (27)  nm
Total other expen—net $ 554 $ 51t $ 407 $ 39 $ 10¢ 8 27

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

Interest expense—net.Interest expense—net was $573 million for 2@@8npared to $541 million for 2002. The increasmiarest
expense was primarily due to an increase in agggetsbt of $495 million during 2003. This increaséotal debt was primarily due to a
$1.75 billion term loan entered into in June 2008, proceeds of which were used to retire approtély&1.1 billion in debt. Interest expense
was $541 million for 2002, compared to $465 millfon 2001. The increase in interest expense wasguily attributable to the issuance of r
indebtedness in 2002. In March 2002, we issued Killidn of 10-year bonds at an 8.875% interest rat

Income Tax Provisior

The effective income tax rate increase8&@% in 2003 from 38.3% in 2002 because 2002 awedebeneficial state audit and accrual
adjustments. The 2002 effective tax rate of 38.8% mcreased as compared to the 2001 rate of 3Be&%4use of prior year Federal audit
adjustments reflected in 2001.

Loss from Discontinued Operatio—Net of Tax

Loss from discontinued operations decre&gdd million, or 64%, in 2003, and increased $88lion, or 93% in 2002. Discontinued
operations relates to our wireless business. Theedse in 2003 was attributable to an after-taxaimpent of $503 million recognized in 2002
versus an after-tax impairment of $140 million rgaized in 2003. A $100 million decrease in revennez003 also
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contributed to the decrease in the loss from diicoad operations. The increase in 2002 was dtigetafter-tax impairment of $503 million
recognized in 2002 versus a much smaller $10 millifter-tax impairment recognized in 2001. Theafté impairments in the discontinued
operations on the increase in 2002 is offset by@G4$nillion decrease in network expense.

Liquidity and Capital Resources

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

As of September 30, 2004 and December @13,2QClII and its consolidated subsidiaries haal tedrrowings of $17.2 billion and
$17.5 billion, respectively. Some of the borrowimgsued by QCIl and QSC are secured by liens orstmek. As a result, ownership of our
stock could transfer if either QCII or QSC weral&fault on its debt obligations.

QCII has cash management arrangements éeteertain of its subsidiaries that include linEsredit, inter-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.

Near-Term View

Our working capital deficit, or the amouoytwhich our current liabilities exceed our currassets, was $1.7 billion and $2.7 billion as of
September 30, 2004 and December 31, 2003, resplyctdur working capital deficit decreased $933liotl when compared to December 31,
2003. The reduction in working capital deficit wagmarily due to the retirement of $2.185 billiohaffiliate borrowings related to the
discontinuance of Qwest Wireless operations, gbriidfset by an increase in dividends payable 3 million and ongoing capital
expenditures. The timing of cash payments for dedlaividends to QSC is at our discretion in cotaidn with QSC. We expect that our cash
resources together with cash flow from operatioiisb& sufficient to pay our current dividends pbieabalance over the next twelve months.
We will not be directly impacted by either the iéswf operations or by borrowings of Qwest Wirsl@s future periods due to the retiremen
the affiliate borrowings referenced above and thegfer of Qwest Wireless to an affiliate.

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

. On April 30, 2004, QSC made a capital contributid$2.185 billion to us. We in turn made a capd@ahtribution of this same
amount to Qwest Wireless, which used these prodeagpisy off its borrowings. On May 1, 2004, we sfaired ownership of
Qwest Wireless to an affiliate.

. On May 1, 2004, we redeemed all of the $100 milfoimcipal amount of our 5.65% notes due Novemb&0D4 and all of the
$41 million principal amount of our 5.5% debentude® June 1, 2005 at par and all related intepzsted to accrue.

. We paid cash dividends of $1.8 billion. We havedrisally declared and paid regular dividends to0Jsased on the earnings
our wireline operations. In July 2004, we modifeagr dividend practice to balance our financial re@dsh position and credit
profile with those of our parent. As a result, gpforward, we may declare and pay dividends in sx@d our earnings to the
extent permitted by applicable law.

. On August 12, 2004, we issued an aggregate of 85Ifibn in principal amount of 7.875% notes due epber 1, 2011.
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. On August 25, 2004 and September 8, 2004, we psechapproximately $569 million in aggregate priatgmount of ou
7.20% notes due November 1, 2004 pursuant to atenfter.

. On November 23, 2004, we issued $250 million agapegrincipal amount of our 7.875% notes due Selpéerhl, 2011,
bringing the total principal amount outstandingso€h series to $825 million, of which $575 millivnaggregate principal
amount was issued in August 2004 (as discusseceabov

The current working capital deficit at Smpber 30, 2004 is primarily due to dividends to QB& we declared and the current portion of
long-term debt.

As discussed below, we continue to prodiigsificant cash from operating activities. We beé that our financial resources together
our cash flows from operations will be sufficieatrheet our cash needs through the next twelve raohibwever, if we or QCIl become
subject to judgments and/or settlements signifigantexcess of QCII's recorded reserve as furtigrussed in "Businesskegal Proceedings
in this prospectus, we or QCII could be requirethttke significant payments that we or QCII do reténthe resources to make. The
magnitude of any settlements or judgments resuftimy these actions could materially and adveraéfigct QCII's ability to meet its debt
service obligations and affect its financial coimitpotentially impacting its credit rating, itsiily to access capital markets and its complia
with debt covenants. In addition, the magnitudarof settlements or judgments may cause QCII to diawn significantly on its cash balanc
which might force it to obtain additional financiog explore other methods to generate cash. Suanacould include issuing additional
securities or asset sales. In particular, to thersthat QCII's EBITDA (as defined in QCII's deltvenants) is reduced by cash judgments or
settlements, its debt to consolidated EBITDA ratiosertain debt agreements will be adversely ééfiicAs a wholly owned subsidiary of
QCII, our business operations and financial coaditiould be similarly affected, potentially impactiour credit ratings and access to capital
markets.

We expect our 2004 capital expendituredeirease from 2003 levels.
Long-Term View

We have historically operated with a wotkoapital deficit as a result of the issues disedstove and due to our practice of declaring
regular cash dividends. We expect this trend tdicoa. As discussed below, we continue to genesalbstantial cash from operations. We
believe that cash flows from operations, our curoash position and continued access to capitaketawill allow us to meet our business
requirements, including debt service, dividends eaquital expenditures, for the foreseeable future.

In addition to our periodic need to obthirancing in order to meet our debt obligationsres come due, we may also need to obtain
additional financing or investigate other methanlgénerate cash (such as further cost reductiotieemale of non-strategic assets) if cash
provided by our and QCII's operations does not ower if revenue and cash provided by operationsimea to decline, if economic conditions
weaken, if competitive pressures increase or ibw@®ClIl become subject to judgments and/or setttamsignificantly in excess of QCII's
recorded reserve as further discussed in "Businesgrat Proceedings” in this prospectus. In the evéan adverse outcome in one or more of
these matters, we or QCII could be required to nsdgeificant payments that we do not have the nessuto make. The magnitude of any
settlements or judgments resulting from these astamuld materially and adversely affect QCII'dighio meet its debt service obligations and
affect its financial condition, potentially impaagj its credits ratings, its ability to access aapitarkets and its compliance with debt coven:

In addition, the magnitude of any settlements dgjuents may cause QCII to draw down significantiyite cash balances which might force it
to obtain additional financing or explore other hwets to generate cash. Such actions could incksigng additional securities or
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asset sales. As a wholly owned subsidiary of Qallt,business operations and financial conditiordctbe similarly affected, potentially
impacting our credit ratings and access to thetabmiarkets.

The 2004 QSC Credit Facility has a crogsment default provision, and the 2004 QSC Creddilfga and certain other debt issues of
QCIl and its other subsidiaries have cross acdierarovisions. When present, such provisions @étalve a wider impact on liquidity than
might otherwise arise from a default or acceleratiba single debt instrument. These provisionsegaly provide that a cross default under
these debt instruments will occur if:

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

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

. judicial proceedings are commenced to foreclosargnof QClI's assets that secure indebtedness aga@regate princip:

amount greater than $100 million.

Upon such a cross default, the creditors wfaterial amount of debt of QCII and its othdysidiaries may elect to declare that a default
had occurred under their debt instruments anddelarate the principal amounts due such credi€nsss acceleration provisions are similar to
cross default provisions, but permit a default seaond debt instrument to be declared only ifdiditéon to a default occurring under the first
debt instrument, the indebtedness due under thiedébt instrument is actually accelerated. As allylowned subsidiary of QCII, our busine
operations and financial condition could also eaéd, potentially impacting our credit ratingslatcess to the capital markets. In addition,
the 2004 QSC Credit Facility contains various latidns, including a restriction on using any pratsefrom the facility to pay settlements or
judgments relating to investigations or securiiesons discussed in "Busin—Legal Proceedings—Legal Proceedings Involving Q€I
Investigations and Securities Actions” in this pestus.

Payment Obligations and Contingenci
Payment obligations

The following table summarizes our futuoatactual cash obligations, as of December 313200

Payments Due by Perioc

Total 2004 2005 2006 2007 2008 Thereafter

(Dollars in millions)

Future Contractual Obligations(1)(2)

Long-term debt, including current maturiti $ 7,881 $ 867 $ 457 % — $ 141C $ 32z $ 4,83]
Interest on debt(s 7,504 567 51F 487 44C 394 5,101
Capital lease and other obligatic 36 16 7 2 1 1 9
Operating lease 741 128 114 84 79 69 272
Purchase commitment obligatio 13€ 57 39 39 1 — —

Total future contractual cash obligatic $ 1630« $ 163 $ 1,132 $ 61z $ 1931 $ 78 $ 10,21

1) This table does not include our net pension andrgibst-employment benefit obligations, as we capresently determine when such
payments will be made.

(2)  This table does not include accounts payable o2$8@lion, dividends payable to QSC of $199 millj@ctcrued expenses and other
current liabilities of $956 million, income taxeayable to QSC of $154 million, deferred income &8€$2.7 billion and other long-
term liabilities of $312 million, all of which amecorded on our December 31, 2003 consolidatechbalsheet. This table does not
include our open purchase orders as of Decembe&(8B, as they are primarily cancelable withoutggrand therefore do not
represent a contractual obligation.

3) Interest expense in future years may differ duetimancing of debt. Interest on our floating rdé&bt was calculated for all years us
the rates effective as of December 31, 2003.
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Purchase Commitment Obligatior

We have future purchase commitments witiEC%, IXCs and third-party vendors that requirecusiike payments to purchase network
services, capacity and telecommunications equipniér@se commitments require us to maintain mininmiomthly and/or annual billings, in
certain cases based on usage.

Letters of Credit and Guarantees
At September 30, 2004, we had letters edlicof approximately $4 million and no guaranteatstanding.
Contingencies

We and QCII are defendants in a numbeeg#dll actions, and QCII is the subject of a numlbémestigations by federal and state
agencies. While we and QCII intend to defend agaihese actions vigorously, the ultimate outconfeb@se cases are very uncertain, and we
can give no assurance as to the impacts on ourdialaresults or financial condition as a resulttese matters. For a description of these legal
matters and the potential impact on our liquiditigase see "Business—Legal Proceedings" below-afdear-Term View" and "—Long-erm
View" above.

Historical View
Operating Activities

We generated cash from operating activifeb?.3 billion and $3.9 billion for the nine maistended September 30, 2004 and 2003,
respectively, or a decrease of $1.6 billion. Fertine months ended September 30, 2004, the deareaash provided by continuing operal
activities compared to 2003 resulted from a $10ionidecrease in cash generated from operatingnie; a $693 million decrease in cash
relating to intercompany tax payments from ournimé tax allocation and payment policy and a $71l6an decrease in cash from changes in
other working capital accounts. The decrease iarirefrom continuing operations was primarily dudhte continued trend of decreasing
revenues. As in prior periods, we can attributectireent declines to intense competition, as eviddrby access line losses, pricing declines
and reduction in access services revenue.

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

The $262 million increase in cash provitbgcbperating activities in 2003 as compared to 2088 primarily the result of favorable
changes in working capital accounts of $805 millipartially offset by a decrease in cash generated operating income of $683 million af
adjusting for non-cash items including deprecigtammortization, cumulative effect of changes incagting principles and asset impairments.
This decrease in adjusted cash generated fromtopmemacome is a direct result of the continuingliee in operating revenues. The 5%
annualized decrease in revenue over the last yfe@s is attributed to increasing competition, piicgubstitution and general downturn in the
economy and telecommunications industry evidengegicbess line losses and pricing declines. We éxqmetinued downward pressure on
revenues and profit margins regardless of improvesni@ the economy or telecommunications sectoes€&lactors may negatively impact
cash provided by operations. The increase in ceslhiged by operations over the last three yeardkas primarily driven by favorable
changes in certain operating assets and liabititpants. We do not expect this trend to continue.

The $414 million increase in cash provitbgcbperating activities in 2002 as compared to 2084 primarily the result of favorable
changes in working capital accounts of $1.2 billipartially offset by a decrease in cash generiated operating income of $788 million after
adjusting for non-cash items
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including depreciation, amortization and asset impants. This decrease in adjusted income fromaimers is also a direct result of the
continuing decline in operating revenues evidernedccess line losses and pricing declines.

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

Our employees patrticipate in the QCII penspost-retirement and other post-employment ligplains. QCIl does not anticipate a
requirement to make any significant contributiortite QCII retirement plans in 2004.

Investing Activities

Cash used in investing activities was $illlion and $1.2 billion for the nine months endgeptember 30, 2004 and 2003, respectively.
Cash used in investing activities for the nine rherended September 30, 2004 decreased $74 mitiopared to the same period ended 2003
primarily as a result of a $41 million decreaseapital expenditures. Although our capital spend#mains historically low due to the drop in
wireline demand, we are beginning to selectivelyrgpcapital for new product infrastructure and arkets we believe have growth potential.

Cash used in investing activities was $illibn, $2.5 billion and $4.1 billion in 2003, 2@&nd 2001, respectively. Cash used in investing
activities in 2003 decreased $851 million compdced002 primarily as a result of an $800 milliorpital contribution to Qwest Wireless and a
$111 million reduction in capital expenditures B03. Cash used in investing activities during 2882reased $1.6 billion compared to 2001
primarily as a result of a $2.5 billion reductionaapital expenditures, partially offset by theitaontributions to Qwest Wireless in 2002.
This decrease in capital expenditures during 2082 tlve result of our decision to reduce our expansiforts as a result of the general
economic downturn and the completion of many ofroajor capital projects in 2001.

Capital expenditures were $1.6 billion,Bfillion and $4.2 billion in 2003, 2002 and 20@dspectively. We expect that our 2004 capital
expenditures will approximate 2003 levels.

Financing Activities

Cash used for financing activities was $iillion through September 30, 2004 and $1.5 hillior the same period ended 2003. The
increase in cash used for financing activitiesrisprily the result of a net decrease in cash prdsdrom borrowing activities of $664 million
partially offset by $332 million of collections @note receivable from an affiliate and a $99 wnillreduction in dividend payments. The
dividends declared during the three months endeteSwer 30, 2004 were $757 million with dividen@sdpof $421 million for the same
period. At September 30, 2004, we were in companith all provisions or covenants of our borrovang

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

On June 9, 2003, we entered into a searan toan with two tranches for a total of $1.73idl principal amount of indebtedness. The
term loan consists of a $1.25 billion floating r&t@nche, due in 2007, and a $500 million fixe@ taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our curiedébtedness. The floating rate tranche cannprégaid for two years and thereafter is
subject to prepayment premiums through 2006. Tagreno mandatory prepayment requirements. The eovemd default terms are
substantially the same as those associated witbtber long-term debt. The net proceeds were useefinance debt due in 2003 and fund or
refinance our investment in telecommunicationstasse
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The floating rate tranche bears interetaidon Interbank Offered Rates, or LIBOR, plusb8s7(with a minimum interest rate of 6.50%),
and the fixed rate tranche bears interest at 6 882&nnum. The interest rate on the floating mrateche was 6.50% at December 31, 2003. The
lenders funded the entire principal amount of tanlsubject to the original issue discount forftbating rate tranche of 1.00% and for the
fixed rate tranche of 1.652%.

We paid dividends during the year endedeb@ger 31, 2003 of $2.9 billion to QSC.

Until February 2002, we maintained comnarpaper programs to finance our short-term opsgatash needs. QCIl and we had a
$4.0 billion syndicated credit facility, or the @ieFacility, of which $1.0 billion was designataaus. As a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarter28f02. During the first quarter of 2002, we
paid down approximately $1.0 billion of our currémirrowings including substantially all of our diaisding commercial paper.

In March 2002, we issued $1.5 billion irgeggate principal amount of notes with a 10-yeatunity and an 8.875% stated interest rate. At
December 31, 2003, the interest rate was 9.125%e @e have registered the notes with the SEC ntieeeist rate will return to 8.875%, the
originally stated rate. The proceeds from the shtbe notes were used to pay approximately $1li@mioutstanding under the Credit Facility,
other short-term obligations and currently matutiorgg-term borrowings. QCll and QSC amended thaliCFeacility in August of 2002,
Following the amendment, we are no longer a parthe¢ Credit Facility.

We paid dividends during the year endedeb@ger 31, 2002 of $1.9 billion to QSC.
Credit Ratings

The table below summarizes our long-terint datings at September 30, 2004 and December@®B 2nd 2002. In June 2004, Standard
and Poor's ("S&P") and Fitch Ratings ("Fitch") updgd our rating three notches. Both of these raiimgyeases are reflected in the table be
The ratings as of September 30, 2004 are stilffece

December 31,

September 30,

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

With respect to S&P, any rating below BB#licates that the security is speculative in natdrBB rating indicates that the issuer is less
vulnerable to nonpayment than other speculativeeisshowever, it faces major ongoing uncertairdresxposure to adverse business, finan
or economic conditions which could lead to the gdlis inadequate capacity to meet its financialmoitment on the obligation. The plus or
minus symbols show relative standing within majategories.

With respect to Fitch, any rating below BBBonsidered speculative in nature. A BB ratimgjgates that there is a possibility of credit
risk developing, particularly as the result of adeeeconomic change over time; however, busineBeancial alternatives may be available to
allow financial commitments to be met.

With respect to Moody's Investor ServicBddody's"), a Ba rating is judged to have specutalements, meaning that the future of the
issuer cannot be considered to be well-assuredn@fie protection of interest and principal payreenay be very moderate, and thereby not
well safeguarded during both good and bad times."Ih2, 3" modifiers show relative standing witliie major categories, 1 being the higt
or best, modifier in terms of credit quality.
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Debt ratings by the various rating agenoédlect each agency's opinion of the ability af thsuers to repay debt obligations as they come
due. In general, lower ratings result in higherbaing costs and/or impaired ability to borrow. écsrity rating is not a recommendation to
buy, sell, or hold securities and may be subjecétision or withdrawal at any time by the assigniating organization.

Given these current credit ratings, aschateove, our ability to raise additional capitatianacceptable terms and conditions may be
negatively impacted.

Critical Accounting Policies and Estimates

We have identified the policies and estesdielow as critical to our business operationsth@dinderstanding of our results of operations.
For a detailed discussion on the application ofe¢hend other significant accounting policies, seeel—Summary of Significant Accounting
Policies to our audited consolidated financialestagnts in this prospectus. These policies and atsrare considered “critical" because they
have the potential to have a material impact orfioancial statements and because they requirdfisigmt judgments and estimates. Note that
our preparation of the financial statements coetiim this prospectus requires us to make estinzatgsassumptions that affect the reported
amounts of assets and liabilities, disclosure atiogent assets and liabilities at the date ofaaunsolidated financial statements and the
reported amounts of revenue and expenses duringploeting period. There can be no assurance thaalaresults will not differ from those
estimates.

Estimates and Other Reserv

Our consolidated financial statements aepgred in accordance with GAAP. These accountiimgiples require us to make certain
estimates, judgments and assumptions. We beliet¢ht estimates, judgments and assumptions maele adtounting for items and matters
such as long-term contracts, customer retentioiemet allowance for bad debts, depreciation, dratdivn, asset valuations, internal labor
capitalization rates, recoverability of assets,ampent assessments, employee benefits, taxesyesssnd other provisions and contingencies
are reasonable, based on information availableestitne they are made. These estimates, judgmedtassumptions can affect the reported
amounts of assets and liabilities as of the dateetonsolidated financial statements, as wetaseported amounts of revenue and expenses
during the periods presented. We also assess @tesses in relation to pending litigation. Ifass is considered probable and the amount car
be reasonably estimated, we recognize an expendigefestimated loss. See "Business—Legal Procggtlin this prospectus. To the extent
there are material differences between these estinaad actual results, our consolidated finarsta&tements are affected.

Restructuring

Periodically, we commit to exit certain mess activities, eliminate office or facility ld@ans and/or reduce our number of employees
charge to record such a decision depends uponusagissumptions, including future severance cagidease income or disposal costs, length
of time on market for abandoned rented facilite@mtractual termination costs and so forth. Sut¢imeses are inherently judgmental and may
change materially based upon actual experiencentihber of employees and the related estimatevefraace costs for employees combined
with the estimate of future losses on subleasenirecand disposal activity generally has the mostiggnt impact. Due to the estimates and
judgments involved in the application of each @&s accounting policies, changes in our planslasktestimates and market conditions ¢
materially impact our financial condition or resudif operations.
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Revenue Recognition and Related Reser

Revenue from services is recognized whers#vices are provided. Up-front fees receiveidhamily activation fees and installation
charges, as well as the associated customer aiguisosts, are deferred and recognized over theagd customer relationship period,
generally one to ten years. Payments receivedviaraxd are deferred until the service is providagst@mer arrangements that include both
equipment and services are evaluated to deterntire¢her the elements are separable based on objestidence. If the elements are separable
and separate earnings processes exist, total @vasah is allocated to each element based orethéve fair values of the separate elements
and the revenue associated with each elementagmexed as earned. If separate earnings proceesest @xist, total consideration is deferred
and recognized ratably over the longer of the @mttral period or the expected customer relationgéippd. We believe that the accounting
estimates related to customer relationship peradito the assessment of whether a separate eaprimgess are “critical accounting
estimates” because: (1) it requires managemenake mssumptions about how long we will retain custs; (2) the assessment of whether a
separate earnings process exists can be subje@juhie impact of changes in actual retentionquisiversus these estimates on the revenue
amounts reported in our consolidated statemempefations could be material; and (4) the assegsofi@vhether a separate earnings process
exists may result in revenues being reported ifiediht periods than significant portions of thetetl costs. As the telecommunications market
experiences greater competition and customersfstiift traditional land based telephony servicemtile services, our estimated customer
relationship periods will likely decrease, and witeistomers terminate their relationship with us,may recognize revenue that had previol
been deferred under the expectation that serviceddvibe provided to that customer over a longeioger

GAAP requires us to record reserves agaimsteceivable balances based on estimates akfatllections and to not record revenue for
services provided or equipment sold if collecttgilbf the revenue is not reasonably assured. Weugethat the accounting estimates related to
the establishment of reserves for uncollectible am®in the results of operations is a "criticai@mting estimate" because: (1) it requires
management to make assumptions about future dolhactilling adjustments and unauthorized usagé;(8) the impact of changes in actual
performance versus these estimates on the accmaoativable balance reported on our consolidateahioal sheets and the results reported in
our consolidated statements of operations coulsh&ierial. In selecting these assumptions, we wserital trending of write-offs, industry
norms, regulatory decisions and recognition of@utrmarket indicators about general economic camditthat might impact the collectibility
of accounts.

Software Capitalizatior

Internally used software, whether purchasedeveloped, is capitalized and amortized udiegstraight-line method over an estimated
useful life of 18 months to five years. In accorcamvith American Institute of Certified Public Aecotants Statement of Position 98-1,
"Accounting for the Costs of Computer Software Deped or Obtained for Internal Use", we capitalizetain costs associated with internally
developed software such as payroll costs of emplgevoting time to the projects and external tirests for materials and services. Costs
associated with internally developed software taided internally are expensed until the point attvkhe project has reached the developr
stage. Subsequent additions, modifications or ujeg#o internal-use software are capitalized anlpé extent that they allow the software to
perform a task it previously did not perform. Scfte maintenance and training costs are expendéd jreriod in which they are incurred. The
capitalization of software requires judgment inedlgtining when a project has reached the developstage and the period over which we
expect to benefit from the use of that softwarettar, the recovery of software projects is peally reviewed and may result in significant
write-offs.
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Pension and Po-Retirement Benefits

Pension and post-retirement healthcardifghsurance benefits earned by employees dutieg/ear, as well as interest on projected
benefit obligations, are accrued currently. Premvige costs and credits resulting from changgsan benefits are amortized over the average
remaining service period of the employees expettedceive benefits. Pension and post-retiremesisare recognized over the period in
which the employee renders service and becoméblelig receive benefits as determined using tlogepted unit credit method.

In computing the pension and post-retirenbemefit costs, QCIl must make numerous assumpadout such things as employee
mortality and turnover, expected salary and wageeises, discount rates, expected rate of retuptaonassets and expected future cost
increases. Two of these items generally have thet significant impact on the level of cost—discotate and expected rate of return on plan
assets.

Annually, QCII sets the discount rate priityabased upon the yields on high-quality fixed@me investments available at the
measurement date and expected to be availablegdinenperiod to maturity of the pension benefitsmlaking this determination we consider,
among other things, the yields on Moody's AA cogterbonds as of year-end.

The expected rate of return on plan agséle long-term rate of return QCII expects taneam trust assets. QCII establishes the expected
rate of return by reviewing the investment composibtf plan assets and the long-term risk and nefiorecast for each asset category. The
forecasts for each asset class are generatedhistogcal information as well as an analysis afrent and expected market conditions. The
expected risk and return characteristics for eacletclass are reviewed annually and revised,@ssary, to reflect changes in the financial
markets.

To compute the expected return on pendam gssets, QCII applies an expected rate of rétutime market-related value of the plan
assets. The market-related asset value is a cothpatee that recognizes changes in fair value oo plan assets over a period of time, not
to exceed five years. In accordance with SFAS No."Bmployers' Accounting for Pensions”, QCII eéxtto recognize actual returns on
pension plan assets ratably over a five year paviveh computing market-related value of pension plssets. This method has the effect of
reducing the annual market volatility that may kperienced from year to year. As a result, the etqubreturn is not significantly impacted by
the actual return on pension plan assets expeddndée current year.

Changes in any of the assumptions QCII niademputing the pension and post-retirement bieoe$ts could have a material impact on
various components that are the basis for theication to us. Factors to be considered includestiteagth or weakness of the investment
markets, changes in the composition of the emplbgse, fluctuations in interest rates, significamployee hirings or downsizings and
medical cost trends. Changes in any of these facmuld impact our cost of sales and SG&A in ourstdidated statements of operations as
well as the value of the asset or liability on oansolidated balance sheets. If QCII's assumedceegbeate of return of 9.0% for 2003 was 100
basis points lower, the impact would have beemdoeiase our net pension expense by $100 millioredponse to current and expected market
conditions, effective January 1, 2004, QCII loweitschssumed expected long-term rate on plan ags8t5%. If QClI's assumed discount rate
of 6.75% for 2003 was 100 basis points lower, thpdct would have been to increase our allocategargtion expense by $51 million in 20

Asset Retirement Obligatior

We have network assets located in leasgplepties such as equipment rooms and central effleer certain of these leases, we are legally
obligated to remove our equipment when the leapegex As required by SFAS No. 143, "Accounting Amset Retirement Obligations," we
record a liability for the estimated current faiwe of the costs associated with these removajatins. We estimate our
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removal liabilities using historical cost informati, industry factors and current engineering esésiaVe then estimate the present value of
these costs by discounting the future expected jgagbut to current fair value based on our incremldyorrowing rate. To the extent there are
material differences between our estimated andabotmoval costs and our estimated and actual digaates, we could be required to adjust
our recorded liabilities at that time.

Recently Adopted Accounting Pronouncements and Cunative Effect of Adoption

On January 1, 2003, we adopted SFAS No, Bi&ounting for Asset Retirement Obligations",SFAS No. 143. This statement
addresses financial accounting and reporting ftigations associated with the retirement of targibhg-lived assets and the associated asset
retirement costs, generally referred to as astietmeent obligations. SFAS No. 143 requires erttiteerecord the fair value of a legal liability
for an asset retirement obligation required todtesd under law or written or oral contract. ifemsonable estimate of fair value can be made,
the fair value of the liability shall be recognizedhe period it is incurred, or if not, in therfzel a reasonable estimate of fair value can be
made. This cost is initially capitalized and themoatized over the estimated remaining useful lif¢he asset. We determined that we have
asset retirement obligations associated with throval of a limited group of long-lived assets aadarded a cumulative effect of a change in
accounting principle charge upon adoption of SFAS M3 of $7 million (an asset retirement obligatad $12 million net of an incremental
adjustment to the historical cost of the underlyaisgets of $5 million) as of January 1, 2003.

Prior to the adoption of SFAS No. 143, weluded in our group depreciation rates estimastdemoval costs (removal costs less
salvage). These costs have historically been tefieio the calculation of depreciation expensetardefore recognized in accumulated
depreciation. When the assets were actually retinetlremoval costs were expended, the net remogés were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexpuihe recognition of a liability for asset retigmobligations that are legally binding, it
precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where th@vaircosts exceeded the estimated
salvage value and we did not have a legal remdda@ation. This resulted in income from the cumilateffect of a change in accounting
principle of $365 million before taxes upon adoptaf SFAS No. 143 in 2003. The net income impadhefadoption is $219 million
($365 million less the $7 million charge disclosdmbve, net of income taxes of $139 million). Begiignlanuary 1, 2003, the net costs of
removal related to these assets are being changad tonsolidated statement of operations in gréd in which the costs are incurred.

We adopted the provisions of FASB Interatien No. 46 (revised December 2003), "ConsoligdatibVariable Interest
Entities” ("FIN 46R") in the first quarter of 200BIN 46R requires an evaluation of three additiardéria to determine if consolidation is
required. These criteria are: 1) whether the emity variable interest entity; 2) whether the campholds a variable interest in the entity; and
3) whether the company is the primary beneficidrihe entity. If all three of these criteria aretpmnsolidation is required. The adoption of
FIN No. 46R did not have a material impact on tbmpany.

Risk Management

We are exposed to market risks arising fobianges in interest rates. We have excluded xed{fiate affiliate borrowings from the
following discussion as they are not subject tokearisk. The objective of our interest rate riskmagement program is to manage the level
and volatility of our interest expense. We may emgplerivative financial instruments to manage oteriest rate risk exposure. In the third
quarter of 2004, we entered into interest rate saggpements in the notational amount of $575 miltmmanage exposure to interest rate
movements and optimize our mixture of
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floating and fixed-rate debt while minimizing ligliy risk. The effective floating interest rate the agreements is LIBOR plus 3.43%. The
interest rate swap agreements were designatethasvalue hedge which effectively converts a pmmtdf our fixed-rate debt to floating rate
through the receipt of fixed-rate amounts in exgfeafor the floating rate interest payments. Theadotn interest expense in the third quarter
was minimal.

As of September 30, 2004 and December @13, 2approximately $1.25 billion of our floatingteadebt was exposed to changes in interest
rates. As of September 30, 2004 and December 8B, 2 had approximately $430 million and $850ianillrespectively, of long-term fixed
rate debt obligations maturing in the followingh®nths. Any new debt obtained to refinance thig eeduld be exposed to changes in interest
rates. A hypothetical 10% change in the interestsran this debt would not have had a materiatefia our earnings.

As of September 30, 2004, we had $452 anilbf cash invested in money market and other dkari investments. Most cash investme
are invested at floating rates. As interest rabtesige, so will the interest income derived fronsthaccounts.

58




BUSINESS

We are wholly owned by QSC, which is whallyned by QCII. We provide local telecommunicatiansl related services, long-distance
services and data and video services within owl Iservice area, which consists of the 14-statenegf Arizona, Colorado, Idaho, lowa,
Minnesota, Montana, Nebraska, New Mexico, North @akOregon, South Dakota, Utah, Washington andnityg.

Our operations are included in the constéid operations of our ultimate parent, QCIl andegally account for the majority of QCII's
consolidated revenue. Our telecommunications priscard services are provided through our tradititglaphone network located within our
local service area. In addition to our operati@dp§)l maintains a wireless business (comprised eftfreless operations we transferred to an
affiliate in May 2004) and a national fiber optietwork. Through its fiber optic network, QCII praes the following wireline products and
services that we do not provide:

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

. Virtual private network;

. Internet dial acces:

. Web hosting; and

. Professional services.

For certain other products and servicepreide and for a variety of internal communicasidanctions, we utilize QCII's fiber optic
network to transport voice and data traffic. Aldopugh its fiber optic network, QCII provides matally some data and Internet access ser
including private line, ATM and frame relay, whiahe similar to what we provide within our local\see area.

Operations

We market and sell our products and sesviceeonsumer and business customers. In generabuginess customers fall into the
following categories: (1) small businesses; (2)amat! and global businesses; (3) governmentaliestiand (4) public and private educational
institutions. We also provide our products and ise/to other telecommunications providers on aledade basis. We seek to distinguish
ourselves from our competitors through our recent@ntinuing customer service initiatives.

Wireline Services

We offer a wide variety of wireline prods@nd services in a variety of categories that pelyple and businesses communicate. Our
wireline products and services are offered throoghtraditional telecommunications network. Ouditi@nal telecommunications network
consists of all equipment used in processing teteoonications transactions within our local senacea and forms a portion of the public
switched telephone network. Our traditional telephaetwork is made up of both copper cables arat fibtic broadband cables and serves
approximately 15.7 million access lines.

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

Local voice services—consumer, businessvdnadesale. Through our traditional telephone network, wigioate and terminate local
voice services within local exchange service terigts as defined by state regulators. Our consamebusiness local voice services include:
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. basic local exchange services provided throughsadiges connected to our portion of the traditidgelephone network;

. switching services for customers' internal commaitidns through facilities that we own;

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

. enhanced voice services, such as voice r

. operator services, including directory assistance;

. public telephone service;

. voice customer premises equipment;

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

On a wholesale basis, we provide netwakdport, billing services and access to our loedark within our local service area to other
telecommunications providers and wireless carrieingse services allow other telecommunicationsigess to provide telecommunications
services using our local network. At times, we 8BlIEs, which allow our wholesale customers to bthileir own networks and interconnect
with our network.

Long-distance voice services—consumernkasiand wholesale. We provide IntraLATA long-distance service tar austomers within
our local service area.

Access services—wholesaleéWe provide access services primarily to oteEdommunications providers for the use of ourlloeawork
to connect their customers to their data and IRowds so they can provide long-distance services.

Data and Internet services—consumer, bssiad wholesale. We offer a broad range of products and profesdiservices to enable
our customers to transport voice, data and videcaenmunications at speeds ranging from 14.4 Kisopér second to 2.5 gigabits per second.
Our customers use these products and servicegdriety of ways. Our business customers use thefacititate internal and external data
transmissions, such as transferring files fromlooation to another. Our consumer customers usa theaccess email and the Internet under a
variety of connection speeds and pricing packagksprovide our data and Internet services in ocallservice area.

Our consumer and business data and Inteemeices are described below:

. Digital subscriber line, which permits existing samer and business customer telephone lines tatepat higher spee:
necessary for video and high-speed data commuaitato the Internet or private networks. Substédntil of our DSL
customers are currently located within our locaviee area;

. Asynchronous transfer mode, which is a broadbaetlyark transport service that provides a fastcdfit way to move larg
guantities of information over our highly reliab&salable and secure fiber optic broadband network;

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

. Private lines, which are direct circuits or chasrsgecifically dedicated to the use of an end-asgeinization for the purpose of

directly connecting two or more sites. Private $idfer a secure solution for frequent communicatblarge amounts of data
between sites; and
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. Integrated services digital network, which is a poelmensive digital network architecture allowingnssto transmit voice, dat
video and images—separately or simultaneously—stzrdard telephone lines or fiber optics.

On a wholesale basis, we provide collocasiervices, or hosting of other providers' telecamitations equipment in our facilities. We
also provide wholesale private line services prilyao other providers of long-distance servicesiow them use of our local network to
connect their customers to their networks.

Distribution Channels

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

Wireless Services

We previously provided wireless servicestim local service area through our wholly ownelssdiary Qwest Wireless. On May 1, 2004,
we transferred ownership of Qwest Wireless to ilieé and no longer have wireless operations.

Other Services

We provide other services that primarilydive the sublease of some of our unused realeeatstets, such as space in our office buildings
warehouses and other properties. The majority edetproperties are located in our local servica.afée also provide affiliate services, which
consist of telecommunication services providedffitiazted enterprises.

Customer Service Initiatives

With increased levels of competition in teEecommunications industry resulting from statytand regulatory developments and
technology advancements, we believe competitiveigess are no longer hindered by historical basrierentry. As a result, we believe factors
such as pricing and customer service are increlgdigoming determining factors in maintaining lcrieasing market share in the
telecommunications industry.

We are seeking to distinguish ourselvemfour competitors through our participation in antoer of QCII's customer service initiatives
supporting its Qwest Spirit of Servié¥ brand commitment. We believe these initiatives hall@ved QCII and us to improve our customer
service relative to our peers over the past ye@il @onitors the progress of these customer seiwitiatives through studies it commissions
from an independent market research firm. While I@@verall performance in these studies remaingtdhan most of its peers, QCII has
seen its small-business customer satisfactiongatio improve from a score of 89 for the thircager of 2003 to 95 for the third quarter of
2004 (a score of 100 being at parity with its pedrsthe same period, overall consumer satisfaciso increased from 92 to 96.

QCllI's customer service initiatives inclutie following:

. Qwest Choice™. In 2003 and into 2004, QCII restructured its @agkg and pricing plans in order to provide custnweith
greater choice, flexibility and simplification. Tée plans offer a variety of combinations of voieevges, wireless services and
data services, including new products such as stboree DSL and VolIP services. QCII also improveaditoduct offerings
during this period by entering into strategic rielaships with providers of wireless and video comiunations.
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. Promise of Value™ QClII initiated its Promise of Value™ campaigriate 2003. This campaign actively assists custoine
designing their mix of QCII products and servicesbtain the best value for their needs. As pathisfcampaign, QCIl is
offering free account reviews and is advising coms on how they can save money on their monthily. bi

. Customer Suppor QCII has instituted training and incentive plémisits customer care representatives designechpodve the
customers' experience with QCII and has expandezlgtomer care facilities. QCII has also begumiggretail locations
where customers can learn more about its productservices and submit orders in person. And Q&slredesigned its webs
and the appearance of its bills to be clearertfocustomers. QCII believes these and other chamifidead to continued
improvements in its communications with its custesne

Importance, Duration and Effect of Patents, Trade dMimes and Copyrights

Either directly or through our subsidiarie® own or have licenses to various patents, tnatiees, copyrights and other intellectual
property necessary to the conduct of our busin®ssdo not believe that the expiration of any of imtellectual property rights, or the non-
renewal of those rights, would materially affect cesults of operations.

Competition

Local voice services. In providing local voice services to our congurand business customers within our local seraiea, we compete
with national carriers, smaller regional providergmpetitive access providers, independent teleplsompanies, Internet telephony providers,
wireless providers and cable companies. Technaoaggtitution, such as wireless substitution forelime, cable telephony substitution for
wireline and cable modem substitution for dial-upd®m lines and DSL, has been a significant causa fiecrease in our total access lines in
2003. Competition is based primarily on pricingckeging of services and features, quality of seraod increasingly on meeting customer
care needs such as simplified billing and timegpanse to service calls.

The obligation to make number portabilitiagable from wireline to wireless service, whiclaswecently mandated by the FCC, is another
competitive factor that may increase access lingds. Also, revenue for local voice services magfteeted adversely should providers of
VolIP services attract a sizable base of custombswge VolP to bypass traditional local exchanggera. A related concern is the risk that
access charge fees we receive from other telecomoations providers will be reduced if phoneghene VolP calls remain unregulated anc
not subject to intercarrier compensation obligatititat apply to traditional telephony.

Our existing infrastructure and loanding customer relationships make us the mégkder in providing local voice services in ourdt
service area. Although our status as an incumloeat Exchange carrier helps make us the leadewoiiding wireline services within our local
service area, increased competition has resultegcent declines in our access lines. Please saadtyement’'s Discussion and Analysis of
Financial Condition and Results of Operations'hiis prospectus for more information regarding teeaffecting our access lines.

Our competitors, mainly CLECs and CLEC/IB@nbinations, have accelerated their use of unleghakétwork element-platforms, or
UNE-P. This service, which we are required to providelaolesale rates as a matter of current fedehktgate laws and regulations, allows
competitors to purchase all of the elements they med to provide competitive local services to austomers. Bell Operating Companies, or
BOCs such as Qwest, are required to make theirarktalements available to competitors, which all@i€Cs and CLEC/IXC combinations
an alternative to building their own telecommunicas facilities. Consequently, we believe these petitors are able to provide local servic
a cost advantage, allowing them to gain marketesiMeanwhile, the obligation to provide
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UNESs reduces our revenue and margin. We believeffeang of UNEs will continue to cause downwamggsure on our margins and result in
incremental retail access line losses.

Long-distance voice servicesNational telecommunications providers, sucA®&T Corporation, Sprint, and MCI, compete with ins
providing IntraLATA long-distance services in oochl service area. Wireless providers also marétt mtraLATA and InterLATA long-
distance services as a substitute to traditionadlime service.

Competition in the long-distance consumarkat is based primarily on price, customer sepgelity and reliability. We are a market
share leader in providing IntraLATA long-distan@\sce within our local service area, but face éaging competition from national carriers,
which have substantial financial and technical veses. Competition in the business market is basesimilar factors, as well as the ability to
offer a ubiquitous solution nationwide.

In addition, the emergence of certain catitgrs, such as MCI, XO Communications, Inc. and&adUSA, Inc., from bankruptcy
proceedings with substantially reduced debt cowtipitate an industry-wide reduction in pricegrétby causing a decline in our revenue.

Access services. Within our local service area, we compete pritpavith smaller regional providers, including CCS, competitive
access providers and independent telephone consp&Meecompete on network quality, customer sengoeduct features, the speed with
which we can provide a customer with requestedices\and price. Although our status as an ILEC$eipke us the leader in providing these
services within our local service area, increaggdpetition has resulted in a reduction in accesaitas of use billed to national long-distance
carriers and wireless carriers. Also, we earn gerevenues when we originate or terminate cals dne carried by national long-distance
carriers and wireless carriers that generate carceess charges for the use of our network. Texkent that VolP networks or VolIP service
providers seek to bypass the traditional methodsoftigations to pay this form of intercarrier coamgation, or the related "reciprocal
compensation" which we earn for use of our networlerminating local calls, these providers couljbg a competitive advantage versus
traditional carriers who must factor the costsafier access charges and reciprocal compensatioheir charges.

Data and Internet services.Business customers are the primary marketfesd networkelated services, although we are increasing
DSL offerings to both consumer and business customeseveral markets in our local service aregqraviding these services, we compete
with national longdistance carriers (such as AT&T, Sprint and MC#kle operators, ILECs, CLECs and large integraiarsh as Internatior
Business Machines Corporation and Electronic Dgistens Corporation). Large integrators are alsopsiimg in a new manner, providing
customers with managed network services, whichstaker-site traffic off our network. Customers aaaticularly concerned with network
reach, but are also sensitive to quality, religgicustomer service and price. We also compete @dble operators who offer high-speed
broadband facilities over cable modem, a technottiggctly competitive with the DSL services we emplCable operators who sell data or
Internet services via broadband enjoy a reguladdmantage in that they are not presently subjét¢aat in the jurisdictions in which we
operate, to regulation as "telecommunications" jglens, which imposes many costs and obligationsh sis the obligation to make UNE-P
available to competitors or to provide competitageess and interconnect rights.

Regulation

As a general matter, we are subject torsite state and federal regulation, including regraents and restrictions arising under the
Federal Communications Act, as modified in parth®y Telecommunications Act of 1996, or the Telecamitations Act, state utility laws,
and the rules and policies of the FCC, state régidand other governmental entities. Federal EwesFCC regulations
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apply to regulated interstate telecommunicationsl(iding international telecommunications that imége or terminate in the United States),
while state regulatory authorities have jurisdict@ver regulated telecommunications services tieirdrastate in nature. 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.

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

Interconnection

The FCC is continuing to interpret the ghtions of ILECs under the Telecommunications Adhterconnect their networks with, and
make UNEs available to other telecommunicationsigers. These decisions establish our obligatiareur local service area and affect our
ability to compete outside of our local servicesala May 2002, the U.S. Supreme Court issuedptsion in the appeal of the FCC's rules on
pricing of UNEs. The Court affirmed the FCC's rul8gce we were following the FCC's then currentBJdticing rules, this decision did not
impact the pricing of our UNEs.

On August 21, 2003, the FCC issued thamid review order in response to the D.C. Cir@ourt of Appeals' decision vacating the
FCC's rules that had determined the UNEs thateyeired to be made available to competitors. Amtbegnore significant determinations
made by the FCC in the triennial review order wédeCLECs are not impaired without access to umteeh switching when serving medium-
to-large business and government customers, subj@ct opportunity for state regulators to rebig giresumption before the FCC, which did
not occur; (ii) CLECs are impaired without accesswitching, and, concomitantly, the UNE-+0 serve mass market customers, as well as
high capacity loops and dedicated transport ses\(itee transmission facilities between an ILECltie offices), subject to an opportunity for
state regulators to rebut this presumption of impant; (iii) ILECs are no longer required to proxidther carriers with access to the high
frequency portion of a loop that is used by CLE&€provide competing DSL services (referred to as $iharing); however, current line sharing
customers were "grandfathered,” and the requiremoegitow line sharing will be phased out over getiyear period; (iv) ILECs are not
required to provide CLECs with access to "next gafien" networks and facilities used to providedmband services to residential customers
and multiple tenant buildings that are residerdigbredominately residential in nature; and (v) B@C modified the prohibition against CLECs
using enhanced, extended links, or combinationsibfindled loops, multiplexing and dedicated trans@eferred to as EELS) to provide both
local and long-distance services; the FCC estadafishquirements designed to prevent the substitafidccELs for special access services
needed by a carrier for the provision of its longt@hce services.

QCIl, on our behalf joined with other ILE@srequesting that the D.C. Circuit Court of Ap|seiavalidate the rules that accompanied and
were described in the triennial review order. Orréfia2, 2004, consistent with the ILECs' argumeathree-judge panel of the D.C. Circuit
issued a decision vacating and remanding backeté@C significant portions of the triennial revievder. On June 16, 2004, the D.C. Circuit's
decision became effective. As a result of the [Zicuit's decision, the FCC must conduct a rulemgldroceeding to adopt new unbundling
rules for mass market switching, high capacity ®apd dedicated transport, and other issues.
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On August 20, 2004, the FCC initiated &miking proceeding to replace the unbundling rilaswere vacated by the D.C. Circuit. In
addition, the FCC issued interim unbundling rulest t'freeze" the unbundling obligations in the ILEMterconnection agreements for six
months, or until the FCC adopts permanent rulgbgaif occurs earlier. In response, certain ILECHiting us requested that the D.C. Circuit
Court of Appeals overturn the interim rules. Thétmmers argued that the interim unbundling rudes inconsistent with the court's decision
vacating the triennial review order. On Octobe2®@)4, the D.C. Circuit held the ILECs' challengalbeyance until at least January 4, 2005.
Apart from the interim rules, Qwest has entered oammercial arrangements to provide MCI and nuoensher CLECs with a product tha
functionally equivalent to UNE-P at rates that smenewhat higher than the rate for UNE-P, and coroiaesrrangements to provide Covad
Communications Company and several other CLECs avgtoduct that is functionally equivalent to, Bamewhat higher priced than, UNE
line sharing. It is unclear at this time how thaseangements will be affected by the FCC's new odling rules.

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

Access Pricing

The FCC has initiated a number of procegslthat could affect the rates and charges forsaceervices that we sell or purchase. These
proceedings and related implementation of resuli@¢ decisions have not yet been completed. Bedhase are a number of such
proceedings that are inter-related, and becausdaew@wologies (such as VolP) are emerging that fiotleer complications, it may take some
time for the rulemaking to be completed. It is polesthat the FCC will recommend a major restructiof the current system of intercarrier
compensation for use of local networks, and thisldi@ffect our rights to claim payment for carrd@cess charges. There has been a national
trend towards reducing the amounts charged foigrecal compensation” for use of our network tortigrate local, IntraLATA and other intra-
state calls, in preference for a "bill and keepdrapch, but this is subject to varying decisiond imterests by the state agencies that govern
these intrastate rates. From time to time, the segjulators that regulate intrastate access chameluct proceedings that may affect the rates
and charges for those services.

On May 31, 2000, the FCC adopted the acedesm and universal service plan developed byabalition for Affordable Local and
Long-Distance Service, or CALLS. The adoption af @ALLS proposal resolved a number of outstandésgeés before the FCC. The CALLS
plan has a five-year life and provides for thedwaling: (i) elimination of the residential pre-sukibed IXC charge; (ii) increases in subscriber
line charges; (iii) reductions in switched accesage rates; (iv) the removal of certain implicituemsal service support from access charge:
direct recovery from end-users; and (v) commitmémuis participating IXCs to pass through accessghaeductions to end-users. We have
opted into the five-year CALLS plan.

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

Advanced Telecommunications Servic

The FCC has ruled that advanced serviaegged by an ILEC are covered by those provisidrth® Telecommunications Act that gov
telephone exchange and exchange access servid@scémber 2001, the FCC released a Notice of PegpBslemaking regarding the
Regulatory Requirements for ILEC Broadband Telecomigations Services. In this proceeding the FCCslaaght comment on what changes
should be made in traditional regulatory requiretaen reflect the competitive market and createimives for broadband services growth and
investment. The FCC has not yet issued final rules.
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Intercarrier Compensatior

On April 27, 2001, the FCC released a NotitProposed Rulemaking that commenced a broadrinipto, and initiated a fundamental
re-examination of, all forms of compensation flog/imetween carriers as a result of their networksgomterconnected. There are two primary
forms of intercarrier compensation: (i) reciprocampensation that applies to local traffic andgifess charges that apply to long-distance
traffic. The purpose of this FCC proceeding isxaraine existing forms of intercarrier compensato explore alternatives. One form of
compensation that is being examined is "bill angjXeunder which carriers freely exchange traffid anllect charges from their end-user
customers in lieu of the present system in whichi@a are obligated to compensate one anotherdtwork utilization. The rules emanating
from this rulemaking could result in fundamentadoges in the charges we collect from other cardadsour end-users.

On April 27, 2001, the FCC issued an Owdligh regard to intercarrier compensation for Inedrservice provider, or ISBPeund traffic. Th
Order required carriers serving ISP-bound trafficeduce reciprocal compensation rates over a 3@neeriod beginning with an initial
reduction to $0.0015 per minute of use and endiitly avrate of $0.0007 per minute of use. In addit® cap was placed on the number of
minutes of use on which the terminating carrier rolagrge such rates. This reduction lowered coatswk paid CLECs for delivering such
traffic to other carriers, but has not had, andaslikely to have, a material effect on our result operations.

On May 3, 2002, the D.C. Circuit Court gbgeals remanded the matter to the FCC to implemeatie methodology that is consistent
the court's ruling. The rules promulgated by th&CF€main in effect while the agency contemplatethér action. Modifications in the FCC's
rules or prescribed rates could increase our exgsei$his remand proceeding is ongoing at the FCC.

On October 18, 2004, in a related docketREC released an Order deciding to forbear froptyapy certain interim rules adopted in the
April 27, 2001 Order described above. Those pddidaterim rules related to the cap on the nundfeninutes of use and required carriers to
exchange ISP-bound traffic on a bill-and-keep béisiwse carriers were not exchanging traffic piargt to interconnection agreements prior to
adoption of the April 27, 2001 Order. The effectlit Order may be to increase our payments oprecal compensation. In some instances,
existing state rules regarding reciprocal compémsand applicable interconnection agreements lingteffect of this Order.

Wireless Local Number Portability

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

In the LNP order, the FCC prescribed thatipg from a wireline carrier to a wireless carti@required where the requesting wireless
carrier's coverage area overlaps the geographétitocin which the wireline number is provisionat;luding cases where the wireless carrier
does not have a point of interconnection or nunmgerésources in the rate center to which the pimoingber is assigned. The FCC also sought
comment on and will issue further rules regardhmy facilitation of wireless to wireline porting dases where the rate center associated wi
wireless number is different from the rate cemewhich the wireline carrier seeks to serve thaéausr. The LNP order was preceded by an
FCC order, dated October 7, 2003, that dealt wihes related to implementation of wireless-to-ess LNP.

To date, we do not believe the FCC's redésted to wireline-to-wireless LNP have had a digant impact on our access line losses,
revenue or related costs. Going forward, we beltbee
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most significant impacts will be an increase inragienal costs of implementing local number potigband the unfavorable impact on
customer satisfaction due to technical difficultigigh the porting process, both at Qwest and witieptelecommunications providers. In this
regard, the FCC has a current proceeding to adddesther the wireline porting interval (both to &lizss and wireline providers) should be
reduced. We could also experience an accelerationraaccess line losses resulting from portabilities.

Voice Over Internet Protocol

On December 1, 2003, the FCC conductedfgiorum hearing to gather information concernattyancements, innovations, and
regulatory issues related to VolP services. ChairPawell of the FCC has announced an intentiondkenWolP a higher priority on the FCC's
agenda in the next year. On March 10, 2004, the B&@d its Notice of Proposed Rulemaking, or NR&jtuting a formal rulemaking
proceeding, or the IP-Enabled Services Proceedihdyessing many issues related to VolP and othemet services. This rulemaking raises
issues that overlap, to a degree, with the rulengagkconcerning ILEC Broadband Telecommunicationsi€es and Intercarrier Compensati
There are a number of issues that have been peelsenthe FCC that concern VoIP and that couldcaffeercarrier compensation
requirements and other federal or state requiresrgnth as those that impose a fee to support "sailveervice" and support the extension of
telecommunications and Internet facilities to rmaas and to public schools and facilities in iroiges.

On September 22, 2003, Vonage Holdings @maitjon filed a petition for declaratory ruling rezsting that the FCC preempt an order of
the Minnesota Commission imposing regulations apple to providers of telephone service on VondgrggalVoice, an IP based voice
service sold to retail customers. On November 0R42the FCC released its unanimous decision fiqnthiat preemption of state
telecommunication service regulation was consistattit federal law and policies intended to promibie continued development of the
Internet, broadband and interactive services. T®€ Further concluded that divergent state ruleguleaions and licensing requirements could
impede the rollout of such services that benefitstoners by providing them with more choice, contjpetiand innovation. The FCC noted t
the question of whether such IP based serviceddheuclassified as an unregulated "informatiowviset under the Communications Act or as
a telecommunications service will be addressetlérRCC's IFEnabled Services Proceeding described above. TRevICalso address in th.
proceeding whether VolP providers must pay cagésess charges or intercarrier compensation artdlmate to the universal service fund ¢
will discuss other issues in the context ofelffabled services, including access by disabledpsrsipplicability of law enforcement statutes
the provision of emergency (911) services. We allewing these developments closely, as our netvisdapable of VolP transport and
similarly can be used to carry combinations of e@nd other forms of data in an IP-addressed péokett. VolP offerings are likely to grow
as the technology matures and the regulatory tué clarified, and such growth in VolP could tidioute to further declines in our sales of
local exchange access lines or local exchangecsstvi

Operations, Installation and Maintenance

On March 17, 2004, the FCC released anraiitinating the prohibition on shared network @i®ns, installation and maintenance
(Ol&M) between BOCs and their long distance affés The FCC put the prohibition in place in 1986art of its regulatory requirements
implementing the 1996 Telecommunications Act. &rvécent order the FCC concludes the OI&M protobiis no longer appropriate because
the costs outweigh the benefits and accountingysafels and other restrictions are adequate togiragginst competitive harm. On May 5,
2004, Qwest filed with the FCC a revised cost atmn manual covering affiliate transactions petecitoy the OI&M order. Significant
consolidation of a number of network OI&M functiotwsimprove efficiency and to reduce unnecessaplication have since been
implemented. QCII is continuing to aggressivelylaate how to best take
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further advantage of the elimination of the Ol&NMbhibition in a manner which increases efficien@gduces costs and improves customer
service.

Employees

As of October 31, 2004, we employed apprately 30,000 employees. We continue to reduce &mspk in accordance with our
restructuring plans. There is additional informatiegarding this restructuring in Note 8—Restruoyiand Merger-Related Charges to our
audited consolidated financial statements in thispectus.

Approximately 25,000 of our employees agresented by collective bargaining agreementstiwé¢tCWA and the IBEW. In
August 2003, we entered into new two-year collechargaining agreements with the CWA and the IBE@th of these agreements was
ratified by union members and expires on August20B5. Among other things, these agreements prduidguaranteed wage levels and
continuing employment-related benefits.

Properties

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

December 31

2003 2002
Land and building: 7% %
Communications equipme 43 43
Other network equipmel 44 43
Genere-purpose computers and ott 6 6
Construction in progres — 1

10C% 10C%

Land and buildings consist of land, langiovements, central office and certain administeatiffice buildings. Communications
equipment primarily consists of switches, routerd ransmission electronics. Other network equipgrpemarily includes conduit and cable.
General-purpose computers and other consists paltgiof computers, office equipment, vehicles attier general support equipment. We
own substantially all of our telecommunicationsipgqent required for our business. Total gross itmest in property, plant and equipment
was approximately $42.7 billion and $42.1 billicrDeecember 31, 2003 and 2002, respectively, bafedeicting accumulated depreciation.

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

Legal Proceedings

Throughout this prospectus, when we refex tlass action as "putative” it is because adlas been alleged, but not certified in that
matter. Until and unless a class has been certifyetthe court, it has not been established thah#meed plaintiffs represent the class of
plaintiffs they purport to represent. When we réea derivative action as "purported,” it is besmthe plaintiff alleges that he, she or it has
brought the claim on our behalf and the court hasyat ruled that the complaint meets the requirgméor a proper derivative case.
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Legal Proceedings Involving Qt
Securities Action

On June 27, 2002, a putative class actias filed in Colorado in the District Court for t®unty of Boulder against us, QCII, The
Anschutz Family Investment Co., Philip Anschutzejoh P. Nacchio and Robin R. Szeliga on behalfiofhmasers of QCIl's stock between
June 28, 2000 and June 27, 2002 and owners of EESTWtock on June 28, 2000. The complaint allegr®ng other things, that QCII and
the individual defendants issued false and mistepdiatements and engaged in improper accountadipes in order to accomplish the
Merger, to make QCII appear successful and totimtlae value of QCII's stock. The complaint assgesns under sections 11, 12, 15 and 17
of the Securities Act. The complaint seeks unsptihonetary damages, disgorgement of illegal gamusother relief. On July 31, 2002, the
defendants removed this state court action to &dkstrict court in Colorado and subsequently nibigeconsolidate this action with the
consolidated securities action identified belovaiftiffs moved to remand the lawsuit back to statert, which defendants opposed. On
September 23, 2004, the court issued an orderiggaplaintiffs' motion for remand. Defendants héiled motions to dismiss which are
pending.

Regulatory Matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againsteStwvith the Minnesota Public Utilities
Commission, or the Minnesota Commission, allegiveg Qwest, in contravention of federal and state failed to file interconnection
agreements with the Minnesota Commission relatingettain of its wholesale customers, and therdlbgedly discriminated against other
CLECs. On November 1, 2002, the Minnesota Commsisisued a written order adopting in full a propdsean administrative law judge that
Qwest committed 26 individual violations of fedelal by failing to file, as required under sect@BR of the Telecommunications Act, 26
distinct provisions found in 12 separate agreemeittsindividual CLECs for regulated services inriviesota. The order also found that Qwest
agreed to provide and did provide to McLeodUSA, kened Eschelon Telecom, Inc. discounts on regulatemlesale services of up to 10% that
were not made available to other CLECs, therebgwfllly discriminating against them. The order fdu@west also violated state law, that
harm caused by its conduct extended to both custoam competitors, and that the damages to CLEZ#dvamount to several million dolle
for Minnesota alone.

The Minnesota Commission issued its fimalten decision imposing various penalties, creditd obligations on May 21, 2003. The
Minnesota Commission decision would require a pggrEyment to the state of approximately $26 millamd payments of carrier credits of
approximately $18 million. Of the $18 million, aick8 million has been released by the carriersamkbuptcy proceedings. On June 19, 2003,
Qwest appealed the Minnesota Commission's orddlgettnited States District Court for the DistaétMinnesota. On August 25, 2004, the
District Court issued its order. The Court affirnted Commission's order requiring Qwest to pay®®@ million penalty. The Court reversed
and vacated that portion ruling on the creditsifigdhat the Commission did not have the authddtgrder such remedies. The Commission
and carriers have appealed the credit issue totiited States Court of Appeals for the Eighth Gircand Qwest has crosgpealed the pena
issue. The appeal is pending.
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Arizona, Colorado, New Mexico, Washingttowa, South Dakota and Oregon have also initiabech&l proceedings regarding Qwest's
alleged failure to file required agreements in thetates. New Mexico has issued an order proviisnigterpretation of the standard for filing
these agreements, identified certain Qwest comti@toming within that standard and opened a a&pdocket to consider further
proceedings. On April 29, 2004, the New Mexico Stis#gd comments recommending penalties totalindd$5million. New Mexico CLECs
also have filed testimony requesting carrier ceedolorado has also opened an investigation rese matters, and on February 27, 2004, the
Staff of the Colorado PUC submitted its Initial Oments. The Colorado Staff's Initial Comments recemded that the PUC open a show
cause proceeding based upon the Staff's view thasQand CLECs had willfully and intentionally \étéd federal and state law and
Commission rules. The Staff also detailed a rarigeroedies available to the Commission, includingrot limited to an assessment of
penalties and an obligation to extend credits t&C& On April 15, 2004, Qwest and the Office of &amer Counsel for Colorado entered
a settlement, subject to Commission approval,watid require Qwest to pay $7.5 million in contriloms to state telecommunications
programs to resolve claims relating to potentialgiees in the docket and that offers CLECs cretthits could total approximately $9 million.
On November 9, 2004, Qwest and the Staff of thehivigdgon Commission entered into a settlement undech Qwest agreed to pay a penalty
of $7.8 million. This settlement, which is subjéziapproval by the Washington Commission, doegemtire Qwest to provide any credits to
CLECs. The proceedings and investigations in Newibte Colorado and Washington could result in theasition of fines and other penal
against Qwest that could be material. Oregon has@gha formal docket to consider a stipulation betwQwest and the Oregon Staff for the
payment of a penalty of approximately $1 millioowh and South Dakota have concluded their inquigsslting in no imposition of penalties
or obligations to issue credits to CLECs in thasg¢es. Also, some telecommunications providers figec private actions based on facts
similar to those underlying these administrativegeiedings. These private actions, together withsémitar, future actions, could result in
additional damages and awards that could be sigmifi

Illuminet, Inc., a traffic aggregator, aselveral of its customers have filed complaints wéthulatory agencies in Idaho, Nebraska, lowa,
North Dakota, New Mexico and Colorado, allegingt tihey are entitled to refunds due to Qwest's pitiggoimproper implementation of tarif
governing certain signaling services it providethiose states. The commissions in Idaho and Nebfzeske ruled in favor of llluminet and
awarded it $1.5 million and $5.8 million, respeetiv Qwest sought reconsideration in both statéschwvas denied, and subsequently Qwest
perfected appeals in both states. On October 8,208 Nebraska Supreme Court issued an order sisrgiQwest's appeal on procedural
grounds. The proceedings in the other states asthias where Illuminet has not yet filed compkictuld result in agency decisions requiring
additional refunds. In addition, Nextel has filedabitration requesting refunds due to allegedrappr implementation of the signaling
services. These actions by llluminet and Nextgetber with any similar, future actions, could feguadditional damages and awards that
could be significant.

In 2001, during the course of obtaining Ndexico state regulatory commission approval foadarnative form of regulation that
included defined increases in local exchange teleehiates, we made a commitment to invest in conmatians infrastructure in New Mexic
The New Mexico regulatory commission has openedcket to gather information and to investigate Wkeive are in compliance with or are
likely to meet that commitment. The ultimate out&oai this matter is uncertain, but could resulbbliigations or price changes that could be
significant.

To the extent appropriate, we have providserves in our financial statements for the almaters. We have other regulatory actions
pending in local regulatory jurisdictions, whicHldar price decreases, refunds or both. Theseastare generally routine and incidental to
business.
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Other Matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgh(the practice of changing long-
distance carriers without the customer's constrrgmming” (the practice of charging a consumergimods or services that the consumer has
not authorized or ordered) and other sales practloe2003, we resolved allegations and complaihtdamming and cramming with the
Attorneys General for the states of Arizona, Cadorddaho, Oregon, Utah and Washington. In eadhaxfe states, we agreed to comply with
certain terms governing our sales practices apdiyoeach of the states between $200,000 and $3llf&mWVe may become subject to other
investigations or complaints in the future and angh complaints or investigations could resultirifer legal action and the imposition of
fines, penalties or damage awards.

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

Legal Proceedings Involving QCI

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

Investigations and Securities Actions

The investigations and securities acticescdbed below present material and significamisrie QCII. The size, scope and nature of the
restatements of our and QCII's consolidated firerstatements for fiscal 2001 and 2000 affect blesrpresented by these investigations and
actions, as these matters involve, among othegshiQClI's prior accounting practices and relatedldsures. Plaintiffs in certain of the
securities actions have alleged QCII's restatemieitems in support of their claims. We can giveassurance as to the impacts on our fina
results or financial condition that may ultimatedgsult from all of these QCII matters; however, Q@s recently settled the investigation of it
by the SEC, as described in more detail in Note 8bs8quent Events to our unaudited condensed cdagadi financial statements included in
this prospectus. In December 2003, QCII recordeldaage in its consolidated financial statementsuarting to $200 million in connection
with these matters, and, in June 2004, QCII reabadeadditional charge of $300 million. The toederve as of June 2004 included a reserve
for the SEC investigation that was settled in Oetd004. QCII recently recorded a further charg®250 million, bringing the aggregate
reserve to $750 million, which represents the payrt@be made to the SEC (as discussed in moré oetRrospectus Summary—Recent
Developments”) and the minimum estimated amoufdss QCII believes is probable with respect togbeurities actions described below.
reserve is recorded at QCIl. No portion of the Q@Herve has been reflected in either our inteniaudited condensed consolidated financial
statements for the period ended September 30, @6dr annual audited consolidated financial statesifor the period ended December 31,
2003, both of which are included in this prospectus

QCII has recorded its estimate of the mimmiiability because no estimate of probable lasdliese matters is a better estimate than any
other amount. If the $500 million in recorded resethat will remain after QCII has paid the amowwsed under the SEC settlement is
insufficient to cover these other matters, QClllwéed to record additional charges to its statéraaperations in future periods.

Additionally, QCII is unable at this time to proeich reasonable estimate of the upper end of tlerainloss associated with these remaining
matters due to their preliminary and complex natarel as a result, the amount QCII has reservetthése matters is its estimate of the lowest
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end of the possible range of loss. The ultimateaues of these matters are still uncertain ancktises significant possibility that the amount
of loss it may ultimately incur could be substalhtianore than the reserve it has provided.

At this time, QCII believes that it is paifle that a portion of the recorded reserve fostmirities actions will be recoverable from a
portion of the insurance proceeds that were platadrust to cover its losses and the lossesdifitiual insureds following its November 12,
2003 settlement of disputes with certain of itainasice carriers related to, among other thingsinestigations and securities and derivative
actions described below.

QCII continues to defend against the séiesgractions vigorously. However, QCII is currenilyable to provide any estimate as to the
timing of the resolution of these actions. Any leatient of or judgment in one or more of these astisubstantially in excess of QCII's recol
reserves could have a significant impact, and @&l give no assurance that it will have the ressiavailable to pay any such judgment. The
magnitude of any settlements or judgments resuftimy these actions could materially and adveraéiyct QCII's ability to meet its debt
service obligations and affect its financial coiwfit potentially impacting its credit ratings, #bility to access capital markets and its
compliance with debt covenants. In addition, thgnitade of any such settlements or judgments mage&CIl to draw down significantly «
its cash balances, which might force it to obtaldiional financing or explore other methods togte cash. Such actions could include
issuing additional securities or asset sales. whally owned subsidiary of QCII, our business ogierss and financial condition could be
similarly affected, potentially impacting our credhtings and access to capital markets.

Investigations

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCII believes the U.S. Attorney's Office is invgstiing various matters that include the transastiehated to the various adjustments and
restatements described in QCII's annual reportaymP.0-K/A for the year ended December 31, 2008, teansactions between QCIl and
certain of its vendors and certain investmentfiéndecurities of those vendors by individuals assed with it. QCII is continuing in its efforts
to cooperate fully with the U.S. Attorney's Officeits investigation. However, QCII cannot predioé outcome of this investigation or the
timing of its resolution.

Also, on June 17, 2004, in connection withinformal investigation, QCII received a letteorfi the SEC requesting certain information
concerning the methodologies used to calculateutsber of customers, subscribers and access @@H.believes that similar requests have
been made to various other companies in the telenoritations sector. QCII is cooperating with theC3E this matter. On July 23, 2004,
QCII received from the FCC a letter stating that tbquest by the SEC raised concerns about theamycaf certain information periodically
submitted to the FCC by QCII. The FCC requestetd@@i| review information it submitted to the FC@ 2003 and affirm its accuracy or file
appropriate revisions of these submissions. QQiebes that similar requests from the FCC have besn made to other telecommunications
companies.

In addition, as the GSA previously annouhiteJuly 2002, it is conducting a review of alhtacts with QCII for purposes of determining
present responsibility. On September 12, 2003, @@H informed that the Inspector General of the G&d referred to the GSA
Suspension/Debarment Official the question of wle@®CII (including us and its other subsidiarids)dd be considered for debarment. QCII
has been informed that the basis for the refereal thie February 2003 indictment against four for@&tl employees in connection with a
transaction with the Arizona School Facilities Bibar June 2001 and a civil complaint also filed-gbruary 2003 by the SEC against the same
former employees and others relating to the Arizolhool Facilities Board transaction and a tramsaatith Genuity, Inc. in 2000. QCll is
cooperating fully with the GSA and believes thatrid we will remain suppliers of the Federal goweent; however, if it and we are not
allowed to be
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suppliers to the Federal government, it and we ditade the ability to expand the services we cputvide to a purchaser of
telecommunications services that has historicalpresented between 2% and 3% of QCII's consolidaiadal revenue.

Securities Actions

Since July 27, 2001, 13 putative clasactiomplaints have been filed in federal distraant in Colorado against QCII alleging violatit
of the federal securities laws. One of those chasdeen dismissed. By court order, the remairgtigres have been consolidated into a
consolidated securities action, which we referdoein as the "consolidated securities action.”

On February 6, 2004, plaintiffs in the colidated securities action filed a Fifth ConsolethAmended Class Action Complaint, or the
Fifth Consolidated Complaint. On November 30, 2G84, Court ruled on defendants' motions to dismigtor strike the Fifth Consolidated
Complaint granting certain motions and denying thAs a result of that decision, the operativeipos of the Fifth Consolidated Complaint
are purportedly brought on behalf of purchasensutiiicly traded securities of QCII between May 2899 and February 14, 2002, and nanm
defendants QCII, QCII's former Chairman and Chiedédtitive Officer, Joseph P. Nacchio, QCII's forr@aief Financial Officers, Robin R.
Szeliga and Robert S. Woodruff, other of QCII'sfer officers and current directors and Arthur Arsger LLP. The operative portions of the
Fifth Consolidated Complaint allege, among othérgh, that during the putative class period, Q@H aertain of the individual defendants
made materially false statements regarding thdteestiQCII's operations in violation of section(flpof the Exchange Act, certain of the
individual defendants are liable as control peragmder section 20(a) of the Exchange Act, and icedfthe individual defendants sold som:
their shares of QCII's common stock in violatiorse€tion 20A of the Exchange Act. The operativeipos of the Fifth Consolidated
Complaint further allege that QCII and certain ottiefendants violated section 11 of the Securhiets by preparing and disseminating false
registration statements and prospectuses for gistration of QCII common stock to be issued to WEST shareholders in connection with
the Merger, and for the exchange of $3.25 billibQEII's notes pursuant to a registration staterdated July 12, 2001, and $3.75 billion of
QCII's notes pursuant to a registration statematgciOctober 30, 2001. Additionally, the operapeetions of the Fifth Consolidated
Complaint allege that certain of the individual@®dants are liable as control persons under setfiaf the Securities Act by reason of their
stock ownership, management positions and/or meshlgeor representation on QCII's Board of Directditse operative portions of the Fifth
Consolidated Complaint seek unspecified compengatmmages and other relief. However, counsel fainfiffs has indicated that the putative
class will seek damages in the tens of billiondafars.

Since March 2002, seven putative clas®aduits brought under the Employee Retirementrire8ecurity Act of 1974, as amended,
were filed in federal district court in Coloradorpartedly on behalf of all participants and beniefies of the Qwest Savings and Investment
Plan and predecessor plans, or the Plan, from MAr&éB99 until the present. These suits also ptitpaeek relief on behalf of the Plan. By
court order, these putative class actions have beesolidated. A Second Amended and Consolidatedplont was filed on May 29, 2003,
consolidating the allegations of six of the actiofise seventh, although consolidated, continuassert related claims, but in a separate
complaint. We refer to these actions as "the caast@d ERISA actions.” An eighth case was filedume 2003, which, although not a putative
class action, purports to seek relief on behathefPlan. This case contains allegations similéndge in the consolidated ERISA actions, and
thus QCII expects it to be consolidated with thasgons. Defendants in the consolidated ERISA astiaclude QCII, several former and
current directors of QCII, certain former officasQCII, Qwest Asset Management, QCII's Plan DesSigmmittee, the former Plan Investrr
Committee, the former Plan Administrative Committééhe pre-Merger Qwest 401(k) Savings Plan aedAfan as a nominal defendant. The
consolidated ERISA actions allege, among othegthithat the defendants breached fiduciary duti¢se Plan participants and beneficiaries
by allegedly allowing excessive concentration
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of the Plan's assets in QCII's stock, requiringademparticipants in the Plan to hold the matchingtributions received from QCII in the Qwest
Shares Fund, failing to disclose to the participahé alleged accounting improprieties that arestligect of the consolidated securities action,
failing to investigate the prudence of investindi@ll's stock, continuing to offer QCII's stockasinvestment option under the Plan, failin
investigate the effect of the Merger on Plan assetisthen failing to vote the Plan's shares ag#irsteventing Plan participants from acquit
QCIlI's stock during certain periods, and, as agaiosie of the individual defendants, capitalizimgtioeir private knowledge of QCII's financ
condition to reap profits in stock sales. Plaistgeek equitable and declaratory relief, along @aitbrneys' fees and costs and restitution. In
response to motions to dismiss the consolidatecdsBRictions, the court dismissed claims regardiegviiting of shares in favor of the Merger,
and denied the remainder of those motions. Pl&ntioved for class certification. The court hasidérthat motion, but instructed the plaintiffs
to file a modified motion for class certificatioBlaintiffs have filed a new motion for class cecttion.

On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedagainst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. The complailetgals, among other things, that defendants
engaged in a scheme to falsely inflate QCII's reeesnd decrease its expenses so that QCII woukbkappore successful than it actually was
during the period in which CalSTRS purchased athdl @€l securities. CalSTRS has asserted that thosens caused it to lose in excess of
$150 million invested in QCII's equity and debtwéiies. The complaint purported to state causesctibn against QCII for (i) violation of
California Corporations Code section 25400 et ésgpurities laws); (ii) violation of California Qmorations Code section 17200 et seq. (unfair
competition); (iii) fraud, deceit and concealmand (iv) breach of fiduciary duty. Among other reqted relief, CalSTRS sought
compensatory, special and punitive damages, réstifipre-judgment interest and costs. QCII andnlévidual defendants filed a demurrer,
seeking dismissal of all claims. In response, CRIS Voluntarily dismissed the unfair competitionicldut maintained the balance of the
complaint. The court denied the demurrer as tahidornia securities law and fraud claims, butdissed the breach of fiduciary duty claim
against QCII with leave to amend. The court alsmised the claims against Robert S. Woodruff aptirRR. Szeliga on jurisdictional
grounds. On or about July 25, 2003, plaintiff fiedrirst Amended Complaint. The material allegatiand the relief sought remain largely the
same, but plaintiff no longer alleges claims agaihis Woodruff and Ms. Szeliga following the cosrtlismissal of the claims against them.
CalSTRS reasserted its claim against QCII for breddiduciary duty as a claim of aiding and abegtbreach of fiduciary duty. QCII filed a
second demurrer to that claim, and on NovembeRQU3, the court dismissed that claim without letvamend.

On November 27, 2002, the State of NeweJefSreasury Department, Division of Investment)New Jersey, filed a lawsuit in New
Jersey Superior Court, Mercer County. On Octobe20®@3, New Jersey filed an amended complaint iaiegmong other things, that QCII,
certain of QCII's former officers and certain cutrdirectors and Arthur Andersen LLP caused QGlbgk to trade at artificially inflated pric
by employing improper accounting practices, andsbuying false statements about QCII's businessntes and profits. As a result, New
Jersey contends that it incurred hundreds of midliof dollars in losses. New Jersey's complainpqis to state causes of action against QCII
for: (i) fraud; (ii) negligent misrepresentatiomda(iii) civil conspiracy. Among other requestetiek New Jersey seeks from the defendants,
jointly and severally, compensatory, consequeritigidental and punitive damages. Defendants higae hotions to dismiss. Those motic
are pending.

On January 10, 2003, the State UniversRieirement System of lllinois, or SURSI, filedaavsuit in the Circuit Court of Cook County,
lllinois. SURSI filed suit against QCII, certain QCII's former officers and certain current direstand several other defendants, including
Arthur Andersen LLP and several investment banksO®Btober 29, 2003, SURSI filed a second amendatplzint
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which alleges, among other things, that defendamgmged in fraudulent conduct that caused it te ioexcess of $12.5 million invested in
QClIlI's common stock and debt and equity securétiesthat defendants engaged in a scheme to fatdklie QCII's revenues and decrease its
expenses by improper conduct related to transactigii the Arizona School Facilities Board, Genpialpoint LLC, KMC Telecom

Holdings, Inc., KPNQwest N.V., and Koninklijke KPN,V. The second amended complaint purports te stet following causes of action
against QCII: (i) violation of the Illinois Secugs Act; (i) common law fraud; (iii) common law giggent misrepresentation; and (iv) violation
of section 11 of the Securities Act. SURSI seek®rag other relief, punitive and exemplary damagests, equitable relief, including an
injunction to freeze or prevent disposition of tlefendants' assets, and disgorgement. On July04, #e court dismissed the action against
certain individual defendants for lack of persguoailsdiction. QCII has indicated its intention itefa motion to dismiss the second amended
complaint. The court has not yet set a scheduléhiobriefing and resolution of such a motion.

On February 9, 2004, Stichting PensioensohBP, or SPA, filed suit against QCII, certain@Ell's former officers and employees,
certain of QCIlI's current and former directorsyeedl as several other defendants, including Arthodersen LLP, Citigroup Inc. and various
affiliated corporations of Citigroup Inc., in thenlted States District Court for the District of Gcddo. QCIlI and certain other defendants
moved to dismiss that complaint. On July 7, 200dilehose motions were pending, SPA filed an aredr@bmplaint. SPA alleges in its
amended complaint that the defendants engagedudditent conduct that caused SPA to lose more$h@@ million related to SPA's
investments in QCII's equity securities purchaseivben July 5, 2000 and March 11, 2002. The comipédieges, among other things, that
defendants created a false perception of QCll'smess and growth prospects. SPA alleges claimastg@Cll and other defendants for
violations of sections 18 and 10(b) of the Exchafigeand SEC Rule 10b-5, violations of the Color&zurities Act and common law fraud,
negligent misrepresentation, respondeat superidrcail conspiracy. The complaint also contends ttertain of the individual defendants are
liable as "control persons” because they had tieepto cause QCII to engage in the unlawful condilleged by plaintiffs in violation of
section 20(a) of the Exchange Act, and allegesrattagms against defendants other than QCIl. SR’kseamong other things, compensatory
and punitive damages, rescission or rescissioramades, pre-judgment interest, fees and costsnbefés have filed motions to dismiss the
amended complaint. These motions are pending.

On March 22, 2004, Shriners Hospital foil@en, or SHC, filed suit against QCII, certainitsf former employees, and certain
unidentified persons in the District Court for By and County of Denver. On April 16, 2004, defants removed this case to the United
States District Court for the District of Colorado.July 2004, SHC filed an amended complaint i thnited States District Court for the
District of Colorado. The amended complaint allegesms against QCIl and the individual defenddrtsed upon Colorado state securities
laws, common law fraud, and negligent misrepredimmasimilar to the claims alleged in the init@mplaint, and adds new claims against all
defendants based upon sections 10(b), 18(a) ard @dthe Exchange Act. SHC alleges compensatameadas of $17 million. SHC seeks
compensatory and punitive damages, interest, eostattorneys' fees. Defendants have filed motiomsmiss the amended complaint. These
motions are pending.

On or about March 30, 2004, Teachers' Beint System of Louisiana, or TRSL, filed suit agaiQClII, certain of its former employees,
and certain unidentified persons in the Districu@dor the City and County of Denver. On April 204, defendants removed this case to the
United States District Court for the District of IB@ado. In July 2004, TRSL filed an amended commtlai the United States District Court for
the District of Colorado. The amended complairggdis claims against QCII and the individual defatslbased upon Colorado state securities
laws, common law fraud, and negligent misrepredimmasimilar to the claims alleged in the init@mplaint, and adds new claims against all
defendants based upon sections 10(b), 18(a) amj @dthe Exchange Act. TRSL alleges compensatargadjes of approximately $23 million.
TRSL seeks compensatory and
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punitive damages, interest, costs and attornegs. f2efendants have filed motions to dismiss thermlad complaint. These motions are
pending.

On September 22, 2004, a number of New Yaitk pension and retirement funds ("NYC Fundsl§dia lawsuit against QCII, certain of
its former officers and employees, certain of itsrent and former directors, as well as severarodefendants, including Arthur Andersen
LLP, Citigroup, Inc., and various affiliated cortions of Citigroup, Inc., in the United Statestii¢d Court for the District of Colorado. The
NYC Funds allege in their complaint that the defantd engaged in fraudulent conduct that caused Rivi@is to lose more than $300 milli
related to NYC Funds' investments in QCIll commartktand bonds purchased between May 1, 1999 ap®8uP002. The complaint alleges,
among other things, that defendants created a ff@lseeption of QCII's revenues and growth prosp&tYE Funds allege claims against QCII
and other defendants for, among other things, titsla of sections 18 and 10(b) of the Exchangeahct SEC Rule 10b-5, violations of the
Colorado Securities Act and common law fraud, rgggit misrepresentation, respondeat superior, aficconspiracy. The complaint also
contends that certain of the individual defendamngsliable as "control persons” because they hagover to cause QCII to engage in the
unlawful conduct alleged by plaintiffs in violatiari section 20(a) of the Exchange Act, and alleger claims against defendants other than
QCIIl. NYC Funds seek, among other things, compengand punitive damages, rescission or rescissjafeanages, pre-judgment interest,
fees and costs.

Other Matters

In January 2001, an amended purported eletézn complaint was filed in Denver District Cobagainst QCIl and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@t h duty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2B@0ntiffs further claim that the defendants aipted to avoid paying the dividend by
changing the record date from June 30, 2000 to Y2000, a claim QCII denies. In September 2@32l| filed a motion for summary
judgment on all claims. Plaintiffs filed a cr-motion for summary judgment on their breach of caettclaims only. On July 15, 2003, the c«
denied both summary judgment motions. Plaintiffsines for breach of fiduciary duty and breach ofittact remain pending. Additionally,
QCIlI recently filed motions asking the court togun certain discrete issues of law affecting tttea. The case is now in the class
certification stage, which QCII is challenging.

Several putative class actions relatinth&oinstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andslT€{ass certification was denied in the Louisiarmeeeding and, subsequently, sumn
judgment was granted in QCII's favor. A new Louisialass action complaint has been filed, and @Qihallenging class certification. Cle
certification was also denied in the Californiageeding, although plaintiffs have filed a motion feconsideration. Class certification was
granted in the lllinois and Tennessee proceedi@lEss certification has not been resolved yeténdter proceedings. The complaints
challenge QCII's right to install its fiber optialde in railroad rights-of-way and, in Coloraddinbbis and Texas, also challenge QCII's right to
install fiber optic cable in utility and pipelingghts-of-way. In Alabama, the complaint challengg@ll's right to install fiber optic cable in any
right-of-way, including public highways, but thiage has been dismissed. The complaints allegéhthaailroads, utilities and pipeline
companies own a limited property right-of-way that not include the right to permit QCII to inst@$ fiber optic cable on the plaintiffs’
property. The Indiana action purports to be on Bedia national class of landowners adjacent thhaad rights-of-way over which QCIlI's
network passes. The California, Colorado, Geolgénsas, Louisiana, Mississippi, Missouri, North @#&wa, Oregon, South Carolina,
Tennessee and Texas actions purport to be on batealkflass of such landowners in those statepecotisely. The lllinois action purports to be
on behalf of landowners adjacent to railroad rigiftsvay over which
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QCIlI's network passes in lllinois, lowa, Kentuckjichigan, Minnesota, Nebraska, Ohio and WiscorBlaintiffs in the lllinois action have
filed a motion to expand the class to a nationveldss. The complaints seek damages on theoriessfass and unjust enrichment, as well as
punitive damages. Together with some of the otllecommunication carrier defendants, in Septem@e2 2QCI| filed a proposed settlement
of all these matters (except those in Louisianah@&United States District Court for the North&istrict of Illinois. On July 25, 2003, the co
granted preliminary approval of the settlement antétred an order enjoining competing putative cas®n claims, except those in Louisiana.
Accordingly, with the exception of the Louisiandians, all other right of way actions were stay€le settlement and the court's injunction
were opposed by some, but not all, of the plasitdbunsel and are on appeal before the SeventhiGGourt of Appeals. On October 19,
2004, a panel of judges on the Seventh Circuitteacthe lower court's approval of the nationwidi#ement class and the lower court's
injunction against competing putative class acti@s November 2, 2004, QCII and the other defersifiled a petition for reconsideration by
both the appellate panel that made the decisiorbgradl of the judges on the Seventh Circuit.

On January 20, 2004, we filed a complairthie District Court for the City and County of ven against KMC Telecom LLC and several
of its related parent or subsidiary companies éotively, "KMC"). We are seeking a declaration thageries of amended contracts and related
consent agreements we executed with KMC and ittelenare not effective and to recoup other damageésttorneys' fees and costs. These
contracts and related consent agreements wouldatelus to pay a net incremental amount of apprateiy $110 million if determined to be
effective. KMC subsequently asserted countercldonsleclaratory judgment and anticipatory breachaftract. We then filed an amended
complaint on August 16, 2004, in order to amendexmhnd our claims and name additional defendams.on August 16, 2004, one of these
additional defendants, General Electric Capitalpoeaation ("GECC"), filed a complaint in intervemtioseeking to assert claims for declaratory
judgment and anticipatory breach of contract agaiasGECC and KMC seek a declaration that thevaglecontracts are in effect and cle
unspecified damages for anticipatory breach otth@racts/consent agreements and their attornegs'dnd costs.

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court alleging that thefendants violated state and federal securii@s bnd breached their fiduciary duty in
connection with an investment by the plaintiff gcarities of KPNQwest. QCIl is a defendant in faiwsuit along with Qwest B.V., Joseph
Nacchio and John McMaster, the former PresidentGhidf Executive Officer of KPNQwest. The plaintiffist claims to have lost $10 millic
in its investment in KPNQwest. On March 19, 2004jngiffs filed a second amended complaint assgttiolations of the securities laws and
other claims. Defendants' motions to dismiss tlteseé amended complaint were denied.

On October 4, 2002, a putative class aatias filed in the federal district court for theusiwern District of New York against Willem
Ackermans, the former Executive Vice President@haef Financial Officer of KPNQwest, in which QGilas a major shareholder. The
complaint alleges, on behalf of certain purchasétsPNQwest securities, that Ackermans engagedfiawulent scheme and deceptive co
of business in order to inflate KPNQwest revenug securities. Ackermans was the only defendant damehe original complaint. On
January 9, 2004, plaintiffs filed an amended compladding as defendants QCII, certain of QCllisrfer executives who were also on the
supervisory board of KPNQwest, and others. Plds$iéek compensatory damages and/or rescissigpespgiate against defendants, as well
as an award of plaintiffs' fees and costs. Aftdeddants moved to dismiss the first amended comiplplaintiffs filed a second amended
complaint in October 2004.

On June 25, 2004, J.C. van Apeldoorn aiid Eeijer, in their capacity as trustees in the é@ubankruptcy proceeding for KPNQwest,
filed a complaint in the United States District @dior the District of New Jersey alleging violat®of the Racketeer Influenced and Corrupt
Organizations Act,
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and breach of fiduciary duty and mismanagementubdéch law. QCIll is a defendant in this lawsuirag with Joseph Nacchio, Robert S.
Woodruff and John McMaster, the former President @hief Executive Officer of KPNQwest. Plaintiffeek compensatory and punitive
damages, as well as an award of plaintiffs’ feescasts. On October 4, 2004, defendants movedyjotse lawsuit and to compel arbitration of
all claims.

The Internal Revenue Service, or IRS, hapgsed a tax adjustment for QCII for tax yearsl®®ough 1996. The principal issue invol
QCIlI's allocation of costs between lotegrm contracts with customers for the installatbieonduit or fiber optic cable and additional caitar
fiber optic cable retained by QCII. The IRS dispu@ClI's allocation of the costs between QCII dniditparties for whom it was building
similar network assets during the same time pe@aahilar claims have been asserted against QCH weispect to 1997 and 1998, and it is
possible that claims could be made against QClbfber periods. QCII is contesting these claims &gk not believe the IRS will be
successful. Even if they are, QCII believes that significant tax obligations will be partially @t as a result of available net operating losses
and tax sharing arrangements. Additionally, the HaS issued a Notice of Proposed Adjustment oflpeimathe amount of $37 million related
to QCII's tax strategy, Contested Liability Accelgon Strategy ("CLAS"). In the second quarter @02, QCII recorded income tax expense of
$136 million primarily related to a change in thewected timing of deductions related to CLAS. Q&Itontesting this claim and is seeking
abatement of this penalty and interest. The ulénoattcomes of all these matters are uncertainnenciin give no assurance as to whether an
adverse result will have a material effect on @naricial results.

Matters Resolved in the Third Quarter of 2004

On each of March 6, 2002 and November BR22a purported derivative action was filed in emDistrict Court, which we refer to
collectively as the Colorado Derivative Litigation February 5, 2004, plaintiffs in one of thessesdfiled an amended complaint naming as
defendants certain of QCII's current and formeicefs and directors and Anschutz Company, and rga@ill as a nominal defendant. The
two purported derivative actions were consolidaied-ebruary 17, 2004. The amended complaint allegr@dng other things, that various of
the individual defendants breached their legaledutd QCII by engaging in various kinds of selfltess, failing to oversee compliance with
laws that prohibit insider trading and self-dealiagd causing or permitting QCIl to commit allegedurities laws violations, thereby causing
QCII to be sued for such violations and subjec@®@jl to adverse publicity, increasing its costaising capital and impairing earnings.

Beginning in May 2003, the parties to tr@dZado Derivative Litigation and the Delaware Dative Litigation (defined below)
participated in a series of mediation sessionsNGvember 14, 2003, as a result of this procesgpaiies agreed in principle upon a settlen
of the claims asserted in the Colorado Derivatiitgyation and the Delaware Derivative Litigatiompgect to approval and execution of formal
settlement documents, approval by the Denver RisBourt and dismissal with prejudice of the Cottr®erivative Litigation, the Delaware
Derivative Litigation and the Federal Derivativdigation (defined below). From November 14, 2008Iudrebruary 17, 2004, the parties
engaged in complex negotiations to resolve the ilingissues concerning the potential settlementFébruary 17, 2004, the parties agree
a formal stipulation of settlement. The stipulatadrsettlement provided, among other things, thapproved by the Denver District Court and
upon dismissal with prejudice of the Delaware Datile Litigation and the Federal Derivative Litigat, $25 million of the $200 million fund
from the insurance settlement with certain of QHsurance carriers will be designated for thdusiee use of QCII to pay losses and QCII
will implement a number of corporate governancenges. The stipulation of settlement also provided the Denver District Court could er
awards of attorneys' fees and costs to derivalaiatiffs' counsel from the $25 million in amoumist to exceed $7.625 million in the
aggregate. Certain shareholders filed objectiontbégroposed settlement, some of which were littidrawn. On June 15, 2004, after a
hearing at which the remaining objectors preseatgdments in support of their objections, the
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Denver District Court approved the proposed settletmThe Denver District Court entered an OrderRindl Judgment effective June 15,
2004, approving the proposed settlement. Subsdgu#re court awarded fees and costs to plaintiféslvative counsel of $5.625 million from
the $25 million settlement amount. The settleménihe Colorado Derivative Litigation is now finah@ unconditional.

On October 22, 2001, a purported derivativesuit was filed in the United States Districtu@ofor the District of Colorado, or the Federal
Derivative Litigation. On February 6, 2004, a thinsiended complaint was filed in the Federal Deifredtitigation, naming as defendants
certain of QCII's present and former directors esdain former officers and naming QCII as a normiledendant. The Federal Derivative
Litigation was based upon the allegations madbéeéncbnsolidated securities action and alleged, gnotirer things, that the defendants
breached their fiduciary duties to QCII by engagimgelf-dealing, insider trading, usurpation ofparate opportunities, failing to oversee
implementation of securities laws that prohibitides trading, failing to maintain appropriate firtgad controls within QCII, and causing or
permitting QCII to commit alleged securities viddaus, thus (1) causing QCII to be sued for suctations and (2) subjecting QCII to adverse
publicity, increasing its cost of raising capitaldampairing earnings. On March 26, 2004, a progdearth amended complaint was filed in
Federal Derivative Litigation, which named addiabdefendants, including a former QCI|I officer,i@ibup Inc. and corporations affiliated
with Citigroup, Inc. The proposed fourth amendethptaint contained allegations in addition to theseforth in the third amended complaint,
including that certain individual defendants vieldtsecurities laws as a result of the filing oéaand misleading proxy statements by QCII
from 2000 through 2003, and that the Citigroup ddémts aided and abetted breaches of fiduciargsiotived to QCII. The Federal Derivative
Litigation was consolidated with the consolidatedigities action. Plaintiff sought, among other eelies, disgorgement of alleged insider
trading profits. Pursuant to the settlement ofGlaéorado Derivative Litigation, by agreement, thexleral Derivative Litigation has been
dismissed with prejudice.

On August 9, 2002, a purported derivatasgduit was filed in the Court of Chancery of that8tof Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of Delaware on or about AugustZEg)2. On October 30, 2002, these two
alleged derivative lawsuits, or collectively, thelBware Derivative Litigation, were consolidatetieTSecond Amended Complaint in the
Delaware Derivative Litigation was filed on or abbdanuary 23, 2003, naming as defendants certa@Cdfs current and former officers and
directors and naming QCII as a hominal defendanthé Second Amended Complaint, the plaintiffsgats among other things, that the
individual defendants: (i) breached their fiducidrgties by allegedly engaging in illegal insidexding in QCII's stock; (ii) failed to ensure
compliance with federal and state disclosure, fratid and insider trading laws within QCII, resngtiin exposure to it; (iii) appropriated
corporate opportunities, wasted corporate assetsealfirdealt in connection with investments inialipublic offering securities through QClII's
investment bankers; and (iv) improperly awardedesmvce payments to QCII's former Chief ExecutivBa®f, Mr. Nacchio, and QCII's form
Chief Financial Officer, Mr. Woodruff. The plainféf sought recovery of incentive compensation atiégerrongfully paid to certain
defendants, all severance payments made to Mé&stshio and Woodruff, disgorgement, contributiod &mdemnification, repayment of
compensation, injunctive relief, and all costs uitthg legal and accounting fees. On March 17, 2888 ndants moved to dismiss the Second
Amended Complaint, or, in the alternative, to dtaaction. Pursuant to the settlement of the @di@Derivative Litigation, by agreement the
Delaware Derivative Litigation has been dismissétth wrejudice.

Changes in and Disagreements with Accountants on Agunting and Financial Disclosure

Prior to May 29, 2002, QCII had not engatpetpendent auditors for 2002. Based on the recamration of the Audit Committee of the
Board of Directors of QCII, on May 29, 2002 the
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Board of Directors of QCII decided, effective imnegely, not to re-engage Arthur Andersen LLP ("Arsm") as our independent auditor.
Effective May 29, 2002, QCII's Board of &tors engaged KPMG LLP ("KPMG") to serve as QGIHd our independent auditor.

Andersen's reports on our consolidatedhfired statements for the years ended December81L, &nd 2000 did not contain an adverse
opinion or disclaimer of opinion, nor were they lified or modified as to uncertainty, audit scopeaocounting principles. During the years
ended December 31, 2001 and 2000 and through Ma3(®2, there were (1) no disagreements with Arleasn any matter of accounting
principles or practices, financial statement disgle, or auditing scope or procedure which, ifregblved to Andersen's satisfaction, would
have caused it to make reference to the subjedemniatconnection with its report on our consol@thfinancial statements and (2) no report
events, as listed in Item 304(a)(1)(v) of Regulat®K.

During the years ended December 31, 20012800 and prior to May 29, 2002, we did not conKBIMG with respect to the application
of accounting principles to a specified transactiither completed or proposed, or the type oftaayinion that might be rendered on our
consolidated financial statements or any otherematir reportable events listed in Items 304(a)(a)(d (ii) of Regulation S-K.

Following our decision not to re-engage Arsén and the engagement of KPMG, we decided tsereertain of our previous accounting
practices and policies. Prior to making these femis we sought Andersen's input and cooperatidmatified Andersen of our determinations
prior to their public announcement. During Augu802, QCII received a letter from Andersen, indiegtits disagreement with QCII's propo
restatement as to certain issues not relevantrtéirmncial statements. Although QCII continueds&ek Andersen's input following Andersen's
letter as it made further determinations aboutéstatement of other issues, QCII has not respotaiek August correspondence from
Andersen. Following QCII's notification to Anderseficertain restatement issues it contemplatedud&ng with the staff of the SEC during
February 2003, QCII received a second letter framléksen indicating it had not received a respom#s positions and expressing Andersen's
disagreement with the other restatement issue€Qi@#thad identified. Andersen has not withdravengteviously issued opinion related to our
financial statements for the three years ended mbee 31, 2001.
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MANAGEMENT
Directors and Executive Officer

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

Name Age(1) Position
Richard C. Notebae 57 Director, Chairman and Chief Executive Offic
Oren G. Shaffe 62 Director, Vice Chairman and Chief Financial Offit
Barry K. Allen 56  Executive Vice President, Operatic

Paula Kruge 55  Executive Vice President, Consumer Markets Gt
John W. Richardso 59 Controller and Senior Vice Preside

(1) As of October 31, 2004.

Richard C. Notebaettas been a director and our Chairman and ChiefuxecOfficer since June 2002. Mr. Notebaert alstul& these
positions with QCII and QSC. From August 2000 toel2002, Mr. Notebaert was President and Chief lkex Officer of Tellabs, a
communications equipment provider. Prior to that, Niotebaert was Chairman and Chief Executive @ffif Ameritech Corporation from
April 1994 to December 1999, and, in his 30-yeaeeawith that organization, had numerous otheoapments including President of
Ameritech Mobile Communications (1986), Presiddrindiana Bell (1989), President of Ameritech Seed (1992), and President and Chief
Operating Officer (1993) of Ameritech Corporatiédmmeritech Corporation is a telecommunications pievithat was acquired by SBC
Communications Inc. in 1999. Mr. Notebaert curngs#rves as a director of Aon Corporation, Carditedlth, Inc., and the Denver Center for
the Performing Arts. Mr. Notebaert received a b&mhef arts degree in 1969 and an M.B.A. in 198&hkfrom the University of Wisconsin.

Oren G. Shaffehas been a director and our Vice Chairman and Gtiiefncial Officer since July 2002. Mr. Shafferalwlds these
positions with QSC and is Vice Chairman and ChiefRcial Officer of QCII. Prior to joining QCII, MiShaffer was President and Chief
Operating Officer of Sorrento Networks, a makeopfical products, beginning in 2000. From 1994Q@06@, he was Chief Financial Officer of
Ameritech Corporation, a telecommunications provitiat was acquired by SBC Communications Inc.989l He has also served as Presi
of Virgo Cap Inc., an investment firm, and from 826 1992 in various positions (including Executitiee President, Chief Financial Officer
and director) at Goodyear Tire & Rubber Co. Mr. fBraserves on the board of directors of The Thagpi@l Fund, Inc., The Singapore
Fund, Inc., The Japan Equity Fund, Inc. and Belga&&. He holds a bachelor of science degree imlegsiadministration from the University
of California at Berkeley and an M.S. degree in aggment from the Massachusetts Institute of Tecigyol

Barry K. Allenhas served as our Executive Vice President, Opaigtsince March 2004. Mr. Allen also holds thessitipns with QCII
and QSC. From August 2002 to March 2004, Mr. Alenved as our Executive Vice President and Chiei#tuResources Officer. From
August 2000 to August 2002, Mr. Allen was Presidefmllen Enterprises, LLC, a private equity inwasint and management company he
founded. From 1995 to July 2000, Mr. Allen was Hxee Vice President of Ameritech Corporation, leéemmunications provider. Mr. Alle
serves on the board of directors of Harley Davidsan and Fiduciary Management, Inc., which isithestment advisor for certain funds,
including FMI Common Stock Fund, Inc., FMI Mutualies, Inc. and FMI Funds, Inc., for which compamizs Allen also serves as a
director. Mr. Allen received a bachelor of arts iegfrom the University of Kentucky and an M.B.£orh Boston University.

Paula Krugerhas served as our Executive Vice President, Cornshtagkets, since September 2003. Ms. Kruger alddshthis position
with QSC. From December 2001 to
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September 2003, Ms. Kruger served as PresideheaCtistomer Relationship Management service lifidemttronic Data Systems
Corporation, a technology company. From Septem®89 to January 2002, Ms. Kruger was a search ctamgdbr Taylor Winfield and for
Heidrick & Struggles, both executive search firfAsom March 1997 to September 1999, Ms. Kruger stageExecutive Vice President of
Operations at Excel Communications, Inc., a pravidéntegrated media communications. Ms. Krugened a bachelor of arts degree in
economics from C.W. Post—Long Island University andM.B.A. from C.W. Post—Roth Graduate School afiBess.

John W. Richardsohas served as our Controller and Senior Vice Peesisince April 2003 and was designated our ctdebanting
officer in April 2004. Mr. Richardson also holdste positions with QCII. From 1967 to October 2002, Richardson held various financial
positions at the Goodyear Tire & Rubber Compang vilerld's largest tire manufacturer, including mesiently Vice President of Finance for
the North American tire business unit. Mr. Richamiseceived his B.B.A. degree from Ohio University.

Director and Officer Compensatio

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

The exchange offer is being made pursumtitd registration rights agreement we enteredviitio the initial purchasers of the outstand
notes on March 12, 2002. The summary of the redistr rights agreement contained herein does ngioputo be complete and is qualified in
its entirety by reference to the registration rigagreement. A copy of the registration rights egrent is filed as an exhibit to the registration
statement of which this prospectus is a part.

Terms of the Exchange Offer; Expiration Date

This prospectus and the accompanying leftelnsmittal together constitute the exchanderoBubject to the terms and conditions in
prospectus and the letter of transmittal, we willept for exchange outstanding notes which arellyaiéndered on or before the expiration ¢
and are not validly withdrawn as permitted beloweExpiration date for the exchange offer is 5:00. pNew York City time, on , 20
or such later date and time to which we, in oue sti$cretion, extend the exchange offer.

We expressly reserve the right, in our slideretion:

. to extend the expiration dal

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

. to amend the exchange offer in any man

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

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

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

How to Tender Outstanding Notes for Exchange

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

. transmit a properly completed and duly executaddelf transmittal, the outstanding notes beinglézad and all othe
documents required by such letter of transmittall.P. Morgan Trust Company, National Associatiba,exchange agent, at the
address set forth below under the heading "—Thén&xge Agent”; or
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. if outstanding notes are tendered pursuant to doé-entry procedures set forth below, an agent's messagt be transmitte
by The Depository Trust Company, or DTC, to thehage agent at the address set forth below unddreghding "—The
Exchange Agent,” and the exchange agent must eqatidor to the expiration date, a confirmatiortte book-entry transfer of
the outstanding notes being tendered into the exghagent's account at DTC, along with the agamg'ssage; or

. if time will not permit the required documentatitmreach the exchange agent before the expiratitey dr the procedures 1

book-entry transfer cannot be completed by therafipn date, the holder may effect a tender by dgimg with the guaranteed
delivery procedures described below.

The term "agent's message" means a mesdage:

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

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

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

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

Signatures on a letter of transmittal mhesguaranteed unless the outstanding notes surezhfte exchange are tendered:

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

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

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

We will determine in our sole discretiohguestions as to the validity, form, eligibilitin¢luding time of receipt) and acceptance of
outstanding notes tendered for exchange and &l o#tlguired documents. We reserve the absolutétogh

. reject any and all tenders of any outstanding notevalidly tenderec

. refuse to accept any outstanding note if, in odgjaent or the judgment of our counsel, acceptahtigecoutstanding note m:
be deemed unlawful;
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. waive any defects or irregularities or conditiofishe exchange offer, either before or after theirion date; an

. determine the eligibility of any holder who seeigénder outstanding notes in the exchange ¢

Our determinations, either before or atfherexpiration date, under and of the terms anditions of the exchange offer, including the
letter of transmittal and the instructions to itas to any questions with respect to the tendangfoutstanding notes, will be final and binding
on all parties. Holders must cure any defects enedjularities in connection with tenders of outsliag notes for exchange within such
reasonable period of time as we will determineessiwe waive such defects or irregularities. Neithes the exchange agent nor any other
person will be under any duty to give notificatioihany defect or irregularity with respect to aepder of outstanding notes for exchange, nor
will any of us incur any liability for failure toige such notification.

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

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

Book-Entry Transfers

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

Guaranteed Delivery Procedures

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

. the holder tenders the outstanding notes througigible institution;
. on or prior to the expiration date, the exchangenageceives from such eligible institution a vilidompleted and executt

notice of guaranteed delivery, substantially infibren accompanying this prospectus, by facsimédasmission, mail or hand
delivery, setting forth
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the name and address of the holder of the outstgnites being tendered and the amount of theamdlisty notes being
tendered. The notice of guaranteed delivery widltesthat the tender is being made and guarantewitién three New York
Stock Exchange trading days after the date of d@i@cof the notice of guaranteed delivery, theitiedtes for all physically
tendered outstanding notes, in proper form forgi@m or a book-entry confirmation, as the case beytogether with a validly
completed and executed letter of transmittal with @quired signature guarantees or an agent'sagessd any other
documents required by the letter of transmittal aé transmitted to the exchange agent; and

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

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

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

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

. identify the outstanding notes to be withdrawn|uding the principal amount of such outstandingesg

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

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

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

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

Acceptance of Outstanding Notes for Exchange; Delvy of Exchange Notes

All of the conditions to the exchange offieust be satisfied or waived prior to the expinatid the exchange offer. On the expiration date
we will accept for exchange all outstanding notalédly tendered and not validly withdrawn as oflsaate. We will promptly issue exchange
notes for all validly tendered outstanding notes. furposes of the exchange offer, we will be deetoehave accepted validly tendered
outstanding notes for exchange when, as and ifave given oral or written
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notice to the exchange agent, with written conftioraof any oral notice to be given promptly thdtea See "—Conditions to the Exchange
Offer" for a discussion of the conditions that mistsatisfied before we accept any outstandingsrfoteexchange.

For each outstanding note accepted foraxgh, the holder will receive an exchange notestegid under the Securities Act having a
principal amount equal to, and in the denominatifjrihat of the surrendered outstanding note. Adiogity, registered holders of exchange
notes that are outstanding on the relevant recate for the first interest payment date followihg tonsummation of the exchange offer will
receive interest accruing from the most recent thatmigh which interest has been paid on the qudgtg notes. Outstanding notes that we
accept for exchange will cease to accrue interest find after the date of consummation of the exgbaffer.

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

Conditions to the Exchange Offer

The exchange offer is not conditioned uffantender of any minimum principal amount of cansting notes. Notwithstanding any other
provision of the exchange offer, or any extensibthe exchange offer, we will not be required toequt for exchange, or to issue exchange
notes in exchange for, any outstanding notes andtenminate or amend the exchange offer, by oralritten notice to the exchange agent or
by a timely press release, if at any time befoesetkpiration of the exchange offer, any of thedwihg conditions exist:

. any action or proceeding is instituted or threatiineany court or by or before any governmentahagehallenging the
exchange offer or which we believe might be expetbeprohibit or materially impair our ability tagceed with the exchange
offer,;

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

(2) the qualification of the indenture under thestrindenture Act of 1939, as amended;

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

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

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

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

For accounting purposes, we will not redagmain or loss upon the exchange of the exchaoggs for outstanding notes. We are
expensing all costs incurred in connection withiiselance of the exchange notes when incurred.

Fees and Expenses

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

. SEC registration fees;

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

. printing fees; an

. related fees and expenses.

Transfer Taxes

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

The Exchange Agent

We have appointed J.P. Morgan Trust Compislayional Association, as our exchange agentferexchange offer. All executed letter:
transmittal should be directed to the exchangetagteone of its addresses set forth below. Questionl requests for assistance, requests for
additional copies of this prospectus or of theeletif transmittal and requests for notices of goiged delivery should also be directed to the
exchange agent at one of its addresses below.

Deliver to:

J.P. Morgan Trust Company, National Association

By hand delivery at By mail or overnight courier ai
Institutional Trust Services Institutional Trust Services
GIS Unit Trust Window Attn: Frank lvins
4 New York Plaza 2001 Bryan Street
1st Floor 9th Floor
New York, NY 10004 Dallas, TX 75201
or

By Facsimile Transmission
(for eligible institutions only)

(214) 46+-6494
Confirm by Telephone

(800) 27:-2048

Delivery of the letter of transmittal to an addressother than as set forth above or transmission ofugh letter of transmittal via facsimile
other than as set forth above will not constitute aalid delivery.
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Consequences of Failure to Exchange Outstanding Nest

Outstanding notes that are not tenderedetendered but not accepted will, following tbesummation of the exchange offer, continue
to be subject to the provisions in the indenture #ye legend contained on the outstanding notewdégy the transfer restrictions of the
outstanding notes. In general, outstanding notdesa registered under the Securities Act, mayaaiffered or sold except pursuant to an
exemption from, or in a transaction not subjecthe, Securities Act and applicable state securitiess.

Holders of the exchange notes and anyandgtg notes which remain outstanding after consatiom of the exchange offer will vote
together as a single series for purposes of detémnivhether holders of the requisite percentagb®fteries have taken certain actions or
exercised certain rights under the indenture.

Consequences of Exchanging Outstanding Notes

We have not requested, and do not intemdduest, an interpretation by the staff of the 3@ whether the exchange notes issued in th
exchange offer may be offered for sale, resoldtloemvise transferred by any holder without compd@with the registration and prospectus
delivery provisions of the Securities Act. Howeueaised on interpretations of the staff of the S&Cset forth in a series of no-action letters
issued to third parties, we believe that the exgearotes may be offered for resale, resold or atisertransferred by holders of those exche
notes without compliance with the registration anospectus delivery provisions of the Securitie§ Aoovided that:

the holder is not an "affiliate” of ours within theeaning of Rule 405 promulgated under the Seeasr#ict;
. the exchange notes issued in the exchange offercaugred in the ordinary course of the holdersiiess

. the holder has no arrangement or understandingamigiperson to participate in the distributionha £xchange notes issued in
the exchange offer;

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

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

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

. it will deliver a prospectus meeting the requiretsesf the Securities Act in connection with thealesof exchange notes
issued in the exchange offer. (In no-action letiessed to third parties, the SEC has taken thi¢tiposhat brokerdealers
may fulfill their prospectus delivery requirememtith respect to exchange notes (other than a re§ae unsold
allotment from the original sale of outstandinga®)tby delivery of the prospectus relating to thehange offer). See
"Plan of Distribution" for a discussion of the ertige and resale obligations of broker-dealers imeotion with the
exchange offer.

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

However, because the SEC has not consideeeeixchange offer for our outstanding notes éndbntext of a no-action letter, we cannot
guarantee that the staff of the SEC would makelairdeterminations with respect to this exchanderoff our belief is not accurate and you
transfer an
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exchange note without delivering a prospectus mgékie requirements of the federal securities lamsithout an exemption from these laws,
you may incur liability under the federal secustiaws. We do not and will not assume, or indemydy against, this liability

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

. may not rely on the applicable interpretation & 8EC staff's position contained in Exxon Capitaldthgs Corp., SEC M
Action Letter (April 13, 1989), Morgan, Stanley &C Inc., SEC No-Action Letter (June 5, 1991) aheé&man & Sterling,
SEC No-Action Letter (July 2, 1993); and

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

The exchange notes issued in the exchafiigreroay not be offered or sold in any state untéey have been registered or qualified for
sale in such state or an exemption from registnagioqualification is available and complied withthe holders selling the exchange notes. We
currently do not intend to register or qualify #ede of the exchange notes in any state where wiédwot otherwise be required to qualify.

Filing of Registration Statements

Under the registration rights agreementageeed to use our reasonable best efforts to @ausgchange offer registration statement tc
be filed, and declared effective, and to consumniatexchange offer within certain specified pesidfi among other things, we did not
consummate the exchange offer during such pethedregistration rights agreement requires us éoefishelf registration statement providing
for the resale of the outstanding notes. Becauskawe elected to make an offer to exchange theamaing notes for exchange notes, holders
who exchange outstanding notes for exchange nallesaive any rights they may have to require thied of any resale shelf registration
statement covering the notes and to accrue Additimiterest from and after the closing date ofdkehange offer. The registration rights
agreement provides that if there is a registratiefault, which generally means that we do not rntreetpplicable deadline described above or
in the event a shelf registration statement wasired to be filed and was declared effective, &sss to be usable, we are required to pay
Additional Interest to the holders of the outstaugdnotes at the rate of 0.25% per annum abovetdtedsinterest rate of the outstanding notes.
Additional Interest is payable in cash semiannuiallgirrears on the same interest payment daysasutistanding notes. Because we did not
consummate the exchange offer within the requiestbd Additional Interest is accruing on the outsliag notes.
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DESCRIPTION OF OTHER INDEBTEDNESS
The following is a brief summary of impartaerms of our material indebtedness, other thambtes subject to the exchange offer.

Other Notes

As of September 30, 2004, we had outstan$ith468 billion aggregate principal amount of othetes with various interest rates ranging
from 5.625% to 9.125%, and maturities from 2002@d 3. All of these notes are unsecured obligatidhs.indentures governing our other
notes contain covenants including:

. a limitation on certain liens on our assets; and

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

These indentures do not contain any cre$atdt provisions.

On November 1, 2004, approximately $181ionilin aggregate principal amount of our 7.20%esadue November 1, 2004, matured and
was repaid.

On November 23, 2004, we issued $250 miliibaggregate principal amount of our 7.875% ndtes September 1, 2011.

Senior Term Loan

On June 9, 2003, we completed a $1.7hillienior term loan with two tranches: a $1.25drilfloating rate tranche that matures in 2!
and a $500 million fixed rate tranche that matuime2010. The covenant and default terms are sutisiigrthe same as those associated with
our other long-term debt. The floating rate tranbbars interest at LIBOR plus 4.75% (with a minimimterest rate of 6.50%) and the fixed
rate tranche bears interest at 6.95% per annum.

Other Debt Related Matters

At September 30, 2004, QCII and its comtsdid subsidiaries had total borrowings of $17lbhij including the notes subject to
exchange, the other notes described above anemier ¢erm loan described above. Some of thes@Wwargs issued by QCIl and QSC are
secured by liens on our stock. As a result, ownprshour stock could transfer if either QCIl or QSvere to default on their debt obligations.
At September 30, 2004, QCIl and QSC were in compgawith all provisions and covenants of their basings.
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DESCRIPTION OF THE EXCHANGE NOTES
General

The exchange notes, designated as ftieé 8 Notes due March 15, 2012, will be issued unddnéanture, dated as of October 15, 1999,
as supplemented by an officers' certificate of @@lgishing the terms of the notes (the "Indenjutedtween QC (formerly known as U S
WEST Communications, Inc.), as issuer, and J.P giloiTrust Company, National Association (as suczeassdnterest to Bank One Trust
Company, N.A.), as trustee (the "Trustee").

The terms of the exchange notes and thstanding notes are substantially identical, extiegutthe exchange notes:

. will have been registered under the Securities Act;
. will not contain transfer restrictions and regista rights that relate to the outstanding notest
. will not contain provisions relating to the paymentAdditional Interest to be paid to the holdefshe outstanding note

As used below in this "Description of thecBange Notes" section, "QC" means Qwest CorparaticColorado corporation, and its
successors, but not any of its subsidiaries. Clg@thterms that are used but not otherwise defiregdin have the meanings assigned to the
the Indenture, and those definitions are incorgatdierein by reference.

Holders of the outstanding notes who doaxahange their notes for exchange notes will Ymgether with holders of the exchange notes
for all relevant purposes under the Indenturehét tegard, the Indenture requires that certaieby the holders of a series of notes
(including acceleration following an event of ddfamust be taken, and certain rights must be ésedc by specified minimum percentages of
the aggregate principal amount of notes outstanairggch series. Accordingly, all references tac8@a minimum percentages in this section
will be deemed to mean, at any time after the exgbhaffer is consummated, the requisite perceritagggregate principal amount of the
outstanding notes and the exchange notes, votgegtier as a separate series of notes under thetlmde

The terms of the notes include those st fia the Indenture and those made part of thentute by reference to the Trust Indenture Act.
You may obtain copies of the Indenture from QQstddress set forth under the heading "Where Yaufnd More Information.”

The following summaries of certain provigoof the Indenture do not purport to be complettare subject to and are qualified in their
entirety by reference to all of the provisionstod indenture, which provisions of the Indentureiacerporated by reference in this prospectus.

Neither QC's direct parent corporation, QB8& its ultimate parent corporation, QCII, hasugunteed the payment of principal, premium,
if any, or interest on the notes or has any otlhdigation in connection with the notes.

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

Principal, Maturity and Interest

QC will issue up to $1,500,000,000 aggregaincipal amount of exchange notes in this affgriQC may "reopen” any series of debt
securities (including the notes) issued under ticketure and issue additional securities of thagésevithout the consent of the holders of that

series. The exchange notes will bear interesteatate of 8/ 8% per annum from the most recent interest paymaiet t
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which interest has been paid or duly provided fahwespect to the outstanding notes. The notdsweture and the principal amount will be
payable on March 15, 2012. The notes will not hireebenefit of any sinking fund.

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

Interest on the notes will be payable semiglly in arrears on March 15 and September ¥noh year, each of which we refer to in this
prospectus as an interest payment date, to thenmeis whose names the notes are registered atabe of business on the date 15 days
immediately preceding such interest payment daterést will be calculated on the basis of a 36@yd=ar of twelve 30-day months. If any
interest payment date, maturity date or redemptete is a legal holiday in New York, New York, ttegjuired payment will be made on the
next succeeding day that is not a legal holiday iasvere made on the date such payment was ddenarinterest will accrue on the amount so
payable for the period from and after such intepagiment date, maturity date or redemption datéhesase may be, to such next succeeding
day. "Legal holiday" means a Saturday, a Sundayday on which banking institutions in the CityNdw York are not required to be open.

Payment

Payment of principal of and interest anehpium, if any, on any notes represented by oneasempermanent global notes in definitive,
fully registered form without interest coupons viiét made to Cede & Co., the nominee for DTC asdfistered owner of the global notes, by
wire transfer of immediately available funds asatib®ed under the heading "Book-Entry, Delivery &mtm." Initially, the Trustee will act as
paying agent for the notes.

Holders of certificated notes, if any, msistrender the notes to the paying agent to cgiectipal and interest payments at maturity.
Principal, premium, if any, and interest on cectifed notes will be payable at the office of thgimgagent maintained for such purpose or, at
the option of QC, payment of principal and intemasty be made by check mailed to a holder's regidtaddress. Notwithstanding the
foregoing, a holder of notes with an aggregategiad amount of $5 million or more may request iritiwg, at least three business days pric
the relevant payment date, that interest be weghtaccount specified by such holder.

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

Optional Redemption

The notes will be redeemable at the opdb@C, in whole at any time or in part from timetitme, on at least 15 days but not more than
60 days prior written notice mailed to the registeholders thereof, at a redemption price equtidagreater of (1) 100% of the principal
amount of the notes to be redeemed or (2) the asmetermined by the Quotation Agent, as defindmlhef the present values of the
principal amount of the notes to be redeemed amdetmaining scheduled payments of interest theireom the redemption date to the maturity
date of the notes to be redeemed (excluding irtarsued to the redemption date), which we referstthe "Remaining Life," discounted fri
their respective scheduled payment dates to themption date on a
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semiannual basis (assuming a 360-day year corgsistiB0-day months) at the Treasury Rate, as defiredow, plus 50 basis points, plus, in
either case, accrued and unpaid interest on theipal amount being redeemed to the date of redempt

If money sufficient to pay the redemptiaice of and accrued interest on all of the notegp(wtions thereof) to be redeemed on the
redemption date is deposited with the Trustee gingaagent on or before the redemption date andiceother conditions are satisfied, then on
and after such redemption date, interest will céasescrue on such notes (or such portion theiedRed for redemption.

"Comparable Treasury Issue" means the di8tates Treasury security selected by the Quaotdtgent as having a maturity comparable
to the Remaining Life that would be utilized, a¢ time of selection and in accordance with custgrfinancial practice, in pricing new issues
of corporate debt securities of comparable matwvith the Remaining Life.

"Comparable Treasury Price” means, witpeesto any redemption date, the average of twedeate Treasury Dealer Quotations for
such redemption date.

"Quotation Agent" means the Reference TngaBealer appointed by QC.

"Reference Treasury Dealer" means eachredi€CSuisse First Boston Corporation and Lehmagth#nrs Inc., and their successors;
provided, however, that if any of the foregoingsmsato be a primary U.S. Government securitiesed@aNew York City, a "primary treasury
dealer,"” QC will substitute therefor another prignaeasury dealer.

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

"Treasury Rate" means, with respect toradgmption date, the rate per annum equal to théasaual yield to maturity of the
Comparable Treasury Issue, calculated on the thisihess day preceding such redemption date ugingeafor the Comparable Treasury
Issue (expressed as a percentage of its prinaipaliat) equal to the Comparable Treasury Pricedfoh sedemption date.

QC may at any time, and from time to tinpeschase the notes at any price or prices in tie@ oparket or otherwise.
Certain Covenants

Other than as described below under "—latin on Liens," the Indenture does not contain@oyisions that would limit the ability of
QC to incur indebtedness or that would afford hrdd# notes protection in the event of a suddensiguificant decline in the credit quality of
QC or a takeover, recapitalization or highly leggd or similar transaction involving QC. AccordipgQC could in the future enter into
transactions that could increase the amount obitedimess outstanding at that time or otherwiseradiyeaffect QC's capital structure or credit
rating.

Limitation on Liens

The Indenture contains a covenant thaldfr@ortgages, pledges or otherwise subjects toianyall or some of its property or assets, QC
will secure the notes, any other outstanding natesany of its other obligations which may therobestanding and entitled to the benefit of a
covenant similar in effect to such covenant, equafid proportionally with the indebtedness or cddiions secured by such
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mortgage, pledge or lien, for as long as any sndbbtedness or obligation is so secured. This @etoes not apply to:

. the creation, extension, renewal or refunding pfrfartgages or liens created or existing at the fmoperty is acquired,
(b) mortgages or liens created within 180 days giteperty is acquired, or (c) mortgages or liezxsusing the cost of
construction or improvement of property; or

. the making of any deposit or pledge to secure puilistatutory obligations or with any governmeigéncy at any time
required by law in order to qualify QC to condulttoa some part of its business or in order totentQC to maintain self-
insurance or to obtain the benefits of any lawthedato workmen's compensation, unemployment insegaold age pensions or
other social security, or with any court, boardnoaission or governmental agency as security ingittethe proper conduct of
any proceeding before it.

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

Consolidation, Merger and Sale of Assets

QC may, without the consent of the holddrhe notes or any other notes outstanding uridehtdenture, consolidate with, merge into or
be merged into, or transfer or lease its propeamtya@ssets substantially as an entirety to anotitéy eHowever, QC may only do this if: (i) the
successor entity is a corporation and assumesgplesuental indenture all of QC's obligations untther notes, the Indenture and any other
notes outstanding under the Indenture, and (Brafiving effect to the transaction, no defaulEeent of Default has occurred and is
continuing. After that time, all of QC's obligat®nnder the notes, the Indenture and any othes maistanding under the Indenture terminate.

Events of Default
Any one of the following is an "Event of faalt" with respect to the notes:

. if QC defaults in the payment of interest on théespand such default continues for 90 d

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

. if QC fails to comply with any of its other agreem&in the notes, in the Indenture or in any suppletal indenture under whit
the notes were issued, which failure continue®fbdays after QC receives notice from the Trustdbeholders of at least 25
of the aggregate principal amount of the notes thestanding; and

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

If an Event of Default with respect to thetes occurs and is continuing, the Trustee ohtiders of at least 25% in aggregate principal
amount of all of the notes then outstanding mayadedhe principal of all notes to be due and p&yabmediately. The holders of a majority
principal amount of the notes may rescind suchattatibn and its consequences if the rescissiondvoad conflict with any judgment or deci
and if all existing Events of Default have beenecuor waived except nonpayment of principal orregéthat has become due solely as a result
of such acceleration.

Holders of notes may not enforce the Indenbr the notes, except as provided in the Indeniithe Trustee may require indemnity
satisfactory to it before it enforces the Indentoréhe notes. Subject to certain limitations, hloéders of a majority in principal amount of the
notes then outstanding of each series affecteddinagt the time, method and place of conducting any
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proceeding for any remedy available to the Trustegxercising any trust or power conferred uponTthestee. The Trustee may withhold from
holders of notes notice of any continuing defagkcept a default in the payment of principal oeiest) if it determines that withholding notice
is in their interests.

Amendment and Waiver

With the written consent of the holdersiohajority in principal amount of the notes themstanding, QC and the Trustee may amend or
supplement the Indenture or modify the rights ef hlolders of the notes. Such majority holders nisy waive compliance by QC of any
provision of the Indenture, any supplemental indenbr notes, except a default in the paymentiotjpal or interest. However, without the
consent of the holder of each note affected, amdment or waiver may not:

. reduce the amount of notes whose holders must nbttsan amendment or waive

. change the rate or the time for payment of interest

. change the principal or the fixed maturity;

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

. make the notes payable in a different currenc

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

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

. to cure any ambiguity, defect or inconsistencyhie indenture or the note

. to provide for the assumption of all of QC's obligas under the notes and the Indenture by anyotatipn in connection with a
merger, consolidation or transfer or lease of Q@perty and assets substantially as an entirety;

. to provide for uncertificated notes in additiorotoinstead of certificated note
. to make any change that does not adversely affeaights of any holder of the notes in any mateespect;
. to provide for the issuance of and establish tienfand terms and conditions of any series of natei establish the form of

any certifications required to be furnished pursuaarthe terms of the Indenture or any series ¢é$10

. to add to the rights of holders of any of the nptes
. to secure any notes as provided under the headitigmitation on Liens."
Defeasance

QC may terminate all of its obligations enthe notes and the Indenture or any installmeptincipal, premium, if any, or interest on the
notes if QC irrevocably deposits in trust with ffrestee money or U.S. government obligations siefficto pay, when due, principal, premit
if any, and interest on the notes to maturity deraption or such installment of principal, premiufany, or interest, as the case may be, a
all other conditions set forth in the Indenture iaret.
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Governing Law
The Indenture and the notes are governedrywill be construed in accordance with, theslafvithe State of New York.
Concerning the Trustee, the Paying Agent

QC and certain of its affiliates, includi@g1l, maintain banking and other business relatigps in the ordinary course of business with
J.P. Morgan Trust Company, National Associatioraddition, J.P. Morgan Trust Company, National Agstion and certain of its affiliates
serve as trustee, authenticating agent, or payjegtawith respect to certain other debt securafg@C, QCII and their affiliates.
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BOOK-ENTRY, DELIVERY AND FORM

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

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

The ownership interest of each actual paseh of the notes (each, a "Beneficial Owner"georded on the Direct and Indirect
Participants' records. Transfers of ownership @ty in the notes are to be accomplished by emiréeie on the books of Direct and Indirect
Participants acting on behalf of Beneficial Own&aeneficial Owners will not receive certificatepresenting their ownership interests in the
notes, except as described below.

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

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

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

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

take no responsibility for the accuracy thereof.
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CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERAT IONS

The following discussion summarizes certai8. federal tax consequences of an exchangetstamding notes for exchange notes in the
exchange offer and the purchase, beneficial owigestd disposition of exchange notes. For purpoésis summary, a "U.S. holder" mear
beneficial owner of an outstanding note or an ergkanote that is for U.S. federal income tax puegos

. an individual who is a citizen or resident of theitdd States

. a corporation (or other entity treated as a cogiamgor U.S. federal income tax purposes) createdrganized under the laws
the United States or any state or political sulsivi thereof;

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

. a trust with respect to which a court within theitdd States is able to exercise primary supervieigr its administration, ar
one or more United States persons have the aythordiontrol all of its substantial decisions ottié trust has made a valid
election to be treated as a United States person.

An individual may, subject to certain exteps, be deemed to be a resident of the UnitetStay reason of being present in the United
States for at least 31 days in the calendar yehfaran aggregate of at least 183 days duringeetiiear period ending in the current calendar
year (counting for such purposes all the days ptesehe current year, o-third of the days present in the immediately pdéng year, and
one-sixth of the days present in the second pragegiar).

A "non-U.S. holder" is a beneficial owndram outstanding note or an exchange note thaitia t.S. holder.

This summary is based on interpretationhefinternal Revenue Code of 1986, as amendedCibee"), regulations issued thereunder,
and rulings and decisions currently in effect (osdme cases proposed), all of which are subjeztidage. Any such change may be applied
retroactively and may adversely affect the federalconsequences described herein. This summatesebnly to the outstanding notes, and
the exchange notes received in exchange theréftrate held by holders who own outstanding nategilbown exchange notes as capital
assets and not as part of a "straddle" or a "caiwetransaction" for U.S. federal income tax pggmor as part of some other integrated
investment. This summary does not discuss all@talx consequences that may be relevant to patigwestors or to investors subject to
special treatment under the U.S. federal incomdatas (such as life insurance companies,eempt entities, regulated investment compa
securities dealers, pass-through entities (sugtagrserships) and investors in pass-through estitieancial institutions, holders subject to the
alternative minimum tax, U.S. expatriates, persteemed to sell notes under the constructive saldgions of the Code, and investors who
actually or constructively own 10 per cent or moféhe combined voting power of all classes of stock entitled to vote). In addition, this
summary does not address the tax consequencesngsiuthe functional currency is not the U.S. ldol If a partnership holds outstanding
notes or the exchange notes, the tax treatmenpaftaer will generally depend on the tax statuthefpartner and on the activities of the
partnership. Persons considering the exchangesofdhtstanding notes for exchange notes and persamsidering the purchase of exchange
notes should consult their tax advisors concerthiegapplication of U.S. federal tax laws to thartgcular situations as well as any
consequences of the exchange of the outstandimg fmt exchange notes and of the purchase, bealadiwhership and disposition of excha
notes arising under the laws of any state or dteeng jurisdiction.
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U.S. Federal Income Tax Consequences of the Exchan@ffer to U.S. Holders and Non-U.S. Holders

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

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

Treatment of Interest. Stated interest on the exchange notes wilbkaltle to U.S. holders as ordinary interest incamthe interest
accrues or is paid in accordance with the holdegslar method of accounting. QC has taken thetipaghat the outstanding notes (and
therefore the exchange notes) do not bear origgsak discount because the discount on the origisahnce of the outstanding notes fell
within ade minimisexception. If the IRS were to challenge this positsuccessfully, U.S. Holders would be requirethtdude the original
issue discount in income on an economic accruasvegardless of such holder's regular method cdaating. Under Treasury Regulations,
the discount of only de minimisamount will be included in income as each payméstaied principal is made, based on the produtitef
total amount of suctle minimisdiscount and a fraction, the numerator of whicthesamount of such principal payment and the denatar of
which is the stated principal amount of the notee Treasury Regulations also permit a holder totéteaccruele minimisdiscount into
income currently based on a constant yield method.

Market Discount. An exchange note that is acquired for an amthattis less than its principal amount by morenthde minimis
amount (generally 0.25% of the principal amounttipliéd by the number of remaining whole years tatunity), will be treated as having
"market discount" equal to such difference. UnkbgsU.S. holder elects to include such market disto income as it accrues, a U.S. holder
will be required to treat any principal payment and any gain on the sale, exchange, retirementher disposition (including a gift) of, an
exchange note as ordinary income to the extentyhacrued market discount that has not previoliegn included in income. In general,
market discount on the exchange notes will accatebty over the remaining term of the exchangesotgat the election of the U.S. holder,
under a constant yield method. In addition, a Bddder could be required to defer the deductioalloér a portion of the interest paid on any
indebtedness incurred or continued to purchasarmy an exchange note unless the U.S. holder dleatslude market discount in income
currently. Such an election applies to all debtrimaents held by a taxpayer and may not be revekgobut the consent of the IRS.

Amortization of Bond Premium.A U.S. holder, whose tax basis immediatelyrafteacquisition of an exchange note exceedsuheaf
all remaining payments other than qualified stémeéerest payable on the exchange note, will beidensd to have purchased the note at a
premium. "Qualified stated interest" includes slidteerest, calculated as the product of a singkdfrate of interest and the outstanding
principal amounts of the notes that is unconditiigrigayable in cash at least annually. The U.Sdapomay elect to amortize such premium (as
an offset to interest income), using a constarityigeethod, over the remaining term of the exchamgte (or to an earlier call date if it results
a smaller amount of amortizable bond premium). Salebtion, once made, generally applies to all dedituments held or subsequently
acquired by the U.S. holder on or after the fiesg df the first taxable year to which such electapplies and may be revoked only with the
consent of the IRS. A U.S. holder that elects tomize such premium must reduce its tax basiserréhated note by the amount of the
premium amortized during its holding period. If &88Uholder does not elect to amortize the premtbieamount of such premium will be
included in the U.S. holder's tax basis for purgagfecomputing gain or loss in connection withatae disposition of the exchange note.
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Sale or Other Disposition of Exchange Notes$n general, upon the sale, retirement or otaesible disposition of an exchange note, a
U.S. holder will recognize taxable gain or lossada the difference between (1) the amount ofctheh and the fair market value of any
property received on the sale, retirement or otdvegible disposition (not including any amount htttable to accrued but unpaid interest or
accrued market discount not previously includesh@ome) and (2) the U.S. holder's adjusted taxshagihe exchange note. A U.S. holder's
adjusted tax basis in an exchange note generdllp&equal to the cost of the note to such U.&ldmpincreased by the amount of any market
discount previously included in income by the Lh8lder and reduced by the amount of any paymentiwed by the U.S. holder, other than
payments of qualified stated interest, and by theunt of amortizable bond premium taken into actoB8uabject to the discussion of market
discount above, gain or loss realized on the sateement or other taxable disposition of an exgganote will be capital gain or loss.

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

For purposes of the following summary, iegt and gain on the sale, exchange or other digposf an exchange note will be considered
"U.S. trade or business income" if such incomeain gs:

. effectively connected with the conduct of a tradéusiness in the United States;

. in the case of a treaty resident, attributable permnanent establishment (or, in the case of amithdl, to a fixed base) in the
United States.

Treatment of Interest. A non-U.S. holder that is not subject to U&ldral income tax as a result of any direct or@galiconnection to
the United States other than its ownership of ahamge note will not be subject to U.S. federabine or withholding tax in respect of interest
income on the exchange note if:

. the interest is not U.S. trade or business incc
. the nor-U.S. holder does not actually or constructively d@d6 or more of the combined voting power of albaf stock;

. the non-U.S. holder provides an appropriate staténgenerally on IRS Form W-8BEN, together withaglbropriate
attachments, signed under penalties of perjurmtifyeng the non-U.S. holder and stating, amongeothings, that the non-U.S.
holder is not a United States person for U.S. f@idacome tax purposes; and

. the non-U.S. holder is not a "related controllegkign corporation” with respect to us as defingdfds. federal income tax
purposes or a bank whose receipt of interest oextbkange notes is described in Section 881(c)}3){Ahe Code.

If an exchange note is held through a seesiclearing organization or certain other fin@ah@stitutions, the organization or institution
may provide a signed statement to eliminate wittlimgl tax. However, in such case, the signed statemeast be accompanied by a copy of
IRS Form W-8BEN or the substitute form providedthg beneficial owner to the organization or insiitn. If a financial institution or other
intermediary that holds the exchange note on betidlfe non-U.S. holder has entered into a withimgidhgreement with the IRS, such
institution or intermediary must submit an IRS FOAMB81MY (or suitable successor form) and certalmeotrequired documentation. A non-
U.S. holder that is treated as a partnership f&. f&deral tax purposes generally will be requteedrovide an IRS Form VBIMY and to attac
an appropriate certification by each beneficial emof the non-U.S. holder (including, in certaises, such beneficial owner's beneficial
owners). Prospective investors, including partngsshnd their partners, should consult their taxsads regarding these possible additional
reporting requirements.
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To the extent these conditions are not m80% withholding tax will apply to interest inceron the exchange note, unless an income tax
treaty reduces or eliminates such tax or unlesgtieest is U.S. trade or business income witpeesto such non-U.S. holder and the hb&-
holder provides an appropriate statement to tHatefin the latter case, such non-U.S. holder g@lyewill be subject to U.S. federal income
tax with respect to all income from the exchangesat regular rates applicable to U.S. taxpayetditionally, in such event, nob-S. holder
that are corporations could be subject to a bramngfits tax on such income.

Sale or Other Disposition of Exchange Notes$n general, a non-U.S. holder will not be sabje U.S. federal income tax on any amount
received (other than amounts in respect of accbuedinpaid interest) upon retirement or dispositban exchange note unless such non-U.S.
holder is an individual present in the United Stdter 183 days or more in the taxable year of #ie,xchange or other disposition and certain
other requirements are met, or unless the gainSs ttade or business income. In the latter event;U.S. holders generally will be subject to
U.S. federal income tax with respect to such gaiegular rates applicable to U.S. taxpayers. Aodlly, in such event, non-U.S. holders that
are corporations could be subject to a branchtgrtaik on such gain.

U.S. Information Reporting Requirements and Backupwithholding Tax

Under certain circumstances, the Code reguinformation reporting” annually to the IRS andeach holder of exchange notes, and
"backup withholding" at a current rate of 28% wiéspect to certain payments made on or with respdbe exchange notes. Backup
withholding generally does not apply with respectértain holders of exchange notes, including @@iions, tax-exempt organizations,
qualified pension and profit sharing trusts andvittlial retirement accounts.

A U.S. holder may be subject to backup kalding unless such U.S. holder provides an IR$P#-9, signed under penalties of perjury,
identifying the U.S. holder, providing such U.Slder's taxpayer identification number and certifysuch U.S. holder is not subject to backup
withholding.

A non-U.S. holder that provides an IRS FOW8BEN, together with all appropriate attachmenigned under penalties of perjury,
identifying the non-U.S. holder and stating that tton-U.S. holder is not a United States persolhnai be subject to IRS reporting
requirements and U.S. backup withholding. IRS FOWh8BEN will generally be required from the ben&flowners of interests in a non-U.S.
holder that is treated as a partnership for U.&rf@ income tax purposes.

The payment of the proceeds on the dispositf an exchange note to or through the U.Sceftif a broker generally will be subject to
information reporting and backup withholding atgerof 28% unless the non-U.S. holder either éestits status as a non-U.S. holder under
penalties of perjury on IRS Form W-8BEN (as destiabove) or otherwise establishes an exemption.

The payment of the proceeds on the dispaositf an exchange note by a non-U.S. holder thimugh a non-U.S. office of a non-U.S.
broker will not be subject to backup withholdingioformation reporting unless the non-U.S. brolsea i'U.S. related person," as defined
below. The payment of proceeds on the dispositfanaxchange note by a non-U.S. holder to or gjinainon-U.S. office of a U.S. broker or
a U.S. related person generally will not be subjedtackup withholding but will be subject to infeation reporting unless the non-U.S. holder
certifies its status as a non-U.S. holder undealpies of perjury or the broker has certain docutagnevidence in its files as to the non-U.S.
holder's foreign status and the broker has no bktwavledge to the contrary.

For this purpose, a "U.S. related persen" i

. a "controlled foreign corporation” as speciallyidefl for U.S. federal income tax purpos

. a foreign person, 50% or more of whose gross incioame all sources for the thr-year period ending with the close of
taxable year preceding the payment (or for suchqfahe period
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that the broker has been in existence) is deriked fctivities that are effectively connected wifte conduct of a U.S. trade or
business; or

. a foreign partnership, if at any time during its y@ar one or more of its partners are United Staggsons who, in the aggreg:
hold more than 50% of the income or capital inteoéshe partnership or if, at any time duringtagable year, the partnership is
engaged in the conduct of a U.S. trade or business.

Backup withholding is not an additional &xd may be refunded (or credited against the hisltdeS. federal income tax liability, if any),
provided that certain required information is fsmed. The information reporting requirements magyhapegardless of whether withholding is
required. Copies of the information returns repgytsuch interest and withholding also may be madédable to the tax authorities in the
country in which a non-U.S. holder is a residerdernthe provisions of an applicable income taxtyrea agreement.
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PLAN OF DISTRIBUTION

Each broker-dealer that receives exchaotgsrfor its own account in the exchange offer makhowledge that it acquired the
outstanding notes for its own account as a resuttasket-making or other trading activities and tragree that it will deliver a prospectus
meeting the requirements of the Securities Acinnection with any resale of the exchange notgsaréicipating broker-dealer may use this
prospectus, as it may be amended or supplemerttedtime to time, in connection with resales of exale notes received in exchange for
outstanding notes where the outstanding notes acgeired as a result of market-making activitiestbier trading activities. Under the
registration rights agreement, we have agreeddhat period of 240 calendar days after the exjpinadlate, we will make this prospectus, as
amended or supplemented, available to any partingparoker-dealer for use in connection with aegale of exchange notes.

We will not receive any proceeds from aale of the exchange notes by any participating éralealer. Exchange notes received by
participating broker-dealers for their own accoarthe exchange offer may be sold from time to timene or more transactions in the over-
the-counter market, in negotiated transactions, thrahghwriting of options on the exchange notes corabination of the methods of resale
market prices prevailing at the time of resaleyrates related to the prevailing market pricesegatiated prices. Any resale may be made
directly to purchasers or to or through brokerdealers who may receive compensation in the foreoofmissions or concessions from any
such participating broker-dealer and/or the puretsmsf the exchange notes. Any participating bralealer that resells exchange notes that
were received by it for its own account in the eadie offer and any broker or dealer that partieipat a distribution of the exchange notes
may be deemed to be an "underwriter" within the miregaof the Securities Act and any profit on anyale of exchange notes and any
commissions or concessions received by those pereay be deemed to be underwriting compensatioarthe Securities Act. The letter of
transmittal states that by acknowledging that It #eliver and by delivering a prospectus, a pgstiting broker-dealer will not be deemed to
admit that it is an "underwriter" within the meagiof the Securities Act.

For a period of 240 calendar days aftesiolp of the exchange offer, we will promptly semidliional copies of this prospectus and any
amendment or supplement to this prospectus to articipating broker-dealer that requests the docusia the letter of transmittal. We have
agreed to pay all expenses incident to our perfoom®f, or compliance with, the registration rigatseement and all expenses incident to the
exchange offer, including the expenses of one alosthe holders of the outstanding notes, betiekng commissions or concessions of any
brokers or dealers, and will indemnify the holdéms|uding any broker-dealers, and certain parmgsted to the holders against certain
liabilities, including liabilities under the Sectigis Act.

We have not entered into any arrangememisderstandings with any person to distributeetkeéhange notes to be received in the
exchange offer.
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LEGAL MATTERS

Certain matters with respect to the vafidit the exchange notes will be passed upon fdryuStephen E. Brilz, Deputy General Counsel
of QCII.

EXPERTS

The consolidated financial statements aed¢lated consolidated financial statement scleeafuQwest Corporation and subsidiaries as of
December 31, 2003 and 2002, and for each of thes yeahe three-year period ended December 31,,2808 been included herein in reliance
upon the reports of KPMG LLP, independent registgreblic accounting firm, appearing elsewhere merand upon the authority of said firm
as experts in accounting and auditing.

The audit report covering the consoliddiedncial statements as of December 31, 2003 afd,2dhd for each of the years in the three-
year period ended December 31, 2003, contains glamtory paragraph that states that effectiveagni, 2003, the Company adop
Statement of Financial Accounting Standards No, A8ounting for Asset Retirement Obligatiodso as discussed in note 2, effective
January 1, 2002, the Company adopted Statemennan&ial Accounting Standards No. 149odwill and Other Intangible Assetand
Statement of Financial Accounting Standards No, 24ounting for the Impairment or Disposal of Lonigdd Assetsand effective
January 1, 2001, the Company adopted Statemenhafi¢ial Accounting Standards No. 12&;counting for Derivative Instruments and
Hedging Activities.
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QWEST CORPORATION AND SUBSIDIARIES
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QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN MILLIONS)

(UNAUDITED)

Operating revenue
Operating revenu—affiliates

Total operating revenus
Operating expense
Cost of sales (exclusive of depreciation and amatittn detailed
below)
Cost of sale—affiliates
Selling, general and administrati
Selling, general and administrat—affiliates
Depreciatior
Impairment charg
Intangible assets amortizati
Restructuring and other charg

Total operating expens:
Operating incomi

Other expense (income
Interest expen—net
Other incom—net

Total other expen—net

Income before income taxes, discontinued operatimdscumulative effe
of change in accounting princig
Income tax expens

Income from continuing operations before cumulagffect of change i
accounting principle

Loss from discontinued operations, net of taxe®pf$111, $34 and $15
respectively

Income before cumulative effect of change in actiogrprinciple
Cumulative effect of change in accounting principlet of taxes of $0, $i
$0, and $139, respective

Net income

Three Months Nine Months
Ended Ended
September 30, September 30,
2004 2003 2004 2003

$ 228 $ 249 $ 7,01C $ 7,61(
274 213 731 564
2,56( 2,711 7,741 8,17¢
54¢€ 582 1,624 1,67(
72 107 242 30¢
38¢€ 40¢ 1,18: 1,29¢
27¢ 347 88t 974
583 602 1,74z 1,807
18 — 37 —
87 87 274 252
— — 56 23
1,97 2,13¢ 6,04: 6,33(
587 57t 1,69¢ 1,84«
144 14¢€ 43¢ 424
®) — (19) —
13¢ 14¢& 424 424
44¢€ 427 1,27¢ 1,42(
174 16€ 49¢€ 544
274 261 T7TE 87¢
— 17E 53 23¢
274 86 72% 63¢
— — — 21¢
$ 274 % 86 $ 725 % 857

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

CONDENSED CONSOLIDATED BALANCE SHEETS

(DOLLARS IN MILLIONS)

(UNAUDITED)

ASSETS

Current asset:

Cash and cash equivale

Accounts receivab—net

Accounts receivab—affiliates

Deferred income taxe

Prepaid and other ass:

Assets associated with discontinued operat

Total current asse

Property, plant and equipm~—net
Intangible asse—net
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

Liabilities associated with discontinued operati

Deferred revenue and advanced billii

Total current liabilities

Long-term borrowings (net of unamortized debt discodr#iib8 million and $15

million, respectivel—see Note 4

Pos-retirement and other p-employment benefit obligatior
Deferred income taxe

Other lon¢-term liabilities

Total liabilities
Commitments and contingencies (Note
Stockholder's equity
Common stoc—one share without par, owned by Q
Note receivabl—affiliate
Accumulated defici
Total stockholder's equit

Total liabilities and stockholder's equ

September 30, December 31,
2004 2003
$ 45z $ 921
1,14z 1,32:
154 12€
10€ 154
264 313
— 357
2,11¢ 3,19¢
15,61¢ 16,42(
84¢ 97¢€
1,34« 1,347
$ 19,92¢ $ 21,93

$ 45: $ 881
41¢ 55E

591 591

1,03z 19¢

831 95€

— 2,13¢

53¢ 54¢

3,85¢ 5,86¢

7,13¢ 6,87¢

2,84¢ 2,77¢

2,25¢ 2,661

50¢ 68¢

16,60« 18,86(

10,13 8,23¢

— (286)

(6,817) (4,879)

3,32z 3,077

$ 19,92¢ $ 21,93
. |

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

Nine Months Ended
September 30,

2004 2003

OPERATING ACTIVITIES
Net income $ 725 $ 857
Adjustments to net incom

Loss from discontinued operations, net of taxe$3#f and $152, respective 53 23¢
Depreciation and amortizatic 2,01¢ 2,05¢
Provision for bad debt 14 10C
Cumulative effect of change in accounting princ—net — (219
Impairment charg 37 —
Deferred income taxe (35§) 33t
Income tax benefit distributed to Q¢ (32 (112
Other nol-cash item: 17 12
Changes in operating assets and liabilit
Accounts receivabl 29¢ 16¢
Accounts receivab—affiliate (29) 107
Prepaid and other current ass 58 93
Prepaid income tax—QSC — 19¢
Accounts payable, accrued expenses and other tliedeifities (264) 99
Accounts payab—affiliate 58 46
Deferred revenue and advance billii (147) (162)
Other lon¢-term assets and liabilitie (1049 37
Cash provided by operating activiti 2,34: 3,851
INVESTING ACTIVITIES
Expenditures for property, plant and equiprr (1,137 (1,17%)
Other 10 (23
Cash used for investing activiti (2,127 (2,202
FINANCING ACTIVITIES
Collection on note receival—affiliate 332 —
Repayments of current portion of lc-term borrowings (747) (1,237
Proceeds from lor—term borrowings 57& 1,72¢
Dividends paid to QSt¢ (2,837 (1,930
Equity Infusion from QS( 2,18¢ —
Payment of current borrowin—affiliate by Qwest Wireles (2,18%) —
Debt issuance cos (9) (36)
Other 5) —
Cash used for financing activiti (2,685 (2,479
CASH AND CASH EQUIVALENTS
(Decrease) increase in ce (469) 1,182
Net cash utilized by discontinued operatir — (20
Beginning balanc 921 227
Ending balanci $ 45z $ 1,39¢

The accompanying notes are an integral part oktheadensed consolidated financial statem:
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
For the Three and Nine Months Ended September 30024

(UNAUDITED)

Unless the context requires otherwise, referencekis report to "Qwest," "we," "us," the "Compararid "our" refer to Qwest Corporation
and its consolidated subsidiaries, and referenog€XCll" refer to our ultimate parent company, Qw€®mmunications International Inc., 8
its consolidated subsidiaries.

Note 1: Basis of Presentation

The condensed consolidated financial stategare unaudited. We prepared these condenssdliciatted financial statements in
accordance with the instructions for Form 10-Qcdmpliance with those instructions, certain infotiora and footnote disclosures normally
included in consolidated financial statements pregén accordance with generally accepted accogipiiimciples in the United States of
America ("GAAP") have been condensed or omitted.

We made certain reclassifications to poiaiances to conform to the current presentatiothdropinion of management, these statements
include all the adjustments necessary to fairhsent our condensed consolidated results of opestfmancial position and cash flows as of
September 30, 2004 and for all periods presentieelsd condensed consolidated financial statemeatddshe read in conjunction with the
audited consolidated financial statements includeslr annual report on Form 10-K/A for the yeadett December 31, 2003. The condensed
consolidated results of operations for the threstrdane-month periods ended September 30, 2004hendondensed consolidated statement of
cash flows for the nine-month period ended SeptelBde2004 are not necessarily indicative of theiits or cash flows expected for the full
year.

Until May 1, 2004, we provided wireless\gees through our wholly owned subsidiary, QwestaMiss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate. As a consequence, we no lohgee wireless operations, and the
results of Qwest Wireless are reported as loss ftiseontinued operations in our condensed congelitistatements of operations for the three
and nine months ended September 30, 2003 andritbenmonths ended September 30, 2004. See Notea@diitional information on the results
of Qwest Wireless.

Stock Base-Compensation

Some of our employees patrticipate in QGliek option plans. These plans are accountedsiag the intrinsic-value method allowed
under Accounting Principles Board Opinion No. 25tAunting for Stock Issued to Employees™” ("APB R8"), under which no compensati
expense is recognized for QCII's options granteshtployees when the exercise price of those optgnals or exceeds the value of the
underlying security on the measurement date. Amgex of the stock price on the measurement datetlew@xercise price is recorded as
deferred compensation and amortized over the sepédod during which the stock option award vesiag the accelerated method described
in Financial Accounting Standards Board ("FASB'{elpretation No. 28 "Accounting for Stock Appre@matRights and Other Variable Stock
Option or Award Plans". QCII allocates to us, ttgbwa contribution, our share of the deferred corapon expense described herein based on
options granted.

Had compensation cost for our employeeatigigation in the QCII stock-based compensatiaanplbeen determined under the fair-value
method in accordance with the provisions of Statdroé
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Financial Accounting Standards ("SFAS") No. 123¢tAunting for Stock-Based Compensation" our netrime would have been changed to
the pro forma amounts indicated below:

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003

(Dollars in millions)

Net income:

As reportec $ 274 % 86 $ 72t $ 857
Add: Stock-option-based employee compensa

expense included in reported net income, net ¢

related tax effect — 1 (D) 2
Deduct: Total stock-option-based employee

compensation expense determined under fair-

value-based method for all awards, net of relat

tax effects 5) (6) (15 (22)

Pro forma $ 26¢ $ 81 $ 70¢ $ 83¢

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

Recently adopted accounting pronouncements and clative effect of adoption

On January 1, 2003, we adopted SFAS No, "I ounting for Asset Retirement Obligations” F/AS No. 143") which addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdivassets and the associated asset retiremer
costs, generally referred to as asset retiremdigations. SFAS No. 143 requires entities to redbedfair value of a legal liability for an asset
retirement obligation required to be settled urlderor written or oral contract. If a reasonablgreate of fair value can be made, the fair value
of the liability shall be recognized in the peribds incurred, or if not, in the period a reasoeadstimate of fair value can be made. This cost is
initially capitalized and then amortized over tistimated remaining useful life of the asset. Wedeined that we have legal asset retirement
obligations associated with the removal of a limhiggoup of long-lived assets and recorded a cuiwvelaffect of a change in accounting
principle charge upon adoption of SFAS No. 143dhdllion (an asset retirement obligation of $12liom net of an incremental adjustment to
the historical cost of the underlying assets ofifion) as of January 1, 2003.

Prior to the adoption of SFAS No. 143, weluded in our group depreciation rates estimastdemoval costs (removal costs less
salvage). These costs have historically been tefieio the calculation of depreciation expensetardefore recognized in accumulated
depreciation. When the assets were actually retinelremoval costs were expended, the net remogéd were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexpuihe recognition of a liability for asset retigmobligations that are legally binding, it

precludes the recognition of a liability for assstfrement obligations that are not legally bindifigerefore, upon adoption of SFAS No. 143,
we
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reversed the net removal costs within accumulaggletiation for those fixed assets where the retrmmsts exceeded the estimated salvage
value and we did not have a legal removal obligatithis resulted in income from the cumulative efffef a change in accounting principle of
$365 million before taxes upon adoption of SFAS N&B on January 1, 2003. The net income impadieftoption for the nine months en
September 30, 2003 is $219 million ($365 milliosdehe $7 million charge disclosed above, net@nme taxes of $139 million). Beginning
January 1, 2003, the net costs of removal relatékddse assets are being charged to our consalidi&tezment of operations in the period in
which the costs are incurred.

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

Our employees patrticipate in the QCII pensind other post-employment benefits plans. Inebdser 2003, the Medicare Prescription
Drug, Improvement, and Modernization Act of 2008(tMedicare Act") became law in the United Staldge Medicare Act introduces a
prescription drug benefit under Medicare as wel &sderal subsidy to sponsors of retiree health lbanefit plans that provide a benefit that is
at least actuarially equivalent to the Medicaredfienin May 2004, the FASB issued final guidancelmw employers that provide post-
retirement health care benefits should accounthi®iMedicare Act. In the third quarter of 2004, Q&lopted the provisions of FASB Staff
Position No. 106-2 ("FSP 106-2"), "Accounting anddlosure Requirements Related to the MedicarecRpti®n Drug, Improvement and
Modernization Act of 2003". Accounting for the gomment subsidy provided under the Medicare Act cedwur allocated portion of the Q!
accumulated post-retirement benefit obligation B@Fmillion. The Medicare Act reduced the presaipdrug expense component of our
yea-to-date 2004 post-retirement benefit expenses2Byriillion before and after-tax. Due to the immiztieimpact of the adoption of FSP
106-2 on our year-to-date statement of operatiomsesorded the $13 million impact from prior queste the third quarter and will not be
restating our first and second quarter 2004 res\ts expect that accounting for the Medicare Adt rgsult in an annual decrease of
$27 million from what our post-retirement healtliechenefit costs otherwise would be.

Note 2: Transfer of Qwest Wireless Operations

On April 30, 2004, our direct parent, Qw8stvice Corporation ("QSC"), made a capital ctution of $2.185 billion to us. We, in turn,
made a capital contribution of the same amount@uaest Wireless, which used these proceeds to pay ds $2.185 billion in outstanding
borrowings which were due to QSC.

On May 1, 2004, we transferred ownershiuafest Wireless to an affiliate. The transfer walemin the form 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 operatighsse financial statements. Qwest Wirelesshasges services from us that previously
were eliminated in our consolidation. These revenuill not be eliminated in the future and are shd»elow as "Qwest revenue from wireless
operations.”
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The following table presents the summarizsailts of operations related to our discontinogerations for the three and nine months
ended September 30, 2004 and 2003:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003

(Dollars in millions)

Wireless revenu $ — $ 152 $ 168 $  45¢
Qwest revenue from wireless operati — (40) (43 (113
Net revenug — 112 12t 34&
Costs and expense
Costs of service — 61 64 182
Selling, general and administrati — 281 88 387
Depreciation and amortizatic — 16 7 50
Loss from operation — (24¢€) (34) (274)
Other expens — 40 53 11€
Loss before income taxi — (28€) (87) (390
Income tax benef — 111 34 152
Loss from discontinued operatio $ — $ (17 $ (B3 $ (239

The following table presents the assetsliahdities associated with our discontinued opierss, related to our transfer of ownership of
Qwest Wireless to an affiliate, as of September2B04 and December 31, 2003. No figures are indul¢his table for September 30, 2004,
as ownership of Qwest Wireless operations wasfeaesl on May 1, 2004.

September 30 December 31
2004 2003
(Dollars in millions)

Current transferred asst $ — 3 9

Deferred income taxe — 14€

Property, plant and equipment, | — 36

Other asset — 16€

Total assets associated with discontinued opers $ — % 357

I I

Current borrowing—affiliates $ $ 2,11¢
Current portion of liabilities associated with distinued

operations — 27

Other lon¢-term liabilities — (11)

Total liabilities associated with discontinued ad@ms $ — % 2,13¢

Current borrowings-affiliates representrstterm borrowings by Qwest Wireless on unsecuredlofecredit from related parties. As no
above, on April 30, 2004 Qwest Wireless paid «f$i2.185 billion in outstanding borrowings at tHate.
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Note 3: Impairment Charges

In conjunction with our effort to sell cairt assets we determined that the carrying amaueits in excess of their expected sales price,
which indicated that our investments in these assety have been impaired at that date. In the segoarter of 2004, pursuant to SFAS
No. 144 "Accounting for the Impairment or Dispos&lLonc-Lived Assets” ("SFAS No. 144"), we compared grasdiscounted cash flow
projections to the carrying value of our pay phoaed determined that the carrying value of thosetasvas not expected to be recovered
through future projected cash flows on sales prd&eé/e recorded an impairment charge of $19 millreduce the carrying value of pay
phone business to their estimated fair value basa@cent selling prices for comparable assetthdrhird quarter of 2004, we reviewed the
carrying value of certain network supplies heldgate and determined that the carrying amounts imezgcess of our expected sales price. We
recorded an impairment charge of $18 million toueathe carrying value of network supplies heldsfale to the estimated fair value based on
recent selling prices for comparable assets.

In accordance with SFAS No. 144, the edtiahdair value of the impaired assets becomesehebrasis for accounting purposes. As such,
approximately $119 million in accumulated depreoiatvas eliminated in connection with the accoumfior the impairments. The impact of

the impairments is expected to reduce our depieniakpense by approximately $4 million in fisc@02 and approximately $8 million in
subsequent fiscal years.

Note 4: Borrowings

As of September 30, 2004 and December @13,2our borrowings consisted of the following:

September 30, December 31,
2004 2003

(Dollars in millions)

Current borrowings

Current portion of lon-term borrowings $ 44  $ 867
Current portion of capital lease obligations arfteo 7 14
Total current borrowing $ 457 % 881

Long-term borrowings
Notes with various rates ranging from 5.50% to 9%2
including LIBOR* plus 4.75%, with maturities frond@4 to

2043 $ 7,738 % 7,881
Unamortized discount and otf (15¢) (157)
Capital lease obligations and otl 12 25
Less: current portio (459) (887)

Total lon¢-term borrowings $ 7,13¢ % 6,87¢

* London interbank offered ra

In August 2004, we issued $575 million otes with a seven-year maturity and a 7.875% inteete. The notes are unsecured general
obligations and will rank equally with all othersetured and
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unsubordinated indebtedness. The covenant andltiefaus are substantially the same as those agsdowvith our other long-term debt. We
plan to file an exchange offer registration statettfier a new issue of substantially identical notéthin 315 calendar days of the date of
issuance of the notes. If the exchange offer negieh statement does not become effective withil Galendar days of the date of issuance of
the notes or the exchange offer is not consummaitdiih 45 days of the registration statement'saiffeness, the rate at which cash interest
accrues will increase to 8.125%. The aggregatemeeeds from the offering have been or will beduse general corporate purposes,
including funding or refinancing our investmentgétecommunication assets. Substantially concuséthtthe issuance of these notes, we
purchased $569 million face amount of our 7.20%sa@iue November 1, 2004 for $587 million, includimgrued interest of $13 million,
resulting in a loss of $5 million on the extinguisént of this debt.

In addition, concurrent with the issuantéhe 7.875% notes described above, we enteredriterest rate swap agreements relating to
$575 million of the notes, to manage exposure ter@st rate movements and to optimize our mixt@iftoating and fixed-rate debt while
minimizing liquidity risk. The effective floatinghierest rate on the swap agreements is the Lomderbank offered rate ("LIBOR") plus
3.43%. The interest rate swap agreements are désiyas fair-value hedges, which effectively cots/this portion of our fixed-rate debt to
floating rate through the receipt of fixed-rate amis in exchange for floating-rate interest payrmeWte have determined that there is no
ineffectiveness in regard to these swap agreeménésimpact on interest expense from these traiesacin the third quarter was minimal.

On May 1, 2004, we redeemed all of the $hillon outstanding principal on our 5.65% notesedNovember 1, 2004 and all of the
$41 million outstanding principal amount on ouryar 5.5% debentures due June 1, 2005 at par.

Note 5: Restructuring Charges

The restructuring reserve balances disclissw are included in our condensed consolidbédance sheets in the category of accrued
expenses and other current liabilities for the enrportion and other long-term liabilities for domg-term portion. As of September 30, 2004
and December 31, 2003, the amounts included asrduiabilities are $62 million and $58 million attte long-term portions are $10 million
and $14 million, respectively. Charges to earniiogseverance benefits have been recognized irrdacoe with provisions of SFAS No. 112,
"Employer's Accounting for Post Employment Benéfgad SFAS No. 88, "Employers' Accounting for Sattents and Curtailments of
Defined Benefit Pension Plans and for Terminatieméits", and consisted primarily of cash severamzical benefits, outplacement, pay
taxes and other benefits pursuant to establisheztaece policies. Costs to exit leased operatinijtfas have been charged to earnings in
accordance with SFAS No. 146, "Accounting for Cdstsociated with Exit or Disposal Activities."
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2004 Activities

An analysis of activity associated with tiew and existing restructuring plans as well & ear restructuring plans is as follows:

2004 2003 2002 and Prior

Restructuring Plan Restructuring Plan Restructuring Plan Totals

(Dollars in millions)

Balance December 31, 20C $ —  $ 51 $ 21 $ 72
Provision 61 — — 61
Utilization (21) (31) (4) (56)
Reversa — 2 (©)] (5)

Balance September 30, 20C $ 40 $ 18 $ 14 $ 72

During the nine months ended Septembe@04, we, as part of QCII's restructuring, ideatifspecific employee reductions in various
functional areas to balance our workload with bestndemands. As a result, we established a seeeraserve and recorded a charge to our
condensed consolidated statement of operation§lofillion for severance benefits pursuant to disthbd severance policies. Through
September 30, 2004, approximately 1,650 of theQB@nned employee reductions had been completaer&ce payments generally extend
from two to twelve months. The remaining reductians expected to occur over the next twelve mortheugh September 30, 2004, we
utilized $21 million of the 2004 restructuring reges for severance payments.

As of September 30, 2004, 1,500 of the @ f@&nned employee reductions under the 2003 atating plan had been completed. During
the nine months ended September 30, 2004, $3lomidli the restructuring reserve was used mainhgéwerance payments, and $2 million of
the reserve was reversed.

In prior periods, as a part of the 2002 gridr restructuring plans, we permanently abanddteleased facilities with lease terms up to
five years. We utilized $4 million of the previoysstablished restructuring provisions during timemmonths ended September 30, 2004
mainly for real estate payments and exit costscasal with terminated leases and reversed $3amibhf the restructuring reserve during the
same period. We expect the balance of the reserive utilized primarily to pay remaining lease payts.

Note 6: Contributions to QCIl Segments and Revenulnformation

Our operations are integrated into andparé of the segments of the QCII consolidated grdiye chief operating decision maker
("CODM") for QCII makes resource allocation decimand assessments of financial performance fazdhsolidated group based on wirel
wireless and other segmentation. For more infomnadbout QCII's reporting segments, see QCII's @ameyport on Form 10-K/A for the year
ended December 31, 2003. Our business contribotiae tsegments reported by QCII, but the QCIl CO@Mews our financial information
only in connection with our SEC filings. Consequgnive do not provide discrete financial informatifor QC to a CODM on a regular basis.
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Due to the May 1, 2004 transfer of our Weiss operations to one of our affiliates, we ngkminclude wireless revenue and expenses in
our continuing operations. Wireless revenue aneese are included in our discontinued operatioas.Nbote 2—Transfer of Qwest Wireless
Operations. Following the transfer of the wirelepsrations, essentially all of our operations dbnote to QCII's wireline services segment. As
such, we no longer report our contribution to QCskegments as this information does not differ redlg from our consolidated statements of
operations. However, we continue to provide th®faihg enterprise-wide information on revenues frexternal customers for each group of
similar products and services.

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003

(Dollars in millions)

Voice service $ 1,758 $ 1966 $ 539¢ $ 599/
Data and Internet servic 53C 52t 1,60¢ 1,601
Other service 1 5 8 15
Total nor-affiliate operating revenu $ 228 $ 249 $ 7,01 $ 7,61C

Voice services revenue includes local veervices, IntraLATA long-distance voice serviced access services. Local voice services
revenue includes revenue from basic local exchargéces, switching services, custom calling feegpuenhanced voice services, operator
services, collocation services and CPE. Local veaw®ices revenue also includes revenue from tbreigion of, on a wholesale basis, network
transport, billing services and access to our loetvork. IntraLATA long-distance voice servicesenue includes revenue from IntraLATA
long-distance services within our local serviceaarsccess services revenue includes fees chargati¢o long-distance providers to connect to
our network.

Data and Internet services revenue inclaidés services (such as traditional private lingdslesale private lines, frame relay, integrated
services digital network, asynchronous transfer enard related CPE) and Internet services (suctsas Idternet dial access and related Cli

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

Note 7: Commitments and Contingencies
Legal Proceedings Involving Qwe

Throughout this report, when we refer tess action as "putative" it is because a clasdben alleged, but not certified, in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent. When we refer to a derivatistion as "purported,” it is because the plairtiféges that he, she or it has brought the claim
on our behalf and the court has not yet ruledttiatomplaint meets the requirements for a propavative case.
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Securities Action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahib Robin R. Szeliga on behalf of purchasers ofl@&lock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thitihgg QCII and the individual
defendants issued false and misleading statemedtsregaged in improper accounting practices inramaccomplish QCII's June 30, 2000
acquisition of U S WEST, Inc., or the Merger, tokm&CIl appear successful and to inflate the valu@ClII's stock. The complaint asserts
claims under sections 11, 12, 15 and 17 of the i@m=uAct of 1933, as amended, or the Securities Ahe complaint seeks unspecified
monetary damages, disgorgement of illegal gainsodimer relief. On July 31, 2002, the defendantsonesd this state court action to federal
district court in Colorado and subsequently moweddnsolidate this action with the consolidatedusigies action identified below. Plaintiffs
moved to remand the lawsuit back to state courighiviiefendants opposed. On September 23, 2004ptheissued an order granting
plaintiffs' motion for remand.

Regulatory Matters

On February 14, 2002, the Minnesota Depamtrof Commerce filed a formal complaint againsivith the Minnesota Public Utilities
Commission, or the Minnesota Commission, allegirg tve, in contravention of federal and state failed to file interconnection agreements
with the Minnesota Commission relating to certdilmar wholesale customers, and thereby allegedigrathinated against other CLECs. On
November 1, 2002, the Minnesota Commission issugdtien order adopting in full a proposal by anmaistrative law judge that w
committed 26 individual violations of federal law failing to file, as required under section 252t Telecommunications Act, 26 distinct
provisions found in 12 separate agreements witlvithalal CLECs for regulated services in Minnesdthe order also found that we agreed to
provide and did provide to McLeodUSA, Inc. and Edoh Telecom, Inc. discounts on regulated wholesateices of up to 10% that were not
made available to other CLECSs, thereby unlawfuiscdminating against them. The order found we &istated state law, that the harm
caused by our conduct extended to both customers@npetitors, and that the damages to CLECs wamldunt to several million dollars for
Minnesota alone.

The Minnesota Commission issued its fimaltten decision imposing various penalties, creditd obligations on May 21, 2003. The
Minnesota Commission decision would require a ggrmayment to the state of approximately $26 milland payments of carrier credits of
approximately $18 million. Of the $18 million, alicdk8 million has been released by the carriersaimkbuptcy proceedings. On June 19, 2003,
we appealed the Minnesota Commission's ordersttJtiited States District Court for the DistrictMinnesota. On August 25, 2004, the
District Court issued its order. The Court affirnte@ Commission's order requiring Qwest to pay®@ million penalty. The Court reversed
and vacated that portion ruling on the creditsifigdhat the Commission did not have the authddtgrder such remedies. The Commission
and carriers have appealed the credit issue totiited States Court of Appeals for the Eighth Gircand Qwest has crosgpealed the pena
issue. The appeal is pending.
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Arizona, Colorado, New Mexico, Washingttawa, South Dakota and Oregon have also initiabech&l proceedings regarding our
alleged failure to file required agreements in thstates. New Mexico has issued an order provitsngterpretation of the standard for filing
these agreements, identified certain of our cotdras coming within that standard and opened aatpdocket to consider further proceedi
On April 29, 2004, the New Mexico Staff filed comnte recommending penalties totaling $5.05 millidew Mexico CLECs also have filed
testimony requesting carrier credits. Coloradodias opened an investigation into these mattedsparFebruary 27, 2004, the Staff of the
Colorado Public Utilities Commission, or PUC, sutied its Initial Comments. The Colorado Staff'dimliComments recommended that the
PUC open a show cause proceeding based upon tifie Gitaw that Qwest and CLECs had willfully andeantionally violated federal and state
law and Commission rules. The Staff also detaileahge of remedies available to the Commissionudicg but not limited to an assessment
of penalties and an obligation to extend credit€lit&Cs. On April 15, 2004, Qwest and the OfficeCainsumer Counsel for Colorado entered
into a settlement, subject to Commission apprdial, would require Qwest to pay $7.5 million in tidutions to state telecommunications
programs to resolve claims relating to potentialgiees in the docket and that offers CLECs cretthiég could total approximately $9 million.
On November 9, 2004, Qwest and the Staff of thehason Commission entered into a settlement undéch Qwest agreed to pay a penalty
of $7.8 million. This settlement, which is subjezapproval by the Washington Commission, doesemtire Qwest to provide any credits to
CLECs. The proceedings and investigations in Newibte Colorado and Washington could result in theasition of fines and other penal
against us that could be material. Oregon has abariermal docket to consider a stipulation betw@erest and the Oregon Staff for the
payment of a penalty of approximately $1 millioowh and South Dakota have concluded their inquigsslting in no imposition of penalties
or obligations to issue credits to CLECs in thasg¢es. Also, some telecommunications providers figee private actions based on facts
similar to those underlying these administrativeceedings. These private actions, together withsamitar, future actions, could result in
additional damages and awards that could be sigmifi

Illuminet, Inc., a traffic aggregator, aselveral of its customers have filed complaints wétulatory agencies in Idaho, Nebraska, lowa,
North Dakota and New Mexico, alleging that they anétled to refunds due to our purported imprdpgylementation of tariffs governir
certain signaling services we provide in thoseestathe commissions in Idaho and Nebraska have miiavor of llluminet and awarded it
$1.5 million and $4.8 million, respectively. We gt reconsideration in both states, which was deare subsequently we perfected appeals
in both states. On October 8, 2004, the Nebraskae®ue Court issued an order dismissing Qwest'sagpeprocedural grounds. Qwest has
filed for reconsideration of the Nebraska Supremar€decision. The proceedings in the other statelin states where Illluminet has not yet
filed complaints could result in agency decisioaguiring additional refunds. In addition, NextekHaed an arbitration requesting refunds due
to alleged improper implementation of the signakegvices. These actions by llluminet and Nextaether with any similar, future actions,
could result in additional damages and awardsdbald be significant.

In 2001, during the course of obtaining Ndexico state regulatory commission approval fom#arnative form of regulation that
included defined increases in local exchange telephiates, we made a commitment to invest in conmatians infrastructure in New Mexic
The New Mexico regulatory commission has openedcket to gather information and to investigate Wketve are in
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compliance with or are likely to meet that commitmaé he ultimate outcome of this matter is uncertait could result in obligations or price
changes that could be significant.

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

Other Matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgtithe practice of changing long-
distance carriers without the customer's cons&mgmming" (the practice of charging a consumermgmods or services that the consumer has
not authorized or ordered) and other sales practloe2003, we resolved allegations and complaihtdamming and cramming with the
Attorneys General for the states of Arizona, Cdalarddaho, Oregon, Utah and Washington. In eadhasfe states, we agreed to comply with
certain terms governing our sales practices ampdyoeach of the states between $200,000 and $3lif&mWVe may become subject to other
investigations or complaints in the future and angh complaints or investigations could resultiritfer legal action and the imposition of
fines, penalties or damage awards.

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

Legal Proceedings Involving QCI

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

Investigations and Securities Actions

The investigations and securities acticescdbed below present material and significalsrie QCII. The size, scope and nature of the
restatements of our and QCII's consolidated firerstatements for fiscal 2001 and 2000 affect igkesrpresented by these investigations and
actions, as these matters involve, among othegshiQCII's prior accounting practices and relatedldsures. Plaintiffs in certain of the
securities actions have alleged QCII's restatemieitems in support of their claims. We can giveassurance as to the impacts on our fina
results or financial condition that may ultimatedsult from all of these QCII matters; however, Q@s recently settled the investigation of it
by the SEC, as described in more detail in "NoteS8#sequent Events" below. In December 2003, Q€trded a charge in its consolidated
financial statements amounting to $200 million émeection with these matters, and, in June 2004| @Corded an additional charge of
$300 million. The total reserve as of June 2004uished a reserve for the SEC investigation that sedied in October 2004. QCII recently
recorded a further charge of $250 million, bringthg aggregate reserve to $750 million, which repmés the payment to be made to the SEC
(as discussed

F-15




in more detail in "Note 8—Subsequent Events" beland the minimum estimated amount of loss QClldwels is probable with respect to the
securities actions described below. The reservecisrded at QCII. No portion of the QCII reserve baen reflected in these financial
statements.

QCII has recorded its estimate of the mumimliability because no estimate of probable lasdtiese matters is a better estimate than any
other amount. If the $500 million in recorded resethat will remain after QCII has paid the amownsed under the SEC settlement is
insufficient to cover these other matters, QClllwéed to record additional charges to its statémfaperations in future periods.

Additionally, QCII is unable at this time to proeic reasonable estimate of the upper end of tlgerafloss associated with these remaining
matters due to their preliminary and complex natarel, as a result, the amount QCII has reserveithése matters is its estimate of the lowest
end of the possible range of loss. The ultimateaues of these matters are still uncertain ancktises significant possibility that the amount
of loss it may ultimately incur could be substalhfianore than the reserve it has provided.

At this time, QCII believes that it is patile that a portion of the recorded reserve fostrmurities actions will be recoverable from a
portion of $200 million of insurance proceeds, ésinsg of $143 million of cash and $57 million efévocable letters of credit, that were
placed in a trust to cover its losses and the foegendividual insureds following its November 2803 settlement of disputes with certain of
its insurance carriers related to, among otheg#hithe investigations and securities and derieaistions described below.

QCII continues to defend against the séiegractions vigorously. However, QCIl is currenilyable to provide any estimate as to the
timing of the resolution of these actions. Any leatient of or judgment in one or more of these astisubstantially in excess of QCII's recol
reserves could have a significant impact, and @&l give no assurance that it will have the ressiavailable to pay any such judgment. The
magnitude of any settlements or judgments resuftimy these actions could materially and adveraéiyct QCII's ability to meet its debt
service obligations and affect its financial coiwfit potentially impacting its credit ratings, #bility to access capital markets and its
compliance with debt covenants. In addition, thgnitade of any such settlements or judgments mage&CII to draw down significantly «
its cash balances, which might force it to obtaldiional financing or explore other methods togte cash. Such actions could include
issuing additional securities or asset sales. Whally-owned subsidiary of QCII, our business opierss and financial condition could be
similarly affected, potentially impacting our crethtings and access to capital markets.

Investigations

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCII believes the U.S. Attorney's Office is invgstiing various matters that include the transastiehated to the various adjustments and
restatements described in QCII's annual reportaymP.0-K/A for the year ended December 31, 2002teartbactions between QCII and
certain of its vendors and certain investmentfiéngecurities of those vendors by individuals aased with it. QCII is continuing in its efforts
to cooperate fully with the U.S. Attorney's Officeits investigation. However, QCII cannot predioé outcome of this investigation or the
timing of its resolution.
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Also, on June 17, 2004, in connection withinformal investigation, QCII received a letteorfi the SEC requesting certain information
concerning the methodologies used to calculateutsber of customers, subscribers and access @@H.believes that similar requests have
been made to various other companies in the telenoritations sector. QCII is cooperating with theC3E this matter. On July 23, 2004,
QCIl received from the FCC a letter stating th&t tbquest by the SEC has raised concerns aboattheacy of certain information
periodically submitted to the FCC by QCII. The FB8& requested that QCII review information it sutbedi to the FCC for 2003 and affirm
accuracy or file appropriate revisions of thesensigbions. QCII believes that similar requests ftbmFCC have also been made to other
telecommunications companies.

In addition, as the General Services Adstiation, or GSA, previously announced in July 2008 conducting a review of all contracts
with QCII for purposes of determining present rasploility. On September 12, 2003, QCII was inforntiegt the Inspector General of the G
had referred to the GSA Suspension/Debarment @ffibe question of whether QCII (including us atsdother subsidiaries) should be
considered for debarment. QCII has been informeatttie basis for the referral was the February 200i8tment against four former QCII
employees in connection with a transaction withAhigona School Facilities Board in June 2001 amivd complaint also filed in
February 2003 by the SEC against the same formplogees and others relating to the Arizona Schagllfies Board transaction and a
transaction with Genuity Inc. in 2000. QCII is ceoating fully with the GSA and believes that it ame will remain suppliers of the Federal
government; however, if it and we are not alloweté suppliers to the Federal government, it angvadd lose the ability to expand the
services we could provide to a purchaser of teleoanications services that has historically represskbetween 2% and 3% of QCII's
consolidated annual revenue.

Securities Actions

Since July 27, 2001, 13 putative clasactiomplaints have been filed in federal distraant in Colorado against QCII alleging violatit
of the federal securities laws. One of those chasdeen dismissed. By court order, the remairgtigres have been consolidated into a
consolidated securities action, which we referdoein as the "consolidated securities action.”

On August 21, 2002, plaintiffs in the colidated securities action filed their Fourth Condaled Amended Class Action Complaint, or
Fourth Consolidated Complaint, which defendants edaw dismiss. On January 13, 2004, the UniteceStatstrict Court for the District of
Colorado granted the defendants' motions to dismipart and denied them in part. In that ordeg,¢burt allowed plaintiffs to file a proposed
amended complaint seeking to remedy the pleadifectieaddressed in the court's dismissal ordef-&muary 6, 2004, plaintiffs filed a Fifth
Consolidated Amended Class Action Complaint, orRtilhn Consolidated Complaint. The Fifth ConsoleiComplaint is purportedly brought
on behalf of purchasers of publicly traded seasitf QCII between May 24, 1999 and July 28, 2@08, names as defendants QCII, QCIlI's
former Chairman and Chief Executive Officer, JosBpMNacchio, QCII's former Chief Financial OfficeRobin R. Szeliga and Robert S.
Woodruff, other of QCII's former officers and curtelirectors and Arthur Andersen LLP. The Fifth Golidated Complaint alleges, among
other things, that during the putative class per@@Il and certain of the individual defendants mathterially false statements regarding the
results of QCII's operations in violation of seatit0(b) of the Securities Exchange Act of 1934herExchange Act,
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certain of the individual defendants are liableastrol persons under section 20(a) of the Excha@weand certain of the individual
defendants sold some of their shares of QCII's comstock in violation of section 20A of the Exchanict. The Fifth Consolidated
Complaint further alleges that QCII and certaineottiefendants violated section 11 of the Securiigis by preparing and disseminating false
registration statements and prospectuses for gistration of QCII common stock to be issued to WEST shareholders in connection with
the Merger, and for the exchange of $3 billion @I} notes pursuant to a registration statemetgcddanuary 17, 2001, $3.25 billion of QC
notes pursuant to a registration statement datgdl2u 2001, and $3.75 billion of QCII's notes puast to a registration statement dated
October 30, 2001. Additionally, the Fifth Consotiglh Complaint alleges that certain of the individigfendants are liable as control persons
under section 15 of the Securities Act by reasamef stock ownership, management positions armd&mbership or representation on QCII's
Board of Directors. The Fifth Consolidated Complaeeks unspecified compensatory damages andreiredr However, counsel for plaintif
has indicated that the putative class will seekatges in the tens of billions of dollars. On Mar¢l2804, QCIl and other defendants filed
motions to dismiss the Fifth Consolidated Complaiititose motions are pending before the court.

Since March 2002, seven putative clas®aduits brought under the Employee Retirementrire8ecurity Act of 1974, as amended,
were filed in federal district court in Coloradorpartedly on behalf of all participants and beniefies of the Qwest Savings and Investment
Plan and predecessor plans, or the Plan, from M&ar&B99 until the present. These suits also putpaseek relief on behalf of the Plan. By
court order, these putative class actions have beesolidated and a Second Amended and Consoli€airtplaint was filed on May 29, 2003,
referred to as the "consolidated ERISA action".edghth case was filed in June 2003, which, althougtha putative class action, purports to
seek relief on behalf of the Plan. This case caostallegations similar to those in the consolid&8ISA action, and thus QCII expects it to be
consolidated with that action. Defendants in thesodidated ERISA action include QCII, several forraed current directors of QCII, certain
former officers of QCII, Qwest Asset Management,li3@lan Design Committee, the former Plan InvesthCommittee and the former Plan
Administrative Committee of the pre-Merger Qwest @) Savings Plan. The consolidated ERISA actidegals, among other things, that the
defendants breached fiduciary duties to the Platicgants and beneficiaries by allegedly allow@gessive concentration of the Plan's assets
in QCII's stock, requiring certain participantghre Plan to hold the matching contributions recgifrem QCII in the Qwest Shares Fund,
failing to disclose to the participants the allegedounting improprieties that are the subjechefdonsolidated securities action, failing to
investigate the prudence of investing in QCII'skia@ontinuing to offer QCII's stock as an investitngption under the Plan, failing to
investigate the effect of the Merger on Plan assetisthen failing to vote the Plan's shares ag#irsteventing Plan participants from acquit
QCIlI's stock during certain periods, and, as agaiosie of the individual defendants, capitalizimgtioeir private knowledge of QCII's financ
condition to reap profits in stock sales. Plaistgeek equitable and declaratory relief, along @aitbrneys' fees and costs and restitution. In
response to motions to dismiss the consolidatecsBRiction, the court dismissed claims regardingviiteng of shares in favor of the Merger,
and denied the remainder of those motions. Pl&ntibved for class certification. The court hasieeénhat motion but has instructed the
plaintiffs to file a modified motion for class c#itation. Plaintiffs have filed a new motion folass certification.
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On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedagainst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. The complailetgals, among other things, that defendants
engaged in a scheme to falsely inflate QCII's reeesnd decrease its expenses so that QCII woukbappore successful than it actually was
during the period in which CalSTRS purchased aidl @€l securities. CalSTRS has asserted that thosens caused it to lose in excess of
$150 million invested in QCII's equity and debtwéies. The complaint purported to state causesctibn against QCII for (i) violation of
California Corporations Code section 25400 et ésepurities laws); (ii) violation of California Qmorations Code section 17200 et seq. (unfair
competition); (iii) fraud, deceit and concealmartg (iv) breach of fiduciary duty. Among other reqted relief, CalSTRS sought
compensatory, special and punitive damages, réstifipre-judgment interest and costs. QCII andnlévzidual defendants filed a demurrer,
seeking dismissal of all claims. In response, CRIS Voluntarily dismissed the unfair competitionicldut maintained the balance of the
complaint. The court denied the demurrer as tahidornia securities law and fraud claims, butdiissed the breach of fiduciary duty claim
against QCII with leave to amend. The court alsmised the claims against Robert S. Woodruff aptiifRR. Szeliga on jurisdictional
grounds. On or about July 25, 2003, plaintiff fiedrirst Amended Complaint. The material allegatiand the relief sought remain largely the
same, but plaintiff no longer alleges claims agaihis Woodruff and Ms. Szeliga following the cosrtlismissal of the claims against them.
CalSTRS reasserted its claim against QCII for breddiduciary duty as a claim of aiding and abegtbreach of fiduciary duty. QCII filed a
second demurrer to that claim, and on Novembe2Q@3, the court dismissed that claim without letoamend.

On November 27, 2002, the State of NeweJefSreasury Department, Division of Investment)New Jersey, filed a lawsuit in New
Jersey Superior Court, Mercer County. On Octobe20®@3, New Jersey filed an amended complaint iaig@mong other things, that QCII,
certain of QCII's former officers and certain cutrdirectors and Arthur Andersen LLP caused QGlbgk to trade at artificially inflated pric
by employing improper accounting practices, andsbying false statements about QCII's businessnteas and profits. As a result, New
Jersey contends that it incurred hundreds of midliof dollars in losses. New Jersey's complainpqs to state causes of action against QCII
for: (i) fraud; (ii) negligent misrepresentatiomda(iii) civil conspiracy. Among other requestetiek New Jersey seeks from the defendants,
jointly and severally, compensatory, consequentiaidental and punitive damages. On November Q@32QCII filed a motion to dismis
That motion is pending before the court.

On January 10, 2003, the State UniversRieirement System of lllinois, or SURSI, filedaavsuit in the Circuit Court of Cook County,
lllinois. SURSI filed suit against QCII, certain QCII's former officers and certain current direstand several other defendants, including
Arthur Andersen LLP and several investment banksO®Btober 29, 2003, SURSI filed a second amendatptaint which alleges, among
other things, that defendants engaged in fraudaglemduct that caused it to lose in excess of $itl®Hn invested in QCII's common stock a
debt and equity securities and that defendantsgertham a scheme to falsely inflate QCII's reveramd decrease its expenses by improper
conduct related to transactions with the Arizonaddt Facilities Board, Genuity, Calpoint LLC, KMGEcom Holdings, Inc., KPNQwest
N.V., and Koninklijke KPN, N.V. The secor
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amended complaint purports to state the followiagses of action against QCII: (i) violation of tHmois Securities Act; (ii) common law
fraud; (iif) common law negligent misrepresentatiand (iv) violation of section 11 of the Secustigct. SURSI seeks, among other relief,
punitive and exemplary damages, costs, equitabéd,rimcluding an injunction to freeze or preveligposition of the defendants' assets, and
disgorgement. On July 9, 2004, the court dismissediction against certain individual defendantddok of personal jurisdiction. QCII has
indicated its intention to file a motion to dismibg second amended complaint. The court has naeeya@ schedule for the briefing and
resolution of such a motion.

On February 9, 2004, Stichting PensioensohBP, or SPA, filed suit against QCII, certain@Ell's former officers and employees,
certain of QCIllI's current and former directorsyeedl as several other defendants, including Arthodersen LLP, Citigroup Inc. and various
affiliated corporations of Citigroup Inc., in thenlted States District Court for the District of ©cddo. QCII and certain other defendants
moved to dismiss that complaint. On July 7, 200dilehose motions were pending, SPA filed an aredr@bmplaint. SPA alleges in its
amended complaint that the defendants engagedudditent conduct that caused SPA to lose more$h@@ million related to SPA's
investments in QCII's equity securities purchasetvben July 5, 2000 and March 11, 2002. The comipdieges, among other things, that
defendants created a false perception of QCll'smees and growth prospects. SPA alleges claimastg@Cll and other defendants for
violations of sections 18 and 10(b) of the Exchafigeand SEC Rule 10b-5, violations of the Color&zurities Act and common law fraud,
negligent misrepresentation, respondeat superiorcail conspiracy. The complaint also contends ttertain of the individual defendants are
liable as "control persons” because they had tieepto cause QCII to engage in the unlawful condilleged by plaintiffs in violation of
section 20(a) of the Exchange Act, and allegesratlaéms against defendants other than QCIl. SRkseamong other things, compensatory
and punitive damages, rescission or rescissioramades, pre-judgment interest, fees and costsnbefés have filed motions to dismiss the
amended complaint. These motions are pending.

On March 22, 2004, Shriners Hospital foil@en, or SHC, filed suit against QCII, certainitsf former employees, and certain
unidentified persons in the District Court for By and County of Denver. On April 16, 2004, dafants removed this case to the United
States District Court for the District of Colorado.July 2004, SHC filed an amended complaint i thnited States District Court for the
District of Colorado. The amended complaint allegesms against QCIl and the individual defenddrtsed upon Colorado state securities
laws, common law fraud, and negligent misrepredimmasimilar to the claims alleged in the init@mplaint, and adds new claims against all
defendants based upon sections 10(b), 18(a) ard @dthe Exchange Act. SHC alleges compensatameadas of $17 million. SHC seeks
compensatory and punitive damages, interest, eostattorneys' fees. Defendants have filed motiomsmiss the amended complaint. These
motions are pending.

On or about March 30, 2004, Teachers' Beint System of Louisiana, or TRSL, filed suit agaQClII, certain of its former employees,
and certain unidentified persons in the Districu@dor the City and County of Denver. On April 2804, defendants removed this case to the
United States District Court for the District of IG@ado. In July 2004, TRSL filed an amended conmlai the United States District Court for
the District of Colorado. The amended complairggdis claims against QCII and the individual defatslbased upon Colorado state securities
laws, common law
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fraud, and negligent misrepresentation, similahclaims alleged in the initial complaint, andishew claims against all defendants based
upon sections 10(b), 18(a) and 20(a) of the Exchaw. TRSL alleges compensatory damages of appiaiely $23 million. TRSL seeks
compensatory and punitive damages, interest, eostattorneys' fees. Defendants have filed motiomsmiss the amended complaint. These
motions are pending.

On September 22, 2004, a number of New Y3itk pension and retirement funds ("NYC Fundst§dia lawsuit against QCII, certain of
its former officers and employees, certain of itsrent and former directors, as well as severarodefendants, including Arthur Andersen
LLP, Citigroup, Inc., and various affiliated corptions of Citigroup, Inc., in the United Statestiies Court for the District of Colorado. The
NYC Funds allege in their complaint that the defamd engaged in fraudulent conduct that caused RYf@s to lose more than $300 milli
related to NYC Funds' investments in QCIl commartktand bonds purchased between May 1, 1999 apd®8uP002. The complaint alleges,
among other things, that defendants created a palseeption of QCII's revenues and growth prosp@&EYsC Funds allege claims against QCII
and other defendants for violations of, among othigrgs, sections 18 and 10(b) of the Exchangeafdt SEC Rule 10b-5, violations of the
Colorado Securities Act and common law fraud, gt misrepresentation, respondeat superior, aficconspiracy. The complaint also
contends that certain of the individual defendanésliable as "control persons” because they hagolver to cause QCII to engage in the
unlawful conduct alleged by plaintiffs in violatiari section 20(a) of the Exchange Act, and alleger claims against defendants other than
QCII. NYC Funds seek, among other things, compengand punitive damages, rescission or rescisgjatemages, pre-judgment interest,
fees and costs.

Other Matters

In January 2001, an amended purported eletisn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@t h duty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2BG0ntiffs further claim that the defendants mipted to avoid paying the dividend by
changing the record date from June 30, 2000 to Y000, a claim QCII denies. In September 2@i2l| filed a motion for summary
judgment on all claims. Plaintiffs filed a cr-motion for summary judgment on their breach of caettclaims only. On July 15, 2003, the c«
denied both summary judgment motions. Plaintiffsinas for breach of fiduciary duty and breach afittact remain pending. Additionally,
QCIl recently filed motions asking the court toean certain discrete issues of law affecting tttea. The case is now in the class
certification stage, which QCII is challenging. iRtéfs' motion for class certification and QClhsotions for rulings on certain discrete issue
law affecting the action are set for a hearing avéinber 30, 2004.

Several putative class actions relatinth&installation of fiber optic cable in certaights-of-way were filed in various courts against
QCIl on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, isiana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT€lass certification was denied in the Louisiareeceeding and, subsequently, sumn
judgment was granted in QCII's favor. A new Louisialass action complaint has been filed, and @Qihallenging class certification. Cle
certification was also denied in the Californiageeding, although plaintiffs have filed a motion feconsideration. Class certification
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was granted in the lllinois and Tennessee procgediilass certification has not been resolvedry#ie other proceedings. The complaints
challenge QCII's right to install its fiber optialde in railroad rights-of-way and, in Coloraddintbis and Texas, also challenge QCII's right to
install fiber optic cable in utility and pipelin@ghts-of-way. In Alabama, the complaint challengg@ll's right to install fiber optic cable in any
right-of-way, including public highways, but thiase has been dismissed. The complaints allegénaailroads, utilities and pipeline
companies own a limited property right-of-way ttat not include the right to permit QCII to inst@$ fiber optic cable on the plaintiffs’
property. The Indiana action purports to be on Bedia national class of landowners adjacent tlhaad rights-of-way over which QCIlI's
network passes. The California, Colorado, Geolgémsas, Louisiana, Mississippi, Missouri, North @ima, Oregon, South Carolina,
Tennessee and Texas actions purport to be on batealkflass of such landowners in those statepeotisely. The lllinois action purports to be
on behalf of landowners adjacent to railroad rigiftsvay over which QCII's network passes in llligpiowa, Kentucky, Michigan, Minnesota,
Nebraska, Ohio and Wisconsin. Plaintiffs in thabis action have filed a motion to expand the £kasa nationwide class. The complaints ¢
damages on theories of trespass and unjust ennithasewell as punitive damages. Together with sofiibe other telecommunication carrier
defendants, in September 2002, QCI! filed a progasttiement of all these matters (except thodminsiana) in the United States District
Court for the Northern District of lllinois. On Juk5, 2003, the court granted preliminary apprafahe settlement and entered an order
enjoining competing putative class action claimsept those in Louisiana. Accordingly, with the eption of the Louisiana actions, all other
right of way actions were stayed. The settlemedttas court's injunction were opposed by somenbtall, of the plaintiffs' counsel and are
on appeal before the Seventh Circuit Court of Apgpean October 19, 2004, a panel of judges on the®h Circuit vacated the lower court's
approval of the nationwide settlement class andaWwer court's injunction against competing putatilass actions. On November 2, 2004,
QCII and the other defendants filed a petitionrBronsideration by both the appellate panel thatenthe decision and by all of the judges on
the Seventh Circuit.

On January 20, 2004, we filed a complairthie District Court for the City and County of ven against KMC Telecom LLC and several
of its related parent or subsidiary companies éotively, "KMC"). We are seeking a declaration thageries of amended contracts and related
consent agreements we executed with KMC and ittelenare not effective and to recoup other damageésttorneys' fees and costs. These
contracts and related consent agreements woulgatblus to pay a net incremental amount of apprabéiy $110 million if determined to be
effective. KMC subsequently asserted countercldonsleclaratory judgment and anticipatory breachaftract. We then filed an amended
complaint on August 16, 2004, in order to amendexmhnd our claims and name additional defendafs.on August 16, 2004, one of these
additional defendants, General Electric Capitalpdeaation ("GECC"), filed a complaint in interventicseeking to assert claims for declaratory
judgment and anticipatory breach of contract agaiasGECC and KMC seek a declaration that thevagiecontracts are in effect, and cle
unspecified damages for anticipatory breach otth@racts/consent agreements and their attornegs'dnd costs.

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court alleging that ttefendants violated state and federal secur#igs bnd breached their fiduciary duty in
connection with an investment by the plaintiff gcarities of KPNQwest. QCIl is a defendant in faiwsuit along with
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Qwest B.V., Joseph Nacchio and John McMaster,dhadr President and Chief Executive Officer of KRME3t. The plaintiff trust claims to
have lost $10 million in its investment in KPNQwe&sh March 19, 2004, plaintiffs filed a second adeshcomplaint asserting violations of
securities laws and other claims. Defendants' metio dismiss the second amended complaint weliedien

On October 4, 2002, a putative class acatias filed in the federal district court for theuBiwern District of New York against Willem
Ackermans, the former Executive Vice President @haf Financial Officer of KPNQwest, in which QGifas a major shareholder. The
complaint alleges, on behalf of certain purchasétsPNQwest securities, that Ackermans engagedfiawulent scheme and deceptive co
of business in order to inflate KPNQwest revenug seturities. Ackermans was the only defendant dam#he original complaint. On
January 9, 2004, plaintiffs filed an amended compladding as defendants QCII, certain of QClltsrfer executives who were also on the
supervisory board of KPNQwest, and others. Pldinsiéek compensatory damages and/or rescissigupaspaiate against defendants, as well
as an award of plaintiffs’' fees and costs. Aftdeddants moved to dismiss the first amended complalaintiffs filed a second amended
complaint in October 2004.

On June 25, 2004, J.C. van Apeldoorn afd Eeijer, in their capacity as trustees in the @ubankruptcy proceeding for KPNQwest,
filed a complaint in the United States District @dfor the District of New Jersey alleging violat®of the Racketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCII is a defenthathtis lawsuit along with Joseph
Nacchio, Robert S. Woodruff and John McMaster ftmer President and Chief Executive Officer of KP\Mest. Plaintiffs seek compensat
and punitive damages, as well as an award of [ffairfees and costs. On October 4, 2004, defersdaolved to stay the lawsuit and to compel
arbitration of all claims.

The IRS has proposed a tax adjustmengfoyéars 1994 through 1996. The principal issuelires QCII's allocation of costs between
long-term contracts with customers for the installatddiconduit or fiber optic cable and additional caitar fiber optic cable retained by QC
The IRS disputes QCII's allocation of the costsvieen QCII and third parties for whom it was builgisimilar network assets during the same
time period. Similar claims have been assertednag&Cll with respect to 1997 and 1998, and itdsgible that claims could be made against
QCII for other periods. QCII is contesting thesails and does not believe the IRS will be succésstien if they are, QCII believes that any
significant tax obligations will be partially offsas a result of available net operating losses@agharing arrangements. Additionally, the IRS
has issued a Notice of Proposed Adjustment of pemathe amount of $37 million related to QCllststrategy, Contested Liability
Acceleration Strategy ("CLAS"). In the second gaadf 2004, QCII recorded income tax expense ob%hBlion primarily related to a change
in the expected timing of deductions related to SLACII is contesting this claim and is seekingtaiment of this penalty and interest. The
ultimate outcomes of all these matters are unceend we can give no assurance as to whether amsadresult will have a material effect on
our financial results.
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Note 8: Subsequent Events
Settlement with the Securities and Exchange Comiiuiss

On October 21, 2004, QCII entered intotdesment with the SEC, concluding a formal investign concerning its accounting and
disclosures, among other subjects, that began it 2Q02. In connection with this settlement, tHeCSfiled a complaint against QCII in fede
district court in Denver, Colorado. The complailt@es violations of several provisions of the fedsecurities laws, including the anti-fraud
provisions, relating principally to QCII's finanti@porting and disclosures. QCII agreed, withalméting or denying the allegations of the
complaint, to consent to the entry of a final judgrn The final judgment, which was entered by tharton November 4, 2004, among other
things, enjoins QCII from future violations of cart provisions of the securities laws and requ@®€3| to pay a civil money penalty of
$250 million in two installments of $125 million&a(the first of which must be paid within 20 biess days of the entry of the judgment and
the second must be paid by December 31, 2005) Hlus nominal disgorgement. The reserve discuasi#tbte 7—Commitments and
Contingencies" in Item 1 of this report includes $250 million civil money penalty to be paid t@ tSEC pursuant to the settlement. The
payments for the settlement will be applied tortserve when paid.

The final judgment also requires QCII toimt@in a Chief Compliance Officer with specifiedtids and to continue to cooperate with the
SEC's ongoing investigation of individuals. At tirae of the settlement, the SEC announced thagittiee penalty amount would be distribu
to investors pursuant to the Fair Fund provisiothefSarbanes-Oxley Act. QCII anticipates that ¢giésribution will occur under the
supervision of the federal district court pursu@ang plan of distribution to be proposed by the $IB@ approved by the court.

Debtrelated Matters

As described in Note 4—Borrowings, in Augasd September 2004, we purchased $569 millioa &acount of our 7.20% notes due
November 1, 2004 for $587 million. On November @02, we repaid the remaining $181 million principaiount due under these nof

Note 9: Quarterly Financial Data

Quarterly Financial Data

Second Third
First Quarter Quarter Quarter
2004
Total operating revent $ 2617 $ 256 $  2,56(
Operating incom 624 487 587
Income before cumulative effect of change in actiogrprinciple 25¢ 19¢ 274
Net income 25¢ 19¢ 274
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying cons@itbtlance sheets of Qwest Corporation and sulisilia wholly owned subsidiary of
Qwest Communications International Inc., as of Dalwer 31, 2003 and 2002, and the related consotidattements of operations,
stockholder's equity, and cash flows for each efythars in the three-year period ended Decembe&(BB. These consolidated financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these consolidated financial
statements based on our audits.

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

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of Qv
Corporation and subsidiaries as of December 313 20@ 2002, and the results of their operationstlagid cash flows for each of the years in
the three-year period ended December 31, 2003yrifoomity with U.S. generally accepted accountinggiples.

As discussed in note 2 to the accompangamgolidated financial statements, effective JantaR003, the Company adopted Statement
of Financial Accounting Standards No. 1A8counting for Asset Retirement Obligatiodso, as discussed in note 2, effective January 1
2002, the Company adopted Statement of Financiebéating Standards No. 14@podwill and Other Intangible Assetand Statement of
Financial Accounting Standards No. 14¢€counting for the Impairment or Disposal of Lonigdd Assetsand effective January 1, 2001, the
Company adopted Statement of Financial Accounttag@rds No. 133ccounting for Derivative Instruments and Hedgirdiwties.

/sl KPMG LLP

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

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Operating revenu $ 10,027 $ 10,81: $ 11,48
Operating reveni—affiliates 784 56¢ 522
Total operating revent 10,81! 11,37¢ 12,00
Operating expense
Cost of sales (exclusive of depreciation and amatitin) 2,23( 2,057 2,33t
Cost of sale—affiliates 42( 35¢ 32¢
Selling, general and administrati 1,72 1,944 1,88
Selling, general and administrat—affiliates 1,31« 1,22¢ 93€
Depreciatior 2,412 2,541 2,772
Intangible assets amortizati 33¢ 287 174
Asset impairment charg: — — 32
Restructuring and other char—net 57 45 20€
Mergel-related (credits) charg—net — (30 93
Total operating expens: 8,49¢ 8,42¢ 8,76¢
Operating incom 2,312 2,95( 3,24(
Other expense (income
Interest expen—net 572 541 465
Gain on sale of rural exchanges and other fixedta — — (51)
Other incom—net (29 (26) (7)
Total other expen—net 554 51t 407
Income from continuing operations before incomeetaand cumulative effec
of change in accounting princig 1,75¢ 2,43¢ 2,83¢
Income tax expens (675) (933) (1,06%)
Income from continuing operations before cumulaéffect of change in
accounting principle 1,08: 1,50z 1,76¢
Discontinued operation
Loss from discontinued operations, net of taxe$1&9, $444 and $27 (252 (697) (361)
Income before cumulative effect of change in actiagrprinciple 831 80% 1,407
Cumulative effect of change in accounting principlet of taxes of $139, §
and $0, respectivel 21¢ — —
Net income $ 1,05C $ 80t $ 1,407

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

CONSOLIDATED BALANCE SHEETS

December 31,

2003

2002

(Dollars in millions)

ASSETS
Current assett
Cash and cash equivalel $ 921 $ 227
Accounts receivab—net 1,32¢ 1,50¢
Accounts receivab—affiliates 12¢ 232
Deferred income taxe 154 122
Prepaid and other ass: 313 301
Prepaid income tax—QSC — 25k
Assets associated with discontinued operat 357 50t
Total current asse 3,19¢ 3,15(
Property, plant and equipm~—net 16,42( 17,03¢
Intangible asse—net 97¢ 1,10¢
Other asset 1,345 1,38(
Total asset $ 21937 $ 22,66¢
I |
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Current borrowing: $ 881 $ 1,24¢
Accounts payabl 55k 54z
Accounts payab—affiliates 437 417
Dividends payab—QSC 19¢ 774
Accrued expenses and other current liabili 95¢€ 91¢
Income taxes payat—QSC 154 —
Deferred revenue and advance billit 54¢ 601
Liabilities associated with discontinued operati 2,13¢ 1,93¢
Total current liabilities 5,86¢ 6,43:
Long-term borrowings (net of unamortized debt discodr#ib7 and $142, respectivel 6,87¢ 6,01¢
Pos-retirement and other p-employment benefit obligatior 2,77¢ 2,60(
Deferred income taxe 2,661 2,25;
Deferred revenu 37€ 482
Other lon¢-term liabilities 31z 38¢
Total liabilities 18,86( 18,17:
Commitments and contingencies (Notes 16 anc
Stockholder's equity
Common stoc—one share without par value, owned by G 8,23¢ 8,40(
Note receivabl—affiliate (28¢) (28¢)
Accumulated defici (4,877 (3,617%)
Total stockholder's equit 3,071 4,49
Total liabilities and stockholder's equ $ 21937 $ 22,66¢
L] L]

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

OPERATING ACTIVITIES

Net income $ 1,05C $ 80t $ 1,407
Adjustments to net incom
Loss from discontinued operations, net of taxe$1&9, $444 and $22 252 697 361
Depreciation and intangible assets amortiza 2,751 2,82¢ 2,94¢
Gain on sale of asse — — (57)
Provision for bad deb 12t 26C 19¢
Deferred income taxe 23¢ 27C 62C
Asset impairment chargt — — 32
Cumulative effect of change in accounting princ—net (219 — —
Income tax benefit distributed to Q¢ (173 (110 —
Other nor-cash item: 23 (29 8
Changes in operating assets and liabilit
Accounts receivabl 60 14 (270
Accounts receivab—affiliates 10€ 24 (59
Prepaids and other current as: 5 53 16
Prepaid income tax—QSC 25k (36) (219
Accounts payable, accrued expenses and other tligkilities 73 (329 (859
Accounts and income taxes pay«—affiliates 273 217 35
Deferred revenue and advanced bill (159) (102) 7
Other nor-current assets and liabiliti 162 23 (28)
Cash provided by operating activiti 4,82¢ 4,562 4,14¢
INVESTING ACTIVITIES
Expenditures for property, plant and equiprr (1,63%) (1,74¢) (4,24¢)
Capital contribution to Qwest Wirele — (800) —
Proceeds from sale of property and equipn — 28 94
Other (32 — 11
Cash used for investing activiti (1,667) (2,519 (4,140

FINANCING ACTIVITIES
Repayments of current portion of lc-term borrowings (1,27)) (46°%) (391)

Net (repayments of) proceeds from s-term borrowings (1,019 1,192
Net repayments of sh-term borrowing—affiliates — — (767)
Proceeds from lor-term borrowings 1,72¢ 1,47¢ —
Dividends paid to QSt¢ (2,880 (1,91%) —
Debt issuance cos (36) (34) —

Cash (used for) provided by financing activit (2,45¢) (1,959 34

CASH AND CASH EQUIVALENTS

Increase (Decrease) in ce 69¢ a0 41
Net cash (utilized) generated by discontinued dpmra 5) 6 (9)
Beginning balanc 227 131 99
Ending balanci $ 921 $ 227 $ 131

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

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

Balance, December 31, 20C
Net income
Dividends declared on common stc
Stocl-based compensatic
Other net asset transfe

Balance, December 31, 2001
Net income
Dividends declared on common stc
Stock-based compensatic
Tax benefit on stock compensati
Income tax benefit distributed to Q¢
Other net asset transfe

Balance, December 31, 2002
Net income
Dividends declared on common stc
Stocl-based compensatic
Income tax benefit distributed to Q¢
Other net asset transfe

Balance, December 31, 2003

Common Stock

Note Receivable-

Affiliate (note 11) Deficit)

(Accumulated

Total

(Dollars in millions)

$ 8,48. $ (286) $ (3617) $ 4,581
_ — 1,407 1,407

— — (1,407) (1,407)

6 — — 6

(8) — — (8)

8,48: (286) (3,617) 4,57¢

— — 80E 80E

— — (805) (805)

2 — — 2

16 — — 16

(110) — — (110)

10 — — 10

8,40( (286) (3,617) 4,497

— — 1,05( 1,05(

— — (2,306) (2,306)

1 — — 1

(179 — — (179

8 — — 8

$ 8,23¢ $ (286) $ (4879 $ 3,07

The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31, 2003, 2002 and 200

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

Note 1: Business and Background
Description of busines

We are wholly owned by Qwest Services Caapon ("QSC"), which is wholly owned by QCII. Weqgvide local telecommunications a
related services, IntraLATA long-distance serviaad data and video services within our local seraiea, which consists of the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdiontana, Nebraska, New Mexico, North Dakota, ©regouth Dakota, Utah,
Washington and Wyoming. Our operations are includetie consolidated operations of our ultimateepgrQCII and generally account for
majority of QCII's consolidated revenue. Our telacounications products and services are providezltiir our traditional telephone network
located within our local service area. In additiorour operations, QCIl maintains a wireless bussreomprised of the wireless operations we
transferred to an affiliate in May 2004) and a oadil fiber optic network. Through its fiber optietavork, QCII provides the following wireline
products and services that we do not provide:

. InterLATA long-distance services;
. Dedicated Internet acce:

. Virtual private network

. Internet dial access;

. Web hosting; and

. Professional service

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

On June 30, 2000, QCII completed its adgtjoisof U S WEST, Inc. ("U S WEST") (the "Merger'y)y S WEST (our pre-Merger parent)
was deemed the accounting acquirer and its hisidiitancial statements, including those of its lhowned subsidiaries, have been carried
forward as the predecessor of the combined compareyMerger has been accounted for as a reversigsamn under the purchase method of
accounting with U S WEST being deemed the accograaguirer and QCII (prior to the Merger, "pre-Mer@Cll") the acquired entity.

Until May 1, 2004, we provided wireless\dees through our wholly owned subsidiary, QwestéMiss LLC ("Qwest Wireless"). On
May 1, 2004, we transferred ownership of Qwest Wagto an affiliate. As a consequence, we no lohgee wireless operations, and the
results and financial position of Qwest Wireless iacluded in discontinued operations in our codstéd financial statements. Please see
Note +—Transfer of Qwest Wireless Operations for addaildnformation on discontinued operations.
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Note 2: Summary of Significant Accounting Policies

Basis of presentation. The accompanying consolidated financial statemmclude our accounts and the accounts of dusidiaries
over which we exercise control. All intercompanyamts and transactions with our consolidated sidrsé$ have been eliminated.

We record intercompany charges at the amsduitled to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distited cost, as more fully described in Note 1efated Party Transactions. Regulators periodi
review our compliance with regulations. Adjustmeiatintercompany charges that result from thesevevare recorded in the period they
become known. We purchase services, such as maglaid advertising, information technology, prodard technical services as well as
general support services from affiliates. We prewiol our affiliates telephony, data services ameioservices.

Use of estimates. Our consolidated financial statements are pezbi accordance with accounting principles gdheazcepted in the
United States of America ("GAAP"). These accounfmnigciples require us to make certain estimatedginents and assumptions. We believe
that the estimates, judgments and assumptions mla€le accounting for items and matters such as teng-contracts, customer retention
patterns, allowance for bad debts, depreciatiomrpation, asset valuations, internal labor cdjgiédion rates, recoverability of assets,
impairment assessments, employee benefits, teessrves and other provisions and contingencieseasdnable, based on information
available at the time they are made. These 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 pendirgplitbn and, if a loss is considered probable aadaithount can be reasonably estimated, we
recognize an expense for the estimated loss. Aotsalts could differ from these estimates. SeeeN6t—Commitments and Contingencies.

Reclassifications. Certain prior year balances have been recladgid conform to our current year presentation.

Revenue recognition. Revenue for services is recognized when tleaelservices are provided. Payments receivedviarnag are
deferred until the service is provided. Up-frorgdeeceived, primarily activation fees and instatacharges, as well as the associated
customer acquisition costs, are deferred and rézedover the expected customer relationship psriatiich range from one to 10 years. The
amount of customer acquisition costs which is defers less than or equal to the amount of up-ffees deferred. Costs in excess of up-front
fees are recorded as an expense in the period@wcluExpected customer relationship periods aimatdd using historical data of actual
customer retention patterns. Termination fees loerotees on existing contracts that are negoti@tednjunction with new contracts are
deferred and recognized over the new contract term.

Revenues related to equipment sales aoginéed upon acceptance by the customer, and whinre @onditions for revenue recognition
have been satisfied. Customer arrangements tHatimboth equipment and services are evaluatedteymine whether the elements are
separable based on objective evidence. If the eltsage separable and separate earnings processtesotal consideration is allocated to e
element based on the relative fair values of tipausge elements and the revenue associated withedarment is recognized as earned. If
separate earnings processes
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do not exist, total consideration is deferred agmbgnized ratably over the longer of the contrdgiedaod or the expected customer relation:
period.

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

Legal costs. In our normal course of business, we incurctashire and retain external legal counsel to seluis on regulatory and
litigation matters. We expense these costs as sermfices are received.

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

The provision for income taxes consistamfimount for taxes currently payable and an amouitdx consequences deferred to future
periods. Deferred income tax assets and liabildiesrecognized for the future tax consequencebutible to the differences between the
financial statement and tax basis of assets ahilifies using enacted tax rates expected to agptire year in which the differences are
expected to affect taxable income. The effect derded income tax assets and liabilities of a cleangax rate is recognized in operations in
the period that includes the enactment date ofdteechange. Deferred tax assets are revieweddoniee if they are more likely than not to
realized and, if not, then valuation allowancesestablished to reduce deferred income tax asséhe tamounts expected to be recovered.

We use the deferral method of accountimgrfeestment tax credits earned prior to the repéalich credits in 1986. We also defer certain
transitional investment tax credits earned afterrdpeal, as well as investment tax credits eamedrtain states. Investment tax credits are
included in other long-term liabilities on our colidated balance sheets. We amortize these creditsthe estimated service lives of the
related assets as a decrease to our income tarsxpeour consolidated statements of operations.

Cash and cash equivalentsWe utilize the cash management services of Q@UII manages our cash in accordance with its cash
investment policy, which restricts investmentsnswae preservation of principal and maintenandgofdity. Although cash and cash
equivalents balances are generally unsecured,adantes are maintained with financial institutitimst QCIl and we believe are creditworthy.
We consider cash on hand, deposits in banks amdtiments purchased with original maturities oféhrenths or less to be cash and cash
equivalents. Our cash investment policy limits ¢bacentration of investments with specific finahastitutions or among certain products i
includes criteria related to credit worthiness iy @articular financial institution.
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Allowance for doubtful accounts.The allowance for doubtful accounts receivabfiects our best estimate of probable losses étién
our receivable portfolio determined on the basikisforical experience, specific allowances forkndroubled accounts and other currently
available evidence.

Property, plant and equipment.Property, plant and equipment is carried at and, effective January 1, 2003, with our adoptibn
Statement of Financial Accounting Standards ("SHA®Y. 143, "Accounting for Asset Retirement Obligas" ("SFAS No. 143"), is adjusted
for legal retirement obligations. Property, plantd@&quipment is depreciated using the straightdmeip method. Under the straight-line group
method, assets dedicated to providing regulateddehmunications services (which comprise the mgjofiour property, plant and equipme
that have similar physical characteristics, useexmected useful lives are categorized in the gequired on the basis of equal life groups of
similar assets for purposes of depreciation araking. Generally, under the straighte group method, when an asset is sold or rettrezlcos
is deducted from property, plant and equipmentaradtged to accumulated depreciation without red@gnof a gain or loss. A gain or loss is
recognized in our consolidated statements of ojpgrabnly if a disposal is abnormal; unusual; whesale involves land; assets associated
the sale of customer contracts; or assets consttustacquired for sale. Leasehold improvementsmayartized over the shorter of the useful
lives of the assets or the lease term. Expendiforamaintenance and repairs are expensed as @ttunterest is capitalized during the
construction phase of network and other internalagapital projects. Employee-related costs direetlgted to construction of internal use
assets are also capitalized during the construpti@se. Property, plant and equipment suppliesinsechally are carried at average cost,
except for significant individual items for whicbst is based on specific identification.

Impairment of long-lived assets.We review long-lived assets and other intarggésisets with long lives for impairment whenevetsa
and circumstances indicate that the carrying ansooithe assets may not be recoverable. An impairtoss is recognized only if the carrying
amount of the asset is not recoverable and exdtefisr value. Recoverability of assets to be raid used is measured by comparing the
carrying amount of an asset to the estimated uadiged future net cash flows expected to be gesettay the asset. If the asset's carrying
value is not recoverable, an impairment chargedsgnized for the amount by which the carrying anba@f the asset exceeds its fair value.
determine fair values by reference to replacemesit @r discounted cash flows, as appropriate.

Prior to the adoption of SFAS No. 142, "@adl and Other Intangible Assets" ("SFAS No. 142ihd SFAS No. 144, "Accounting for
Impairment or Disposal of Long-Lived Assets” ("SFAS. 144") on January 1, 2002, we reviewed our {lived assets, such as intangible
assets and property, plant and equipment for inmgait in accordance with SFAS No. 121, "Accountiogthe Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed'&FAS No. 121"). Under SFAS No. 121, we reviewed long-lived assets for
impairment whenever events or changes in circurnstamdicated that the carrying amount of an asggt not be recoverable. We evaluated
the recoverability of our long-lived assets basedstimated undiscounted future cash flows andigeavfor impairment when such
undiscounted cash flows were insufficient to reecdlie carrying amount of the long-lived asset.

Software capitalization. Internally used software, whether purchasedeseloped, is capitalized and amortized using titzeght-line
method over an estimated useful life of 18 monthive years.
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In accordance with American Institute of Certifiedblic Accountants Statement of Position 98-1, '#etting for the Costs of Computer
Software Developed or Obtained for Internal Useg"aapitalize certain costs associated with intéyrdveloped software such as costs of
employees devoting time to the projects and extelinact costs for materials and services. Costs@ated with internally developed software
to be used internally are expensed until the patimthich the project has reached the developmagesSubsequent additions, modifications or
upgrades to internal-use software are capitalizey to the extent that they allow the software éofprm a task it previously did not perform.
Software maintenance and training costs are exgdandee period in which they are incurred. Theitsdization of software requires judgment
in determining when a project has reached the dpweént stage and the period over which we expdattefit from the use of that software.
Capitalized software development costs are includédtangible assets in our consolidated balaheets.

Intangible assets. Intangible assets, such as capitalized softveaeerecorded at cost.

Intangible assets with finite lives are atized on a straight-line basis over that life. Whthere are no legal, regulatory, contractual or
other factors that would reasonably limit the uséfe of an intangible asset, we classify the ilgible asset as indefinite lived and as such-
intangible assets are not amortized. Prior to topton of SFAS No. 142 these intangible assetgwerortized on a straight-line basis over
their estimated useful lives.

Impairment of indefinite-lived intangiblesets. Intangible assets with indefinite lives areiegwed for impairment annually or whenever
an event occurs or circumstances change that woaté likely than not reduce fair value below cangyvalue. These assets are carried at
historical cost if their estimated fair value iggter than their carrying amounts. However, ifrtiestimated fair value is less than the carrying
amount, indefinite-lived intangible assets are pedlito their estimated fair value through an impaint charge to our consolidated statements
of operations.

Restructuring and Merger-related chargesPeriodically QCII commits to exit certain busas activities, eliminate administrative and
network locations, and/or reduce our number of eyges. At the time a restructuring plan is apprdwe@CIl, we record a charge to the
consolidated statement of operations for our eséthaosts associated with the plan. Charges a$sdaiath these exit or restructuring plans
incorporate various estimates, including severaosts, sublease income and costs, disposal cestghlof time on the market for abandoned
rented locations and contractual termination co&s.also record a charge when we permanently aesesef a leased location. Estimates of
charges associated with the abandoned operatiasgdesome of which entail long-term lease obligati@re based on existing market
conditions and net amounts that we estimate wepaillin the future. In accordance with SFAS No.I'#@counting for Costs Associated with
Exit or Disposal Activities" ("SFAS No. 146"), cliges associated with abandoned operating leasesleecim 2003 were measured using the
present value of the estimated net amounts wepailland charges recorded in 2002 and 2001 wereumsgbsn an undiscounted basis. We
utilize real estate brokers to assist in assessggcet conditions and net amounts that we expegayo

Fair value of financial instruments. Our financial instruments consist of cash amshcequivalents, accounts receivable, accountsfe
and borrowings. The carrying values of cash antl egsiivalents, accounts receivable, accounts payatd short-term borrowings
approximate their fair values because
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of their short-term nature. Our borrowings hadiavalue of approximately $8.2 billion and $6.5libih at December 31, 2003 and 2002,
respectively. The fair values of our borrowings lbased on quoted market prices where availabié ot available, based on discounted fu
cash flows using current market interest rates.

Stock based compensationSome of our employees participate in QClI'slstoption plans. These plans are accounted fogubie
intrinsic-value method allowed under Accountingneiples Board Opinion No. 25 "Accounting for Stdekued to Employees” ("APB
No. 25"), under which no compensation expensecsgeized for our options granted to employees vtherexercise price of those optic
equals or exceeds the value of the underlying ggaum the measurement date. Any excess of th& §tace on the 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 Financial Accogriitandards Board ("FASB") Interpretation ("FIN"pN28, "Accounting for Stock
Appreciation Rights and Other Variable Stock OptiorAward Plans” ("FIN No. 28"). QCII allocatesus, through a contribution, our share of
the deferred compensation expense described Heased on options granted.

Had compensation cost for our employeeatigiaation in the QCII stock-based compensatiaanplbeen determined under the fair-value
method in accordance with the provisions of SFAS N8B, "Accounting for Stock-Based Compensationy' et income would have been
changed to the pro forma amounts indicated below:

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Net income:
As reportec $ 1,05C $ 80t $ 1,407
Add: Stocl-based employee compensation expense included inawehe, net of related te
effects 1 1 4
Deduct: Total stock-based employee compensatioaresgpdetermined under the fair-valu
based method for all awards, net of related tasces (28) (44) (898)
Pro forma $ 1,02: $ 76z $ 1,32:

The pro forma amounts reflected above nwybe representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thlesis is not known and the assumptions usedtéordime the fair value can vary
significantly. Following are
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the weighted-average assumptions used with thekBBatioles option-pricing model to estimate the Yailue of all QCII options granted to our
employees in 2003, 2002 and 2001:

Years Ended December 31

2003 2002 2001
Risk-free interest rat 2.1% 4.1% 4.1%
Expected dividend yiel 0.C% 0.C% 0.2%
Expected option life (year: 4.4 4.4 4.4
Expected stock price volatilit 88.(% 57.6% 41.%%
Weighte-average grant date fair val $ 237 $ 2.2t $ 9.4C

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

Recently Adopted Accounting Pronouncements and Cuative Effects of Adoptior

FIN No. 45, "Guarantor's Accounting anddlisure Requirements for Guarantees, IncludingéatliGuarantees of Indebtedness of
Others" ("FIN No. 45") was issued in November 20D2e interpretation provides guidance on the guaranaccounting for and disclosure of
guarantees, including indirect guarantees of iretliess of others. We adopted the disclosure reqgeires of FIN No. 45 as of December 31,
2002. The accounting guidelines are applicableettath guarantees, excluding affiliate guarantsssied or modified after December 31, 2(
and required that we record a liability for ther fealue of such guarantees on our consolidatechbalaheet. The adoption of this interpretation
had no material effect on our consolidated finarst@ements.

On January 1, 2003, we adopted SFAS No. THi3 statement addresses financial accountingepatting for obligations associated w
the retirement of tangible long-lived assets amdabsociated asset retirement costs, generallyedfo as asset retirement obligations. SFAS
No. 143 requires entities to record the fair vadfia legal liability for an asset retirement obtiga. If a reasonable estimate of fair value cal
made, the fair value of the liability will be reauged in the period it is incurred, or if not, metperiod a reasonable estimate of fair value e
made. This cost is initially capitalized and themoatized over the estimated remaining useful lif¢he asset. We have determined that we
legal asset retirement obligations associated thiglremoval of a limited group of long-lived assmtsl recorded a cumulative effect of a
change in accounting principle charge upon adomifd®FAS No. 143 of $7 million (an asset retiremeloligation of $12 million net of an
incremental adjustment to the historical cost efdinderlying assets of $5 million) in 2003. Sedherr disclosure regarding SFAS No. 143 in
Note 4—Property, Plant and Equipment.

Prior to the adoption of SFAS No. 143, weluded in our group depreciation rates estimastdemoval costs (removal costs less
salvage). These costs have historically been teficio the calculation of depreciation expense,thrdefore, recognized in accumulated
depreciation. When the assets were actually retinrebremoval costs were expended, the net remogts were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexpuihe recognition of a liability for asset retigmobligations that are legally binding, it
precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we
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reversed the net removal costs within accumulaggletiation for those fixed assets where the retrmmsts exceeded the estimated salvage
value and we did not have a legal removal obligatithis resulted in income from the cumulative efffef a change in accounting principle of
$365 million before taxes upon adoption of SFAS MB. The net income impact of the adoption is $2dlBon ($365 million less the

$7 million charge disclosed above, net of incomeseof $139 million) in 2003. Beginning Januar?@03 the net costs of removal related to
these assets are charged to our consolidated stat@foperations in the period in which the cestsincurred.

We adopted the provisions of FASB Interatien No. 46 (revised December 2003), "ConsoligdatibVariable Interest
Entities" ("FIN 46R") for the three months endedrbta31, 2004. FIN 46R requires an evaluation of¢heriteria to determine if consolidation
of a thinly capitalized entity is required. Thesieria are: 1) whether the entity is a variableiest entity; 2) whether the company holds a
variable interest in the entity; and 3) whetherd¢bempany is the primary beneficiary of the entifyall three of these criteria apply,
consolidation is required. The adoption of FIN M6R did not have a material impact on the company.

Note 3: Accounts Receivable

The following table presents details of aocounts receivable balances:

December 31,

2003 2002

(Dollars in millions)

Trade receivable $ 972 $ 1,122
Earned and unbilled receivabl 197 164
Purchased and other receivak 25€ 31¢€
Subtotal 1,42¢ 1,60/
Less: Allowance for bad dek (202) (96)
Accounts receivab—net 1,32¢ 1,50¢
Accounts receivab—affiliates 12€ 232
Total accounts receival—net $ 1,44¢ $ 1,74(C
| |

We are exposed to concentrations of cregkitfrom customers within our local service ared &#om other telecommunications service
providers. We generally do not require collatesade¢cure our receivable balances. We have agregmvéhtother telecommunications service
providers whereby we agree to bill and collectlogirtbehalf for services rendered by those progideiour customers within our local service
area. We purchase accounts receivable from otleEmtmmunications service providers on a non-re@hesis and include these amounts in
our accounts receivable balance. We have not expead any significant losses related to these psethreceivables.
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Note 4: Property, Plant and Equipment
Property, Plant and Equipmer

The components of property, plant and emgeipt are as follows:

December 31,

Depreciable
Lives 2003 2002
(Dollars in millions)
Land N/A $ 102 $ 10z
Buildings 38 years 2,94¢ 2,89¢
Communications equipme 7-10 years 18,45 18,24
Other network equipmel 8-57 years 18,66( 18,19¢
General purpose computers and o 5-11 years 2,36¢ 2,51¢
Construction in progres N/A 14C 17¢
Total property, plant and equipme 42,67 42,13
Less: accumulated depreciati (26,25)) (25,099
Property, plant and equipm—net $ 16,42( $ 17,03¢

Asset Retirement Obligatior
As discussed in Note 2—Summary of SignificAccounting Policies, we adopted SFAS No. 143Jamuary 1, 2003.

Our asset retirement obligations primardiate to the costs of removing circuit equipmeanf leased properties when the leases expire.
The following table reconciles the change in assttement obligations for continuing operationsindg the year:

Change in Asse’
Retirement
Obligations

(Dollars in millions)

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

Balance as of December 31, 2( $ 3

If the provisions of SFAS No. 143 had badopted for the prior years presented, net incomédwhave decreased by approximately
$45 million and $40 million for the years ended Beber 31, 2002 and 2001, respectively. Those deeseare fully attributable to continuing
operations. The asset retirement obligation woalklbeen approximately $10 million and $8 milliarDeacember 31, 2001 and December 31,
2000, respectively; however, approximately $7 milland $5 million, respectively, of those totalsudonow be reclassified to liabilities
associated with discontinued operations.
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Note 5: Intangible Assets
Information related to intangible assetasdollows:

December 31,

2003 2002

Amortizable Carrying Accumulated Carrying Accumulated
Lives Cost Amortization Cost Amortization

(Dollars in millions)

Intangibles with finite lives:
Capitalized software and oth 1.5- 5 years $ 181: $ 837 $ 1637 $ (539

Total intangible asse $ 1,81 $ 837 $ 163 $ (539

| I | I
Amortization Expense

We recorded amortization expense of $33Bamiin 2003 for intangible assets with finite ¢éis. Based on the current amount of intangible
assets subject to amortization, the estimated &@ation for each of the succeeding 5 years is bews:

Estimated
Amortization
Expense

(Dollars in millions)

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

Total $ 97¢€

Adoption of SFAS No. 14.

Effective January 1, 2002, we adopted SRN&S142, which requires companies to cease amogtigoodwill and intangible assets which
have indefinite useful lives. SFAS No. 142 alsouiegp that goodwill and indefinite-lived intangitdssets be reviewed for impairment upon
adoption and annually thereafter, or more oftesvénts or circumstances warrant.

We reviewed the useful lives of our amathie intangible assets, primarily capitalized saf®y and determined that they remained
appropriate. We performed a transitional impairntest of intangible assets with indefinite livestamuary 1, 2002 and determined the
carrying values remained appropriate. We perforthecannual impairment test for 2003 and also détexdhthe carrying values remained
appropriate.

Intangible asset impairmen

We recorded asset impairment charges oh§iidn in 2001 related to internal software prefethat we terminated, including customer
database system projects.
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Note 6: Borrowings
Current Borrowings

As of December 31, 2003 and 2002, our atifperrowings consisted of:

December 31

2003 2002

(Dollars in millions)

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

Until February 2002, we maintained comnarpaper programs to finance our short-term opsgatash needs. QCIlI and we had a
$4.0 billion syndicated credit facility ("Credit €ifity"), of which $1.0 billion was designated ts.uAs a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarter28f02. During the first quarter of 2002, we
also paid down approximately $1.0 billion of ourramt borrowings including substantially all of catstanding commercial paper.

In March 2002, we used approximately $1llioh of the proceeds from our March 2002 bondeoifig, discussed below, to reduce our
amount outstanding under the Credit Facility taz€CIl and QSC amended the Credit Facility in Astgaf 2002. Following the amendment,
we are no longer a party to the Credit Facility.

Long-term Borrowings

As of December 31, 2003 and 2002, our lmmg? borrowings consisted of the following:

December 31,

2003 2002

(Dollars in millions)

Notes with various rates ranging from 5.50% to 8%2including LIBOR*

plus 4.75%, with maturities from 2004 to 2C $ 7881 % 7,31¢
Unamortized discount and otf (157 (142)
Capital lease obligations and otl 25 86
Less: current portio (881) (1,244
Total lon¢-term borrowings $ 6,874 $ 6,01¢
| |
* London interbank offered ra

The indentures governing the notes in theva table contain certain covenants including,nmttiimited to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitabormergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with retpatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2803.
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On June 9, 2003, we completed a senior keamin two tranches for a total of $1.75 billiprincipal amount of indebtedness. The term
loan consists of a $1.25 billion floating rate tha, due in 2007, and a $500 million fixed ratec¢tee, due in 2010. The term loan is unsecured
and ranks equally with all of our indebtedness. fibating rate tranche cannot be prepaid for twargeand thereafter is subject to prepayment
premiums through 2006. There are no mandatory gragat requirements. The covenant and default tanmsubstantially the same as those
associated with our other lorigem debt. The net proceeds were used to refinappeximately $1.1 billion of our debt due in 200% fund o
refinance our investment in telecommunicationstasse

The floating rate tranche bears intere&iBOR plus 4.75% (with a minimum interest rate6a50%) and the fixed rate tranche bears
interest at 6.95% per annum. The interest ratderfldating rate tranche was 6.50% at Decembe2@13. The lenders funded the entire
principal amount of the loan subject to the origisaue discount for the floating rate tranche 0% and for the fixed rate tranche of 1.652%.

In March 2002, we issued $1.5 billion imds with a 10-year maturity and an 8.875% interagt At December 31, 2003 the interest rate
was 9.125%. Once we have registered the notestétBecurities and Exchange Commission (the "SEf#&)interest rate will return to
8.875%, the original stated rate.

Our long-term borrowings had the followingerest rates and maturities at December 31, 2003:

Maturities

Interest Rates 2004 2005 2006 2007 2008 Thereafter Total

(Dollars in millions)

Above 5% to 6% $ 117 $ 41 $ — % 70 $ 32C $ — $ b4¢
Above 6% to 7% — 41€ — 1,34( — 1,50C  3,25¢
Above 7% to 8% 75C — — — 2 1,581 2,33:
Above 8% to 9% — — — — — 25C 25C
Above 9% to 10% — — — — — 1,50C 1,50C
Total $ 867 $ 457 $ —$ 141 $ 32z $ 4,831 7,88
I I S S
Capital leases and oth 25
Unamortized discount and ott (157)
Less current borrowing (881)
Total lon¢-term debt $ 6,87¢
|

Other debt related matters

At December 31, 2003, QCII and its consatkd subsidiaries had total borrowings of $17.konil Some of these borrowings issued by
QCIl and QSC are secured by liens on our stoclka Aesult, ownership of our stock could transfeitifier QCIl or QSC were to default on tt
debt obligations.

At December 31, 2003, QCII was in complemgth all provisions and covenants of their borirays. QCIl obtained extensions under the
QSC Credit Facility for the delivery of certain amhand quarterly financial information. The waiextended the compliance date to provide
certain annual
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and quarterly financial information to March 31020 0n February 5, 2004, the QSC Credit Facilitg waid off and terminated.

Interest

The following table presents the amourgraiss interest expense, capitalized interest asld gaid for interest during 2003, 2002 and
2001:

Years Ended December 31

2003 2002 2001

(Dollars in millions)

Gross interest expen $ 58¢ $ 56t $ 50€
Capitalized interes (13 (24) (43
Net interest expens $ 57 % 541 % 46t
| | |

Cash interest pai $ 57¢ $ 47z % 464
| | |

Note 7: Transfer of Qwest Wireless Operations

On April 30, 2004, our direct parent, Qw8stvice Corporation ("QSC"), made capital contiils of $2.185 billion to us. We, in turn,
made capital contributions of the same amount@u@st Wireless, which used these proceeds to pam ite $2.185 billion in outstanding
borrowings which were due to affiliates.

On May 1, 2004, we transferred ownershipwfsubsidiary, Qwest Wireless LLC, which was e¢héty through which we held our
wireless assets and conducted our wireless opesafithe transfer was made in the form of a dividen@SC, our direct parent, and, as a
result, no consideration was exchanged. Due tdrduisfer, we no longer have wireless operationd,the results of Qwest Wireless operati
are presented as discontinued operations in tlemecial statements. The impacts on Qwest reveftrealiscontinuance of the wireless

operations includes the exclusion of revenue
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from the wireless operation offset in part by acré@se in certain wireline revenue which was elatéd through consolidation of the wireless
operations in previous presentations.

Years ended December 3:

2003 2002 2001

(Dollars in millions)

Wireless operating reven $ 594 $ 694 $ 68€
Qwest revenue from affiliate wireless operati (1449 (157) (15%)
Net Revenut 45( 537 532
Costs and Expense
Cost of sale: 22z 28C 401
Selling, general and administrati 211 281 393
Depreciation and amortizatic 55 12¢ 147
Asset impairment chargt 23C 82¢ 17
Restructuring, merg-related and other charg — 4 33
Loss from operation (26€) (98€) (45€)
Other expens (143) (155) (130
Loss before income taxi (417) (1,14 (589)
Income tax benefi 15¢ 444 221
Loss from discontinued operatio $ (252 $ (697) $ (36))

The following table presents the assetsliahdities associated with our discontinued opierss, related to our transfer of ownership of
Qwest Wireless to an affiliate, as of December28D3 and 2002.

December 31

2003 2002

(Dollars in millions)

Current transferred asst $ 9 3 (26)
Property, plant and equipment, | 36 272
Intangible asset 164 17¢%
Other lon¢-term asset 14¢ 84
Total assets associated with discontinued opes $ 357 $ 50t

Current borrowing—affiliates $ 2,11t $ 1,88¢
Current portion of liabilities associated with distinued operation 27 70
Other lon¢-term liabilities (1) (22
Total liabilities associated with discontinued ad@ms $ 213« $ 193¢
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Note 8: Restructuring and Mergel-related Charges

The restructuring reserve balances disclissw are included in our consolidated balaneethin the category of accrued expenses anc
other current liabilities for the current portiondaother long-term liabilities for the long-termrpion. As of December 31, 2003 and 2002, the
amounts included as current liabilities are $58iamland $52 million, and the long-term portions &14 million and $30 million, respectively.

2003 Activities

During the year ended December 31, 200Baesof an ongoing effort of evaluating costs pérations, QCII reviewed our employee
levels in certain areas of our business. In conmeaetith this restructuring and, as a result, wialelsshed a reserve and recorded a charge t
2003 consolidated statement of operations for $ifliomto cover the costs associated with thes@ast more fully described below.

An analysis of activity associated with #@03 restructuring plan as well as prior yearruestiring and Merger plans is as follows:

Year Ended December 31, 200

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

(Dollars in millions)

2003 restructuring pla $ — 3 71 % 20 $ — 3 51
2002 restructuring pla 59 — 35 3 21
2001 restructuring pla 21 — 10 11 —
Mergerrelated 2 — 2 — —

Total $ 82 $ 71 % 67 $ 14 $ 72

The 2003 restructuring reserve included@dsof $65 million related to severance benefitspant to established severance policies and
$6 million for real estate exit obligations, whighimarily include estimated future net paymentsabandoned operating leases. QCII identified
approximately 1,600 of our employees from variausctional areas to be terminated as part of tlisueturing. Through December 31, 2003,
approximately 1,100 of the planned reductions heghlbcompleted. The remaining 500 reductions area®d to occur over the next year, with
severance payments generally extending from twi@tmonths. The real estate exit costs include ¢t@resent value of rental payments due
over the remaining term of the leases, net of egdthsublease rentals and estimated costs to taertime leases. Through December 31, 2003,
we had utilized $20 million of the 2003 restruchgrireserves for severance payments.

SFAS No. 146 established standards forrteypinformation about restructuring activitiedfdetive for exit or disposal activities initiated
after December 31, 2002, SFAS No. 146 requiredatigee of the total amount of costs expected tmberred in connection with these
activities for each reportable segment. We do agttseparate segments although we contribute tdsgegments. Our contribution to QCII's
restructuring expense by segment includes $66anifior wireline and $5 million for other.
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During the year ended December 31, 200tized $29 million of the established reserveisdeverance payments made to employees
that were terminated under the 2002 restructuriag and $6 million for real estate exit-related payts. QCII had identified 2,400 of our
employees to be terminated as part of the 2002 plachas of December 31, 2003 these employee iedsatere complete, with some
severance payments extending into 2004. As the p0Rterminations were completed and actual casts less than originally estimated, we
reversed $3 million of the 2002 plan reserves dutite year ended December 31, 2003. The remaiifg glan reserve includes $4 million
for severance payments, which we expect to utifizZ004 and $17 million for real estate exit co3tse real estate exit reserves are expected tc
be utilized over the next several years. QCII hatitgpated that 4,800 of our employees would bmieated as part of the 2001 plan. We have
terminated 3,700 employees under this plan. Dutiegyear ended December 31, 2003, we utilized $illmof the 2001 plan reserves,
primarily for real estate exit costs. As the emplegeveranceslated activities relative to the 2001 plan weseplete, the remaining combin
reserve of $11 million was reversed during the yeated December 31, 2003. Both the 2001 and 2@0Rrplersals were necessary as actual
costs for the plans were less than originally estéd.

During the year ended December 31, 2003tlieed the remaining Merger-related reserveldisthed during 2000.
2002 Activities

During the year ended December 31, 200&dponse to shortfalls in employee reductionsaasgf the 2001 restructuring plan (as
discussed below) and due to continued declinesiimevenue and general economic conditions, QEihtified employee reductions in various
functional areas and permanently exited a numbepefating and administrative locations. In conioectvith that restructuring, we establist
a restructuring reserve and recorded a chargeQf #iillion to our 2002 consolidated statement afragions to cover the costs associated with
these restructuring actions more fully describedwe

Year Ended December 31, 2002

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

(Dollars in millions)

2002 restructuring plan and ott $ — 3 106 $ 49 $ — 3 59
2001 restructuring pla 20E 75 124 13t 21
Mergel-related 38 — 6 30 2

Total $ 24 $ 183 % 17¢ % 165 % 82

The 2002 plan provision included $78 miilimr severance costs and $30 million for realtestait costs. During the year ended
December 31, 2002, $42 million of the reserve wazed for severance costs and $7 million waszei for real estate exit costs. Relative to
the 2001 plan, during the year ended December@®12,2107 million of the reserve was utilized fewsrance costs and $17 million was
utilized for real estate exit costs. Also during gfear ended December 31, 2002, we accrued anamddi$75 million for additional 2001 plan
real estate exit costs and reversed

F-45




$135 million of 2001 plan severance and real estaitereserves, primarily as actual 2001 plan teations of 3,700 were lower than the 4,800
which were anticipated in the plan.

During the year ended December 31, 200tlized $6 million of Merger-related reservesadsished during 2000 and also reversed
$30 million of the Merger-related reserves as ttemsployee reductions and contractual settlements e@mplete.

2001 Activities

During the year ended December 31, 200lesta&blished a reserve and charged to our consadidéatement of operations $206 million
for restructuring activities in conjunction withetlQCI1 2001 restructuring plan. This reserve wasmased of $182 million for severance costs
and $24 million for real estate exit costs. During year ended December 31, 2001, in relationdgdvtbrger, we charged to our consolidated
statement of operations $106 million for additiocahtractual settlement, legal contingency andratblated costs and $6 million for additiol
severance and employee-related charges, net ofeasversals. The additional provisions and realersf our Mergerelated costs were due
additional Merger-related activities and modificat to previously accrued Merger-related activities

Cumulative Plan Utilization

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

December 31, 2003-
Cumulative Utilization

Severance Real Estate
and Exit and
Related Related Total

(Dollars in millions)

20083 restructuring pla $ 20 $ — 3 2C
2002 restructuring pla 71 13 84
2001 restructuring pla 11z 25 13¢€
Merger-related 24¢ 64¢ 897

Total cumulative utilizatior $ 45z $ 687 $ 1,13¢
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Note 9: Other Financial Information
Accrued expenses and other current liabiliti

Accrued expenses and other current ligdmsliconsist of the following:

December 31

2003 2002

(Dollars in millions)

Accrued property taxes and other operating t; $ 32C $ 34t
Employee compensatic 19z 16¢
Current portion of state regulatory and legal litibs 20t 18C
Accrued interes 107 127
Other 72 47
Restructuring 59 52
Total accrued expenses and other current liats $ 95€ $ 9i¢
I I

Other long-term liabilities

Other long-term liabilities principally indes unamortized investment tax credits, otheg@mm liabilities—affiliates and rental
obligations. Related party transactions are maltg flescribed in Note 15—Related Party Transactions

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

Our employees patrticipate in the QCII penspost-retirement and other post-employment lieplains. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide lenefother employees of QCII or its
affiliates. The plan administrator allocates thetaf pension and post-retirement healthcare dadnsurance benefits and required
contributions to us. The allocation is based upopleyee demographics of our employees compareli ttoesremaining participants. For
further discussion of the QCII pension, post-retiemt and other post-employment benefit plans pleasdghe QCII annual report on FormHKO-
for the year ended December 31, 2003 ("QCIl 2003nF0-K").

In accordance with SFAS No. 132 "EmployBisclosures about Pensions and Other PostretireBarefits”, we are required to disclose
the amount of our contributions to QCII relativethe QCII pension, post-retirement and other pagieyment benefit plans. No pension
funding was required during 2003 or 2002 and d@3exfember 31, 2003 and 2002, the fair value of fisets in the qualified pension trust
exceeded the accumulated benefit obligation ofjthedified pension plan. In addition, we did not reaqy contributions to the post-retirement
healthcare or life trusts in 2002; however, weabdtribute $8 million to the post-retirement heedtte trust in 2003. We expect to contribute
approximately $13 million to the post-retiremenéahiecare trust during 2004.

Our allocated pension credits for 2003,280d 2001 were $107 million, $158 million and $2@ion, respectively. Our allocated post-
retirement benefit costs for 2003, 2002 and 200dewe
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$295 million, $107 million and $13 million, respeely. These allocated amounts represent our shfatee pension credits and post-retirement
benefit costs based on the actuarially determimealants.

For 2003, the net pension expense allodatedst of sales was $127 million, and for 200&@ 2001 the net pension credit allocated to
of sales was $33 million and $187 million, respegiti. For 2003, the net pension expense allocat&etling, General and Administrative
("SG&A") was $61 million, and for 2002 and 2001 tiet pension credit allocated to SG&A was $18 wnilland $74 million, respectively.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescripbang, Improvement and Modernization Act of 200h¢'Medicare Act") became law in the
United States. The Medicare Act introduces a pigtsen drug benefit under Medicare as well as adfaldsubsidy to sponsors of retiree
healthcare benefit plans that provide a benefitithat least actuarially equivalent to the Medéchenefit. In accordance with FASB Staff
Position FAS No. 106-1, "Accounting and DisclosRequirements Related to the Medicare PrescriptiargDmprovement and
Modernization Act of 2003," QCII elected to defecognition of the effects of the Medicare Act iryaneasures of the benefit obligation or
cost.

Specific authoritative guidance on the aettimg for the Federal subsidy is pending and gluiédlance, when issued, could require QCII
us to change previously reported information. Cattye QCII does not believe it will need to ametsplan to benefit from the Medicare Act.
The measurement date used to determine pensiooth@dpostretirement benefit measures for the pargian and the postretirement benefit
plan is December 31.

Other benefit plans
401(k) plan

QCII currently sponsors a defined contiibmtoenefit plan covering substantially all managetrand occupational (union) employees.
Under this plan, employees may contribute a peaggnof their annual compensation to the plan wettain maximums, as defined by the ¢
and by the Internal Revenue Service. Currently,I@@lour behalf, matches a percentage of our engglapntributions in QCIll common sto
We made cash contributions in connection with aopleyee's participation in QCII's 401(k) plan of ®lion for 2002 and $59 million for
2001. In addition, QCII, on our behalf, made cdnitions of QCII common stock valued at $46 milliar2003 and $44 million in 2002. QCII
did not make any contributions of QCIl common stockour behalf in 2001.

Deferred compensation plans

QCIl sponsors several deferred compensafims for a select group that includes certaiawfcurrent and former management and
highly compensated employees, certain of whichgplme open to new participants. Participants isdhmans may, at their discretion, invest
their deferred compensation in various investmaniaes, including QCII's common stock.

Our portion of QClI's deferred compensatiatigation is included on our consolidated balasiceet in other long-term liabilities.
Investment earnings, administrative expenses, aginginvestment
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values and increases or decreases in the defenegensation liability resulting from changes in ilneestment values are recorded in our
consolidated statement of operations.

Our deferred compensation liability in @€Il plan as of December 31, 2003 and 2002 was iii®dmand $7 million, respectively. Our
portion of QClI's deferred compensation plans'@sssere $1 million at December 31, 2003, and ituthed in other long-term assets on our
consolidated balance sheets.

Note 11: Stock Incentive Plans
Stock Options

Our employees patrticipate in the QCIl emgp stock option plans. The QCII plans are stodetiaompensation plans that permit the
issuance of stock-based instruments including stgtions, stock appreciation rights, restrictectlstand phantom units, as well as substitute
stock options and restricted stock awards.

QClIlI's stock option plans, in which our dayges participate, are accounted for using thénsit-value method under which no
compensation expense is recognized for optiongeglan employees with an exercise price that equadéxceeds the value of the underlying
security on the measurement date. In certain ins&rhe exercise price has been establishedtpribe measurement date, in which event any
excess of the stock price on the measurement datettee exercise price is recorded as deferred eosgiion and amortized over the service
period during which the stock option award vestsadécordance with FIN No. 28. We recorded stbaked compensation expense of $1 mil
$2 million and $6 million in the years ended DecemBl, 2003, 2002 and 2001, respectively. For &rthscussion of QCIl employee stock
incentive plans see the QCII 2003 Form 10-K.

QCIlI charges us for stodption compensation expense through a contributiarommon stock for our share of the deferred corsagor
expense.

Employee stock purchase ple

Our employees may participate in QCII's loyipe Stock Purchase Plan ("ESPP"). Under the tefrttee ESPP, eligible employees may
authorize payroll deductions of up to 15% of thiise compensation, as defined, to purchase Q@ttisnon stock at a price of 85% of the fair
market value of the stock on the last trading dath® month in which the stock is purchased. Imagance with APB No. 25, we do not
recognize compensation expense for the differesb@den the employees' purchase price and the faketvalue of the stock.

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

In the normal course of business, we tera$sets to and from QSC. It is our policy to rédt¢hese asset transfers as contributions or
distributions, based on carrying values. QSC temestl to us $6 million in stock compensation du20§1. We transferred net assets to QS
$8 million in 2001. During 2002, QSC transferredito$10 million of net assets, $16 million of taenlkefits on stock options and $2 million for
stock compensation. During 2003, QSC transferragsi®8 million of net assets and $1 million forct@ompensation. During 2003 and 2002,
we transferred to QSC $173 million and $110 millioriax benefits, respectively.

Dividends

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

We declared cash dividends to QSC of $2{8i6n, $805 million and $1.407 billion during @8, 2002 and 2001, respectively. The 2003
dividends declared include regular dividends oP27.billion and dividends of $1.079 billion relajito net income from prior periods that was
not declared or paid as dividends in those peridéisplan to declare and make additional dividengrgnts in the future until all net income
from wireline entities from prior periods has bektlared and remitted as dividends. We estimatehkancremental amount (in addition to
the $1.079 billion declared in 2003) of such divids will be approximately $1.360 billion.

We paid cash dividends of $2.880 billior &1.915 billion in 2003 and 2002, respectively Dicember 31, 2003, we had $200 millior
dividends payable. In February 2004, we paid divitieof $200 million. All dividends are paid to QS parent.

Contested liability trust

We have established a contested liabilitgtt or grantor trust, related to the paymentesfain contingent obligations. The assets in the
trust set aside for payments of these contingerciegot legally restricted. During 2000, the twas funded with a contribution of a note
receivable of $286 million. We recorded $286 millias an increase to common stock, and the rel2@6l $illion note receivable into
common stock as well.
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Note 13: Income Taxes

The components of the provision for incaareare as follows:

Current tax provision
Federal
State and loce

Deferred tax expense (benef
Federal
State and loce

Provision for income taxe

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

Federal statutory income tax ri
State income tax—net of federal effec
Other

Effective income tax rat

The components of the deferred tax assetdiabilities are as follows:

Property, plant and equipme
Intangible asset
Other deferred tax liabilitie

Total deferred tax liabilitie
Pos-retirement benefi—net of pensiol
Allowance for doubtful accoun
Unamortized investment tax cre
Restructuring reserve
Other deferred tax asse¢

Total deferred tax asse

Net deferred tax liabilitie

F-51

Years Ended December 31,

2003 2002 2001
(Dollars in millions)
$ 401 $ 60% $ 39z
52 74 56
45¢ 67¢ 44¢
184 21F 52¢€
38 39 91
222 254 617
$ 67t % 93 % 1,06t
— — —
Years Ended December 31,
2003 2002 2001
(in percent)
35.(% 35.(% 35.(%
3.3 3.C 34
0.1 0.3 (0.8)
38.4% 38.2% 37.€%
| | |

December 31,

2003 2002

(Dollars in millions)

$ (3,06) $ (2,616)

(347) (367)
(45) (139)
(3,459) (3,116
74C 721
62 72

45 51

30 18

75 11€
957 98¢

$  (250) $ (2,130






We paid $135 million, $646 million and $52@lion to QCII, through QSC, for income taxes2803, 2002 and 2001, respectively.

We had unamortized investment tax credi®ld4 million and $125 million as of December 2003 and 2002, respectively, which are
included in other long-term liabilities on the colidated balance sheets. These credits are ambuizer the life of the related asset.
Amortization of investment tax credits of $11 nahi, $10 million and $19 million are included in thevision for income taxes for the years
ended December 31, 2003, 2002 and 2001, respsctiiethe end of 2003, we had $13 million ($8 nailli net of federal income tax) of state
investment tax credit carryforwards that will expbretween 2010 and 2016, if not utilized.

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

Note 14: Contribution to QCII Segments

Our operations are integrated into andparé of the segments of the QCII consolidated grdiye chief operating decision maker
("CODM") for QCII makes resource allocation decimand assessments of financial performance fazdhsolidated group based on wirel
wireless and other segmentation. For more infomnadbout QCII's reporting segments, see QCII's ameyport on Form 10-K for the year
ended December 31, 2003. Our business contribotiae tsegments reported by QCII, but the QCII CO@Mews our financial information
only in connection with this filing. Consequentiye do not provide discrete financial information @C to a CODM on a regular basis.

Due to the May 1, 2004 transfer of our Veiss operations to one of our affiliates, we n@kminclude wireless revenue and expenses in
our continuing operations. Wireless revenue aneese are included in our discontinued operatioas.Nbote 7—Transfer of Qwest Wireless
Operations. Following the transfer of the wirelepgrations, essentially all of our operations dbate to QCII's wireline services segment. As
such, we will no longer report our contributionQ€II's segments as this information does not diffaterially from our consolidated
statements of operations. We will, however, corgitauprovide the following enterprise-wide informoat on revenues from external customers
for each group of similar products and services.

Years ended December 3:

2003 2002 2001

(Dollars in millions)

Voice service: $ 788: $ 8,60 $ 9,29t
Data ands Internet servic 2,12¢ 2,18¢ 2,16¢
Other service 19 20 19
Operating revenue from external custon $ 10,027 $ 10,81 $ 11,48
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Voice services revenue includes local veervices, IntraLATA long-distance voice serviced access services. Local voice services
revenue includes revenue from basic local exchargéces, switching services, custom calling feegpuenhanced voice services, operator
services, public telephone services, collocationises and customer premises equipment. Local \&gceices revenue also includes revenue
from the provision of, on a wholesale basis, neknttansport, billing services and access to oualloetwork. IntraLATA long-distance voice
services revenue includes revenue from IntraLATAghkalistance services within our local service afeess services revenue includes fees
charged to other long-distance providers to conteectir network.

Data and Internet services revenue incladés services (such as traditional private limdglesale private lines, frame relay, Integrated
Services Digital Network ("ISDN"), asynchronousnséer mode and related CPE) and Internet servieesh(as DSL, Internet dial access and
related CPE).

Other services revenue is predominatelivddrfrom subleases of some of our unused realesatsets, such as space in our office
buildings, warehouses and other properties.

We do not have any single major customat pinovides more than ten percent of the totalunfrevenues derived from external custorr
Note 15: Related Party Transactions

We purchase services from our affiliateshsas marketing and advertising, information tedbgy, product and technical services as well
as general support services. We provide to ouiaés telephony and data services, and othercegvi

Our affiliates provide services and alsotcact services from third parties on our behalftHe latter case, the third parties bill our &ifis
who in turn charge us for our respective sharées$é¢ third party expenses. Our affiliates chargemnservices rendered by their employees
applying a fully distributed costs ("FDC") methodgy. FDC rates are determined using salary ratekjding factors for taxes, employee
benefits and facilities and overhead costs. Thakeysrates are charged to us based on hours workgtarges are allocated to us based on
estimates.

We charge our affiliates based on tariffegs for telephony and data services. We bileeifDC or market rates for other services.
We describe in further detail below thevgms provided by our affiliates.
Marketing, Sales and Advertisin

Marketing, sales and advertising, whichpsrppreparation for joint marketing of our sergc@nclude the development of marketing and
advertising plans, sales unit forecasts, marketared, sales training and compensation plans.

Information Technology Service

Information technology services primaritgiude the labor cost of developing, testing anplémenting the system changes necessary to
support order entry, provisioning and billing of\gees,
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as well as the cost of improving, maintaining apérating our shared internal communications netaork
Product and Technical Service

Product and technical services relate tedasting demand volumes and developing plans droatwork utilization and optimization,
developing and implementing plans for overall prtdievelopment, provisioning and customer care.

General Support Services

General support services include legalyleggry, general finance and accounting, tax, hureanurces and executive support.
Other

This category includes the costs of miseedbus services such as rental of office spaceyprment and communications services.

Included in our consolidated statementp#rations and balance sheets are the following:

Year Ended December 31,

2003 2002 2001

(Dollars in millions)

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

As of December 31,

2003 2002

(Dollars in millions)

Accounts receivab—affiliates $ 12¢ $ 232
Prepaid income tax—QSC $ — $ 25k
Accounts payab—affiliates $ 437 $ 417
Income taxes payatl—QSC $ 154 $ —

Long-term liabilities—affiliates are incled in other long-term liabilities and are not colesed material to the financial statements. Other
long-term liabilities are more fully described iofé¢ 9—Other Financial Information.
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Note 16: Commitments and Contingencies
Commitments
Future Contractual Commitments

The following table summarizes our futuognenitments, excluding repayments of debt, as ofeDexer 31, 2003:

Payments Due by Period

2004 2005 2006 2007 2008 Thereafter Total

(Dollars in millions)

Capital leases and oth $ 16 $ 7% 2 3 1 3 1 $ 9 $ 36
Operating lease 12¢ 114 84 79 69 272 741
Purchase commitment obligatio 57 39 39 1 — — 13€

Total commitment: $ 19€¢ $ 16C $ 128 $ 81 $ 70 % 281 $ 91:

Capital Leases

We lease certain office facilities and guopént under various capital lease arrangementgta\asquired through capital leases during
2003, 2002 and 2001 were $9 million, $16 millio &56 million, respectively. Assets recorded urahgitalized lease agreements included in
property, plant and equipment consisted of $94iom)I$236 million and $394 million of cost, lescamulated amortization of $63 million,

$158 million and $223 million at December 31, 200302 and 2001, respectively.

The future minimum payments under capéakks as of December 31, 2003 are reconciled toadamce sheet as follows:

Capital Lease
Obligations

(Dollars in millions)

Total minimum payment $ 36
Less: amount representing inter (12)
Present value of minimum payme 25
Less: current portio (14)
Long-term portion $ 11

Operating Leases

Certain office facilities, real estate agiipment are subject to operating leases. Wehalge easement (or right-of-way) agreements with
railroads and public transportation authorities #ra@ accounted for as operating leases. Rent sgparder these operating leases was
$170 million, $207 million and $237 million durirgp03, 2002 and 2001, respectively, net of sublearstls of $6 million, $4 million and
$4 million respectively. Minimum operating lease/peents have not been reduced by minimum subleasalseof $36 million due in the futu

under non-cancelable subleases.
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In 2003, 2002 and 2001, contingent rentals reptegethe difference between the fixed and variablgal payments were not material.
Purchase Commitment Obligations

We have purchase commitments with Competitiocal Exchange Carriers ("CLECSs"), IXCs anddkparty vendors that require us to
make payments to purchase network services, cgpawit telecommunications equipment. These commiismeguire us to maintain minimt
monthly and/or annual billings, in certain casesdobon usage.

Letters of Credit
At December 31, 2003, the amount of lettérsredit outstanding was $3 million and we did have any outstanding guarantees.
Contingencies
For descriptions of new matters that haigea subsequent to December 31, 2003, pleasesteelR—Subsequent Events.

Throughout this section, when we refer thags action as "putative” it is because a classbleen alleged, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent. When we refer to a derivadietion as "purported,” it is because the plairstiéges that he or it has brought the claim on
our behalf and the court has not yet ruled thattmplaint meets the requirements for a propewveddgvie case.

Legal Proceedings Involving Qwest Corporation
Securities Actior

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahib Robin R. Szeliga on behalf of purchasers ofl@&lock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thithgg QCII and the individual
defendants issued false and misleading statemedtsregaged in improper accounting practices inramaccomplish the Merger, to make
QCIl appear successful and to inflate the valu®®6fl's stock. The complaint asserts claims undetiaes 11, 12, 15 and 17 of the Securities
Act of 1933, as amended ("Securities Act"). The ptaimt seeks unspecified monetary damages, disgurgeof illegal gains and other relief.
On July 31, 2002, the defendants removed this staig action to federal district court in Coloraaied subsequently moved to consolidate this
action with the consolidated securities action tded below. The plaintiffs have moved to remahd tawsuit back to state court. Defendants
have opposed that motion, which is pending befoeecburt.

Regulatory Matters

On February 14, 2002, the Minnesota Depamtrof Commerce filed a formal complaint againsivits the Minnesota Public Utilities
Commission, or the Minnesota Commission, allegirg tve, in
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contravention of federal and state law, failedi®ihterconnection agreements with the Minnesatan@ission relating to certain of our
wholesale customers, and thereby allegedly disoated against other CLECs. On November 1, 2002Viihaesota Commission issued a
written order adopting in full a proposal by an édcistrative law judge that we committed 26 indivédwiolations of federal law by failing to
file, as required under section 252 of the Telecomigations Act, 26 distinct provisions found in d&parate agreements with individual
CLEC:s for regulated services in Minnesota. The ioad& found that we agreed to provide and did ipleto McLeodUSA and Eschelon
Telecom, Inc. discounts on regulated wholesaleices\of up to 10% that were not made availableternCLECS, thereby unlawfully
discriminating against them. The order found we aislated state law, that the harm caused by oodact extended to both customers and
competitors, and that the damages to CLECs woultbiatrto several million dollars for Minnesota alone

On February 28, 2003, the Minnesota Cominisissued its initial written decision imposingds and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llmh and ordered us to:

. grant a 10% discount off all intrastate Minnesotelgsale services to all CLECs other than EschatmhMcLeodUSA,; thi:
discount would be applicable to purchases madé&dset CLECs during the period beginning on Novenbe2000 and ending
on May 15, 2002;

. grant all CLECs other than Eschelon and McLeodUSithly credits of $13 to $16 per UI-P line (subject to certain offse!
purchased during the months of November 2000 thrdtebruary 2001;

. pay all CLECs other than Eschelon and McLeodUSA timgrecredits of $2 per access line (subject toaieroffsets) purchase
during the months of July 2001 through February22@thd

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

The Minnesota Commission issued its fimaltten decision imposing penalties and creditdbed above on May 21, 2003. The
Minnesota Commission decision would require a pggrEyment to the state of approximately $26 millamd payments of carrier credits of
approximately $18 million. Of the $18 million, alick8 million has been released by the carriersamkbuptcy proceedings. On June 19, 2003,
we appealed the Minnesota Commission's ordersttJtiited States District Court for the DistrictMinnesota. On August 25, 2004, the
District Court issued its order. The Court affirnteé Commission's order requiring Qwest to pay®®@ million penalty. The Court reversed
and vacated that portion ruling on the creditsifigdhat the Commission did not have the authddtgrder such remedies. The Commission
and carriers have appealed the credit issue tolited States Court of Appeals for the Eighth Gircand Qwest has crosppealed the pena
issue. The appeal is pending.

Arizona, Colorado, New Mexico, Washingttwya and South Dakota have also initiated formatpedings regarding our alleged failure
to file required agreements in those states. Newiddehas issued an order providing its interpretatf the standard for filing these
agreements, identified certain of our contractsaming within that standard and opened a sepauoatieeti to consider further proceedings. On
April 29, 2004, the New Mexico Staff filed commenégommending penalties
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totaling $5.05 million. Colorado has also openednaestigation into these matters, and on Febr@@r2004, the Staff of the Colorado PUC
submitted its Initial Comments. The Colorado Sgdiffitial Comments recommended that the PUC opshroav cause proceeding based upon
the Staff's view that Qwest and CLECs had willfudlyd intentionally violated federal and state landl €ommission rules. The Staff also
detailed a range of remedies available to the Casiom, including but not limited to an assessmépeoalties and an obligation to extend
credits to CLECs. On April 15, 2004, Qwest and@fice of Consumer Counsel for Colorado entered asettlement, subject to Commission
approval, that would require Qwest to pay $7.5imillin contributions to state telecommunicationsgpams to resolve claims relating to
potential penalties in the docket and that offet&Cs credits that could total approximately $9 iill During an open meeting on April 21,
2004, the Arizona Corporation Commission enteredlforders upon consideration of recommended owfete administrative law judge and
a settlement between Qwest and three CLECs thafilwdsvith the Commission on April 14, 2004. Ther@mission ordered Qwest to issue
bill credits or pay cash totaling approximately $ldnillion to Arizona CLECs on the basis of thetlsatent, and also ordered Qwest to pay
penalties of $9 million to the state treasury. @nel26, 2003, we received from the FCC a letténairy seeking information about related
matters. We submitted our initial response to itiigiiry on July 31, 2003. On March 12, 2004, theCH€sued a Notice of Apparent Liability
which recommended penalties of $9 million for adldglelays in filing 46 agreements in Arizona andihdisota. Our response is due May 12,
2004. The proceedings and investigations in Newibtg)Colorado and Washington and at the FCC ca#gdlt in the imposition of fines and
other penalties against us that could be matéoat and South Dakota have concluded their ingaiigsulting in no imposition of penalties or
obligations to issue credits to CLECs in thoseestaf\lso, some telecommunications providers hded firivate actions based on facts similar
to those underlying these administrative proceedliigese private actions, together with any simfleure actions, could result in additional
damages and awards that could be significant.

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

QCII disclosed matters to the FCC in cotineowith its 2002 compliance audit, including aaolge in traffic flow related to wholesale
transport for operator services traffic and certallkfree traffic, certain bill mis-labeling foroenmercial credit card bills, and certain billing
errors for public telephone services originatingouth Dakota and for toll free services. If theCH@stitutes an investigation into the latter
categories of matters, it could result in the inipos of fines and other penalties against QCII.
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We have other regulatory actions pendinigdal regulatory jurisdictions, which call for pe decreases, refunds or both. These actior
generally routine and incidental to our business.

Other Matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgithe practice of changing long-
distance carriers without the customer's cons&gmming" (the practice of charging a consumermgods or services that the consumer has
not authorized or ordered) and other sales practiderough December 2003, we resolved allegatiadscamplaints of slamming and
cramming with the Attorneys General for the stateArizona, Colorado, Idaho, Oregon, Utah and Wagtan. In each of those states, we
agreed to comply with certain terms governing @les practices and to pay each of the states bet$2@0,000 and $3.75 million. We may
become subject to other investigations or compéimthe future, and any such complaints or ingasitbns could result in further legal action
and the imposition of fines, penalties or damagarde:

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

Legal Proceedings Involving QCII

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

Investigations, Securities Actions and Derivativetfons

The investigations and securities acticescdbed below present material and significalsrie QCII. The size, scope and nature of the
recent restatements of QCII's consolidated findrstéements for fiscal 2001 and 2000 affect teksrpresented by these investigations and
actions, as these matters involve, among othegshi@CII's prior accounting practices and relatedldsures. Plaintiffs in certain of the
securities actions have alleged QCII's restatemieitems in support of their claims. QCII can give assurance as to the impacts on its
financial results or financial condition that mdyimately result from these matters. As QCII hasviously disclosed, it has engaged in
preliminary discussions for purposes of resolviagain of these matters. QCII most recently engageueliminary discussions after it
announced its 2003 financial results on Februan2004. These most recent discussions and furttedysis have led it to conclude that a
reserve should be provided. Accordingly, QCII hesorded a charge in its financial statements antfogitd $200 million which represents the
minimum estimated amount of loss it believes idpie. QCII has recorded its estimate of the mimmtiability because no estimate of
probable loss for these matters is a better estithain any other amount. Additionally, QCII is uleaét this time to provide a reasonable
estimate of the upper end of the range of losscésal with these matters due to their prelimiremg complex nature. If the $200 million in
recorded reserve is insufficient to cover thesetensit QCII will be required to record additionabepes to its statement of operations in future
periods. The

F-59




ultimate outcomes of these matters are still uagednd there is a significant possibility that #mount of loss it ultimately incurs could be
substantially more than the reserve it has provided

At this time, QCII believes that it is padiie that all but $100 million of the recorded resewill be recoverable out of a portion of
insurance proceeds, consisting of cash and lesfenedit, which were placed in a trust to coverlitsses and the losses of individual insureds
following its November 12, 2003 settlement of digsuwith certain of its insurance carriers relatecamong other things, the investigations
and securities and derivative actions describedvibdHowever, the use and allocation of these pedas yet to be resolved between QCII
and individual insureds.

The securities actions are in a preliminamgse and QCII continues to defend against thegters vigorously. None of the plaintiffs or
defendants in the securities actions has advandddree concerning possible recoverable damageQ@&hidhas not yet conducted discovery
on these and other relevant issues. QCII is cuyrentble to provide any estimate as to the tinghthe resolution of any of these matters. .
settlement of or judgment in one or more of thetmas substantially in excess of QCII's recordeskrve could have a significant impact, and
QCII can give no assurance that it will have theoteces available to pay any such judgment. Iretleat of an adverse outcome in one or r
of these matters, QCII's ability to meet its debv/ke obligations and its financial condition abible materially and adversely affected. As a
wholly owned subsidiary of QCII, our business opierss and financial condition would be similarlyfexfted.

Investigations

On April 3, 2002, the SEC issued an ordénwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing in its efforts to cooperate fulkith the SEC in its investigation. The investigatincludes, without limitation, inquiry into
several specifically identified QCIl accounting pliaes and transactions and related disclosurésithahe subject of the various adjustments
and restatements described in the QCII FornkKX0r the year ended December 31, 2002. The ingattin also includes inquiry into disclos
and other issues related to transactions betwedha@@ certain of its vendors and certain investtaémthe securities of those vendors by
individuals associated with QCII.

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

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

While QCII is continuing in its efforts twoperate fully with the SEC and the U.S. Attoreeffice in each of their respective
investigations, QCII cannot predict the outcomé¢hoke investigations. QCII has engaged in discassiath the SEC staff in an effort to
resolve the issues raised in the SEC's investigatiat, and QCII continues to evaluate any posgsiahge of loss. Such discussions are
preliminary and QCII cannot predict the likelihoofiwhether those discussions will result in a setgént and, if so, the terms of such
settlement. However, settlements typically involve,
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among other things, the SEC making claims undefetieral securities laws in a complaint filed initdd States District Court that, for
purposes of the settlement, the defendant neithreita nor denies. Were such a settlement to o€2Gt| would expect such claims to address
many of the accounting practices and transactiods@lated disclosures that are the subject ofdnieus restatements QCII has made as well
as additional transactions. In addition, any setdiet with the SEC may also involve, among otherghj the imposition of disgorgement and a
civil penalty, the amounts of which could be subgtdly in excess of QCII's recorded reserve, dradntry of a court order that would require,
among other things, that QCII and its officers divéctors comply with provisions of the federal wéties laws as to which there have been
allegations of prior violations.

In addition, as previously reported, theC3tas conducted an investigation concerning QE&#tsings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Theaseleorovided pro forma normalized earnings inforonathat excluded certain nonrecurring
expense and income items resulting primarily froblm¥Merger. On November 21, 2001, the SEC staffiméal QCII of its intent to recommend
that the SEC authorize an action against QClIwatld allege it should have included in the earsirgjease a statement of its earnings in
accordance with GAAP. As of May 1, 2004, no actias been taken by the SEC. However, QCII expeatdfthis current discussions with the
staff of the SEC result in a settlement, suchesettint will include allegations concerning the Jan@4, 2001 earnings release.

Also, as the GSA previously announced Iy 2002, it is conducting a review of all contraetgh QCII for purposes of determining
present responsibility. On September 12, 2003, @@H informed that the Inspector General of the G&d referred to the GSA
Suspension/Debarment Official the question of wle@®CII (including us and its other subsidiarids)d be considered for debarment. QCII
has been informed that the basis for the refereal thie February 2003 indictment against four for@&tl employees in connection with a
transaction with the Arizona School Facilities Bbar June 2001 and a civil complaint also filed-gbruary 2003 by the SEC against the same
former employees and others relating to the Arizéaohool Facilities Board transaction and a tramsaatith Genuity Inc., or Genuity, in 20C
QCIl is cooperating fully with the GSA and believbsat it and we will remain suppliers of the goweant; however, if QCII and we are not
allowed to be suppliers to the government, we wdodé the ability to expand the services we couttviple to a purchaser of
telecommunications services that has historicapresented between 2% and 3% of QCII's consoligatadal revenue.

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative classoactiomplaints have been filed in federal distrmtit in Colorado against QCIlI alleging violatit
of the federal securities laws. One of those chasdeen dismissed. By court order, the remairgtigres have been consolidated into a
consolidated securities action, which we referdrein as the "consolidated securities action".

On August 21, 2002, plaintiffs in the colidated securities action filed their Fourth Condaled Amended Class Action Complaint, or
Fourth Consolidated Complaint, which defendants edaw dismiss. On January 13, 2004, the UnitedeStatstrict Court for the District of
Colorado granted the defendants' motions to dismipart and denied them in part. In that ordeg,¢burt allowed plaintiffs to file a proposed
amended complaint seeking to remedy the pleadifectieaddressed in
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the court's dismissal order and ordered that degowvhich previously had been stayed during thedpacy of the motions to dismiss, proceed
regarding the surviving claims. On February 6, 2q0dintiffs filed a Fifth Consolidated Amended €$aAction Complaint, or the Fifth
Consolidated Complaint. The Fifth Consolidated Ctaimp attempts to expand the class period previoaktged in the Fourth Consolidated
Complaint, seeks to restore the claims dismissetthdgourt, including claims against certain indiwal defendants who were dismissed as
defendants by the court's dismissal order, andidoaaditional individual defendants who have narbeamed as defendants in plaintiffs’
previous complaints. The Fifth Consolidated Complalso advances allegations related to a numbeatters and transactions that were not
pleaded in the earlier complaints. The Fifth Coitlsdaeéd Complaint is purportedly brought on behélbarchasers of publicly traded securities
of QCII between May 24, 1999 and July 28, 2002, mawthes as defendants QCII, QCII's former ChairnmehGhief Executive Officer, Joseph
P. Nacchio, QCIlI's former Chief Financial OfficeRgbin R. Szeliga and Robert S. Woodruff, otheQ@il's former officers and current
directors and Arthur Andersen LLP. The Fifth Comdated Complaint alleges, among other things, dib@ihg the putative class period QCII
and certain of the individual defendants made ratgfalse statements regarding the results of I@@perations in violation of section 10(b)
of the Securities Exchange Act of 1934, or the Exde Act, that certain of the individual defendatsliable as control persons under
section 20(a) of the Exchange Act and that cedéihe individual defendants sold some of theirshaf QCII's common stock in violation of
section 20A of the Exchange Act. The Fifth Consatiédl Complaint further alleges that QCII and certdher defendants violated section 1.
the Securities Act by preparing and disseminataigef registration statements and prospectusebdaetistration of QCIl common stock to be
issued to U S WEST shareholders in connection thghMerger, and for the exchange of $3 billion @I} notes pursuant to a registration
statement dated January 17, 2001, $3.25 billioR®HR's notes pursuant to a registration statemateciJuly 12, 2001, and $3.75 billion of
QCII's notes pursuant to a registration statematgdiOctober 30, 2001. Additionally, the Fifth Colidated Complaint alleges that certain of
the individual defendants are liable as controspes under section 15 of the Securities Act byaea$ their stock ownership, management
positions and/or membership or representation oH'QBoard of Directors. The Fifth Consolidated Qaaint seeks unspecified compensatory
damages and other relief. However, counsel fonfifés has indicated that the purported class sékkk damages in the tens of billions of
dollars. On March 8, 2004, QCII and other defensldifed motions to dismiss the Fifth Consolidateshlaint.

Since March 2002, seven putative clas®adiuits were filed in federal district court inl@@do purportedly on behalf of all participants
and beneficiaries of the Qwest Savings and Investikan and predecessor plans (the "Plan"), fromcMd, 1999 until the present. By court
order, five of these putative class actions hawnlmnsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplan, or the Second Consolidated Complaint, fidedViay 29, 2003 and referred to as
the "consolidated ERISA action." QCII expects theenth putative class action to be consolidated thi¢ other cases since it asserts
substantially the same claims. Defendants in ttatteninclude QCII, several former and currentctives and certain former officers of QCII,
as well as Qwest Asset Management, QCII's Plangpgsommittee, the Plan Investment Committee, aadPtan Administrative Committee
the pre-Merger QCII 401(k) Savings Plan. The cadstéd ERISA action, which is brought under the yppe Retirement Income Security
Act alleges, among other things, that the defersdlargached fiduciary
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duties to the Plan members by allegedly excessiv@hgentrating the Plan's assets invested in Q&tK, requiring certain participants in the
Plan to hold the matching contributions receivefrQClI in the Qwest Shares Fund, failing to diselto the participants the alleged
accounting improprieties that are the subject efdbnsolidated securities action, failing to inigete the prudence of investing in QCII's stock,
continuing to offer QCII's stock as an investmeptian under the Plan, failing to investigate thieeff of the Merger on Plan assets and then
failing to vote the Plan's shares against it, pnéng plan participants from acquiring QCII's statiking certain periods, and, as against some
of the individual defendants, capitalizing on thaiivate knowledge of QCII's financial conditionrap profits in stock sales. Plaintiffs seek
equitable and declaratory relief, along with ateysi fees and costs and restitution. Plaintiffs edofor class certification on January 15, 2003,
and QCII has opposed that motion, which is pendefgre the court. Defendants filed motions to d&she consolidated ERISA action on
August 22, 2002. Those motions are also pendingréehe court.

On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedagainst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California irddor the County of San Francisco. CalSTRS all@patithe defendants engaged in fraudulent
conduct that caused CalSTRS to lose in excess5ff #llion invested in QCII's equity and debt séies. The complaint alleges, among other
things, that defendants engaged in a scheme &lyatdlate QCII's revenue and decrease its expgesseghat QCII would appear more
successful than it actually was during the period/hich CalSTRS purchased and sold QCII securifies.complaint purported to state causes
of action against QCII for (i) violation of Califola Corporations Code section 25400 et seq. (deutaws); (ii) violation of California
Corporations Code section 17200 et seq. (unfairpatition); (iii) fraud, deceit and concealment; givj breach of fiduciary duty. Among ott
requested relief, CalSTRS sought compensatoryjalpewd punitive damages, restitution, pre-judgmetarest and costs. QCII and the
individual defendants filed a demurrer, seekingniisal of all claims. In response, CalSTRS voluhltaismissed the unfair competition claim
but maintained the balance of the complaint. Thetatdenied the demurrer as to the California séiesrlaw and fraud claims, but dismissec
breach of fiduciary duty claim against QCII witlalee to amend. The court also dismissed the clagamst Robert S. Woodruff and Robin R.
Szeliga on jurisdictional grounds. On or about RBy 2003, plaintiff filed a First Amended Complaifihe material allegations and the relief
sought remain largely the same, but plaintiff neger alleges claims against Mr. Woodruff and Msliga following the court's dismissal of
the claims against them. CalSTRS reasserted its elgainst QCII for breach of fiduciary duty aslaim of aiding and abetting breach of
fiduciary duty. QCII filed a second demurrer totthkim, and on November 17, 2003, the court disedghat claim without leave to amend.

On November 27, 2002, the State of NeweJefSreasury Department, Division of InvestmentNew Jersey, filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things, that QCII, certain of QClI'enfier officers and certain current directors anchArtAndersen LLP caused QCII's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing falaeements about QCII's business, revenue
and profits. As a result, New Jersey contendsitliaturred hundreds of millions of dollars in less New Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; (i§gligent misrepresentation; and (iii) civil
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conspiracy. Among other requested relief, New Jesseks from the defendants, jointly and severatiympensatory, consequential, incidental
and punitive damages. On November 17, 2003, Qfed £« motion to dismiss. That motion is pendingobethe court.

On January 10, 2003, the State UniversRiesrement System of Illinois, or SURSI, filedaavsuit similar to the CalSTRS and New Je
lawsuits in the Circuit Court of Cook County, Iliis. SURSI filed suit against QCII, certain of Q€lflormer officers and certain current
directors and several other defendants, includirthuk Andersen LLP and several investment banksOGwober 29, 2003, SURSI filed a
second amended complaint which alleges, among tihegs, that defendants engaged in fraudulent wcirithiat caused it to lose in excess of
$12.5 million invested in QCII's common stock amdbtland equity securities and that defendants engimga scheme to falsely inflate QClI's
revenues and decrease its expenses by impropenaaedthted to transactions with the Arizona Scliadtilities Board, Genuity, Calpoint
LLC, KMC Telecom Holdings, Inc., KPNQwest N.V. aKéninklijke KPN, N.V. The second amended complaiatports to state the
following causes of action against QCII: (i) vietat of the Illinois Securities Act; (ii) common lafraud; (iii) common law negligent
misrepresentation; and (iv) violation of sectiondfthe Securities Act. SURSI seeks, among othH@freunitive and exemplary damages,
costs, equitable relief, including an injunctiorfteeze or prevent disposition of the defendamsiséts and disgorgement. All the individual
defendants moved to dismiss the action against thetack of personal jurisdiction. To date, neitl@CII nor the individual defendants have
filed a response to the second amended complaidtihe Illinois' court's schedule does not contetgpihat answers or motions to dismiss be
filed until after the challenges to jurisdictionMeabeen resolved.

On October 22, 2001, a purported derivativesuit was filed in the United States Districtu@ofor the District of Colorado, or the Federal
Derivative Litigation. On February 6, 2004, a thinsiended complaint was filed in the Federal Deifredtitigation, naming as defendants
certain of QCII's present and former directors esdain former officers and naming QCII as a normiledendant. The Federal Derivative
Litigation is based upon the allegations made endbnsolidated securities action and alleges, arotirgy things, that the defendants breached
their fiduciary duties to QCII by engaging in sdialing, insider trading, usurpation of corporgtpartunities, failing to oversee
implementation of securities laws that prohibitides trading, failing to maintain appropriate fireéad controls within QCII, and causing or
permitting QCII to commit alleged securities viddaus, thus (1) causing QCII to be sued for suctations and (2) subjecting QCII to adverse
publicity, increasing its cost of raising capitaldampairing earnings. On March 26, 2004, a progdearth amended complaint was filed in
Federal Derivative Litigation, which names addiibdefendants, including a former QCI!I officer,i@ioup Inc. and corporations affiliated
with Citigroup, Inc. The proposed fourth amendethptaint contains allegations in addition to thoseferth in the third amended complaint,
including that certain individual defendants vieldtsecurities laws as a result of the filing oéaand misleading proxy statements by QCII
from 2000 through 2003, and that the Citigroup ddémts aided and abetted breaches of fiduciargsiotived to QCII. The Federal Derivative
Litigation has been consolidated with the consadidasecurities action. Plaintiff seeks, among otbaredies, disgorgement of alleged insider
trading profits.

On August 9, 2002, a purported derivatasgduit was filed in the Court of Chancery of that8tof Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of
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Delaware on or about August 28, 2002. On OctobePB02, these two alleged derivative lawsuits,allectively, the Delaware Derivative
Litigation, were consolidated. The Second Amendeth@aint in the Delaware Derivative Litigation wiled on or about January 23, 2003,
naming as defendants certain of QCII's currentfander officers and directors and naming QCII e®minal defendant. In the Second
Amended Complaint the plaintiffs allege, among oth@ngs, that the individual defendants; (i) biteed their fiduciary duties by allegedly
engaging in illegal insider trading in QCII's stp¢iK) failed to ensure compliance with federal atdte disclosure, anftiaud and insider tradir
laws within QCII, resulting in exposure to it; {ippropriated corporate opportunities, wastedaare assets and self-dealt in connection with
investments in initial public offering securitidggough QCII's investment bankers; and (iv) imprbpawarded severance payments to QCIlI's
former Chief Executive Officer, Mr. Nacchio and Q€Fformer Chief Financial Officer, Mr. Woodruff hE plaintiffs seek recovery of incent
compensation allegedly wrongfully paid to certagfeshdants, all severance payments made to Mesacshid and Woodruff, disgorgement,
contribution and indemnification, repayment of cangation, injunctive relief, and all costs inclugliegal and accounting fees. On March 17,
2003, defendants moved to dismiss the Second Ande@dmplaint, or, in the alternative, to stay théarc As described below, a proposed
settlement of the Delaware Derivative Litigatiorstmeeen reached.

On each of March 6, 2002 and November RR22a purported derivative action was filed in emDistrict Court, which we refer to
collectively as the Colorado Derivative LitigatioBn February 5, 2004, plaintiffs in one of thessessfiled an amended complaint naming as
defendants certain of QCII's current and formeicefs and directors and Anschutz Company, and rga@i@ll as a nominal defendant. The
two purported derivative actions were consolidated-ebruary 17, 2004. The amended complaint allegaeng other things, that various of
the individual defendants breached their legaledutd QCII by engaging in various kinds of selfitegs, failing to oversee compliance with
laws that prohibit insider trading and self-dealargl causing or permitting QCII to commit allegedgities laws violations, thereby causing
QCII to be sued for such violations and subjec@®@ll to adverse publicity, increasing its cost@fimg capital and impairing earnings.

Beginning in May 2003, the parties to tteddCado Derivative Litigation and the Delaware Dative Litigation participated in a series of
mediation sessions with former United States isthudge Layn R. Phillips. On November 14, 2003 assult of this process, the parties
agreed in principle upon a settlement of the claasgerted in the Colorado Derivative Litigation aéimel Delaware Derivative Litigation, subj
to approval and execution of formal settlement deents, approval by the Denver District Court arsidgsal with prejudice of the Colorado
Derivative Litigation, the Delaware Derivative Igttion and the Federal Derivative Litigation. Frblmvember 14, 2003 until February 17,
2004, the parties engaged in complex negotiatiomegolve the remaining issues concerning the piatesettlement. On February 17, 2004,
parties reached a formal Stipulation of Settlemehich was filed with the Denver District Court. g ktipulation of settlement provides, am:
other things, that if approved by the Denver Dist@ourt and upon dismissal with prejudice of theddare Derivative Litigation and the
Federal Derivative Litigation, $25 million from ttiesurance settlement with certain of QCII's insgrcarriers will be designated for the
exclusive use of QCII to pay losses and QCII wilpiement a number of corporate governance chaig@esStipulation of Settlement also
provides that the Denver District Court may entea@ls of attorneys' fees and costs to derivatisenpiffs' counsel from the $25 million in
amounts not to
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exceed $7.5 million and $125,000, respectively Feébruary 17, 2004, the Denver District Court edexdreliminary Approval Order and
scheduled a hearing to take place on June 15, 20@énsider final approval of the proposed setiehand derivative plaintiffs' counsels'
request for an award of fees and costs.

On or about February 23, 2004, plaintiffie Federal Derivative Litigation filed a motianthe United States District Court for the
District of Colorado to enjoin further proceedirrg$ating to the proposed settlement of the Colofadavative Litigation, or alternatively, to
enjoin the enforcement of a provision in the Pretany Approval Order of the Denver District Courieh plaintiff claims would prevent the
Federal Derivative Litigation from being prosecupshding a final determination of whether the settnt of the Colorado Derivative
Litigation shall be approved. On March 8, 2004, itidividual defendants in the Federal Derivativédation filed a motion to stay all
proceedings in that action pending a determindtipthe Denver District Court whether to approvephgposed settlement of the derivative
claims asserted in the Colorado Derivative Litigati

Other Matters

In January 2001, an amended purported eletisn complaint was filed in Denver District Cbagainst QCIl and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@t h duty to pay a quarterly dividend to
U S WEST stockholders of record as of June 30, 2BG0ntiffs further claim that the defendants mipted to avoid paying the dividend by
changing the record date from June 30, 2000 to JwlyY2000. In September 2002, QCI!I filed a motiondummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On July 2003, the court denied both summary
judgment motions. Plaintiffs' claims for breachfidiiciary duty and breach of contract remain pegdithe case is now in the class certifica
stage, which QCII is challenging.

Several purported class actions relatintpéanstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istaana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andslT€{ass certification was denied in the Louisiarmeeeding and, subsequently, sumn
judgment was granted in QCIlI's favor. A new Louisialass action complaint has recently been filddss certification was also denied in
California proceeding, although plaintiffs havesflla motion for reconsideration. Class certifiaaticas granted in the Illinois proceeding. C
certification has not been resolved yet in the offteceedings. The complaints challenge QCII'striglinstall its fiber optic cable in railroad
rights-of-way and, in Colorado, Illinois and Texatso challenge QCII's right to install fiber optigble in utility and pipeline rights-of-way. In
Alabama, the complaint challenges QCII's rightstall fiber optic cable in any right-efay, including public highways. The complaints gé
that the railroads, utilities and pipeline comparogvn a limited property right-of-way that did nietlude the right to permit QCII to install its
fiber optic cable on the plaintiffs' property. Tineliana action purports to be on behalf of a nati@fass of landowners adjacent to railroad
rights-of-way over which QCII's network passes. Rt@bama, California, Colorado, Georgia, Kansasjitiana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andslastions purport to be on behalf of a class df $sandowners in those states,
respectively. The lllinois action purports to betwhalf of landowners adjacent to railroad
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rights-of-way over which QCII's network passesliimdis, lowa, Kentucky, Michigan, Minnesota, Nebka, Ohio and Wisconsin. Plaintiffs in
the lllinois action have filed a motion to expahe tlass to a nationwide class. The complaints dastages on theories of trespass and unjust
enrichment, as well as punitive damages. Togetliterssme of the other telecommunication carrieeddants, in September 2002, QCII filed
a proposed settlement of all these matters (estbept in Louisiana) in the United States Distriou@ for the Northern District of lllinois. On
July 25, 2003, the court granted preliminary appt@f the settlement and entered an order enjoioamgpeting class action claims, except
those in Louisiana. Accordingly, with the exceptifrthe Louisiana actions, all other right of waytians are stayed. The settlement and the
court's injunction are opposed by some, but nobélihe plaintiffs' counsel and are on appeal lefbe Seventh Circuit Court of Appeals. At
this time, QCII cannot determine whether such eetént will be ultimately approved or the final costhe settlement if it is approved.

On October 31, 2002, Richard and Marcian@r@o-trustees of the R.M. Grand Revocable Livingst, dated January 25, 1991, filed a
lawsuit in Arizona Superior Court alleging that thefendants violated state and federal securii@s bnd breached their fiduciary duty in
connection with an investment by the plaintiff acarities of KPNQwest. QCII is a defendant in fhissuit along with Qwest B.V., Joseph
Nacchio and John McMaster, the former PresidentGhidf Executive Officer of KPNQwest. The plaintiffist claims to have lost $10 millic
in its investment in KPNQwest. On January 27, 2@8d ,Arizona Superior Court granted QCII's motiorismiss the state and federal
securities law claims. On March 19, 2004, plaistfifed a second amended complaint asserting Wolsiof the securities laws and other
claims.

Note 17: Subsequent Events
Debtrelated Matters

On May 1, 2004, we redeemed all of the $billon outstanding principal on our 5.65% noteedNovember 1, 2004 and all of the
$41 million outstanding principal amount on oury3ar 5.5% debentures due June 1, 2005 at par kredeted interest ceased to accrue.

Dividends

In the first quarter of 2004, we declarethadend of $1.360 billion relating to net incorftem prior periods that was not declared or paid
as dividends in those periods. Through May 1, 28380 million of this dividend has been paid.

Legal Matters

On February 9, 2004, Stichting PensioensohBP ("SPA"), filed suit against QCII, certain@QLII's current and former directors, officers
and employees, as well as several other defendaalsding Arthur Andersen LLP, Citigroup Inc. andrious affiliated corporations of
Citigroup Inc., in the United States District Cofat the District of Colorado. SPA alleges that tlefendants engaged in fraudulent conduct
that caused SPA to lose more than $100 milliortedléo SPA's investments in QCII's equity secwgifiarchased between July 5, 2000 and
March 11, 2002. The complaint alleges, among dffiags, that defendants created a false percepfiQCII's revenues and growth
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prospects. SPA alleges claims against QCIl anéiceof the individual defendants for violationssafctions 18 and 10(b) of the Exchange Act
and SEC Rule 10b-5, violations of the Colorado 8@&ea Act and common law fraud, misrepresentatind conspiracy. The complaint also
contends that certain of the individual defendamngsliable as "control persons” because they hagaover to cause QCII to engage in the
unlawful conduct alleged by plaintiffs in violatiar section 20(a) of the Exchange Act, and allegj@sr claims against defendants other than
QCII. SPA seeks, among other things, compensatahpanitive damages, rescission or rescissionamnadas, pre-judgment interest, fees and
costs. On April 19, 2004, defendants filed motitmdismiss which are pending before the court.

On October 4, 2002, a putative class acatias filed in the federal district court for theuBiwern District of New York against Willem
Ackermans, the former Executive Vice President@haf Financial Officer of KPNQwest, in which QGifas a major shareholder. The
complaint alleges, on behalf of certain purchas&iPNQwest securities, that Ackermans engagedfiawdulent scheme and deceptive co
of business in order to inflate KPNQwest revenug seturities. Ackermans was the only defendant dam#he original complaint. On
January 9, 2004, plaintiffs filed an amended compladding as defendants QCII, certain of QClltsrfer executives who were also on the
supervisory board of KPNQwest, and others. Pldinsiéek compensatory damages and/or rescissigupaspaiate against defendants, as well
as an award of plaintiffs’' fees and costs.

On March 22, 2004, Shriners Hospital foil@en, or SHC, filed suit against QCII, certainitsf former employees, and certain
unidentified persons in the District Court for @By and County of Denver. SHC alleges that theedéénts engaged in fraudulent conduct
variety of actions, including issuing false and leasling financial statements. The complaint allegasns against QCII and the other
defendants based upon Colorado state securitiess Banmon law fraud, and negligent misrepresemtaséiC alleges damages of $17 milli
SHC seeks compensatory and punitive damages, stégoosts and attorneys' fees. On April 16, 2@86fendants removed this case to the
United States District Court for the District of IB@mdo where it is now pending.

On or about March 30, 2004, Teachers' Batint System of Louisiana, or TRSL, filed suit agaiQCllI in the District Court for the City
and County of Denver. The allegations of the TRS8Inplaint are substantially the same as the seid flgainst QCIl by SHC, except that
TRSL alleges damages of $17 to 23 million. On Ap6i| 2004, defendants removed this case to theetStates District Court for the District
of Colorado where it is now pending.
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Note 18: Quarterly Financial Data (Unaudited)

2003

Total operating revent

Operating incomi

Income before cumulative effect of change in actiogn
principle

Net income

2002

Total operating revent

Operating income (los:

Income before cumulative effect of change in actiogn
principle

Net income (loss

First Quarter 2003

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
(Dollars in millions)
$ 2,757 $ 2,707 % 271C % 2637 $ 10,81:
68¢ 581 57¢ 46¢€ 2,31
304 24¢€ 86 19z 831
52& 24¢€ 86 19: 1,05(C
$ 2917 $ 2855 % 2807 $ 2,80C $ 11,37¢
822 64t 67€ 807 2,95(
37C (259 303 38t 80t
37C (25%) 30:< 38t 80t

Includes $219 million of net income due to the clative effect of change in accounting principle.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of March 2, 2004, except for notes 7ari 17 as to which the date is May 1, 2004, werted on the consolidated balance sheets
of Qwest Corporation and subsidiaries, a wholly edsubsidiary of Qwest Communications Internatidnel, as of December 31, 2003 and
2002, and the related consolidated statementsevhtipns, stockholder's equity, and cash flows#mwh of the years in the three-year period
ended December 31, 2003, as contained in the Desre®ih 2003 annual report on Form 10-K/A. In cotimecwith our audits of the
aforementioned consolidated financial statemengsalso audited the related accompanying consotidaiancial statement schedule,
Schedule ll—Valuation and Qualifying Accounts. Tfirencial statement schedule is the responsililitthe Company's management. Our
responsibility is to express an opinion on thi@finial statement schedule based on our audits.

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

/sl KPMG LLP

Denver, Colorado
March 2, 2004, except for the note to Schedtule
as to which the date is May 1, 2004
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QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(dollars in millions)

Balance at Balance at
beginning Charged to end of
of period expense Deductions period
Allowance for doubtful account
2003 96 124 11€ 10z
2002 84 26C 24¢ 96
2001 61 19t 173 84

Until May 1, 2004, Qwest Corporation praaddwireless services through its wholly owned gtibsy, Qwest Wireless LLC ("Qwest
Wireless"). On May 1, 2004, we transferred owngrstiiQwest Wireless to an affiliate. As a conseg@egeme no longer have wireless
operations, and the results of operations anditlaa¢ial position of Qwest Wireless have been s=ifeed in our consolidated financial
statements to be included in discontinued operstidmounts shown in this schedule have also bedset to conform to the current
presentation of our consolidated financial statemen
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PROSPECTUS

$1,500,000,000
Qwest Corporation
Exchange Offer for All Outstanding
8 7/8% Notes due 2012

(CUSIP Nos. 74913G AB1 and U7490R AA7)

for new

8 7/ 8% Notes due 2012

which have been registered under the Securities Aof 1933

, 2004




PART II
Item 20. Indemnification of Directors and Officers

The following summaries are subject todhmplete text of the statutes and organizationaudwnts of the registrant described below
are qualified in their entirety by reference ther&west Corporation ("QC"), the issuer of the spte a Colorado corporation.

The Bylaws of QC provide for the indemrdfiion of directors and officers to the extent pasitile under applicable law. Section 7-109-
102 of the Colorado Business Corporation Act (8BCA") specifies the circumstances under which@a@tion may indemnify its directol
officers, employees or agents. For acts done ierson's "official capacity," the CBCA generally u@gs that an act be done in good faith and
in a manner reasonably believed to be in the Inéstasts of the corporation. In all other civil easthe person must have acted in good faitl
in a way that was not opposed to the corporatioess interests. In criminal actions or proceeditigs, CBCA imposes an additional
requirement that the actor had no reasonable ¢aussieve his conduct was unlawful. In any prodegdby or in the right of the corporation,
or charging a person with the improper receipt péesonal benefit, no indemnification, except fourt-ordered indemnification for reasonable
expenses incurred, can be made. Indemnificatiomaisdatory when any director or officer is whollycseassful, on the merits or otherwise, in
defending any civil or criminal proceeding. Sectibi08-402 of the CBCA provides that no directopfificer shall be personally liable for any
injury to person or property arising out of a toemmitted by an employee unless such director fizesfwas personally involved in the
situation giving rise to the litigation or committe criminal offense in connection with such siikt The rights granted by the Bylaws of QC
will not be deemed exclusive of any other rightsvtach those seeking indemnification, contributionadvancement of expenses may be
entitled under any statute, articles of incorpamtiagreement, contract of insurance, vote of stwdders or disinterested directors, or
otherwise. The rights of indemnification and adwament of expenses provided by or granted pursoahetBylaws of QC will continue as ti
person who has ceased to be an indemnified repiegsenin respect of matters arising before suctetand will inure to the benefit of the he
executors, administrators, and personal represessgadf such a person.

The directors and officers of QC are coudrg insurance policies insuring them against @eftabilities.

Item 21. Exhibits and Financial Statement Schedules
(a) Exhibits

See the Exhibit Index attached to this Regfion Statement and incorporated herein by eefss.
(b) Financial Statement Schedules

Schedule Il—Valuation and Qualifying Accadsin

Item 22.Undertakings

The undersigned registrant hereby undestédkeespond to requests for information that é@iporated by reference into the prospectus
pursuant to Item 4, 10(b), 11 or 13 of this Fornthim one business day of the receipt of such regj@and to send the incorporated documents
by first class mail or other equally prompt medrtss includes information contained in documeriedffisubsequent to the effective date of the
registration statement through the date of respantdi the request.
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The undersigned registrant hereby undestaksupply by means of post-effective amendmémfalrmation concerning a transaction,
and the company being acquired involved theret, was not the subject of and included in the tegfisn statement when it became effect

Insofar as indemnification for liabiliti@sising under the Securities Act of 1933 may benieed to directors, officers and controlling
persons of the registrant pursuant to the foregpmgisions, or otherwise, the registrant has kashrised that in the opinion of the Securities
and Exchange Commission such indemnification isrsgg@ublic policy as expressed in the Act andhsrefore, unenforceable. In the event
that a claim for indemnification against such liigis (other than the payment by the registrargxgfenses incurred or paid by a director,
officer or controlling person of the registrantlive successful defense of any action, suit or miog) is asserted by such director, officer or
controlling person in connection with the secusitieeing registered, the registrant will, unlesthaopinion of counsel the matter has been
settled by controlling precedent, submit to a cofidppropriate jurisdiction the question of whetkech indemnification by it is against public
policy as expressed in the Act and will be goverbgdhe final adjudication of such issue.
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SIGNATURES

Pursuant to the requirements of the Seearfict, Qwest Corporation has duly caused this sdngent No. 1 to the registration statement
to be signed on its behalf by the undersignedetim@o duly authorized, in the City of Denver, Sett€olorado, on December 6, 2004.

QWEST CORPORATIOMN

By: /s/ OREN G.SHAFFER

Name: Oren G. Shaff
Title: Vice Chairman and Chief Financial Offic

Pursuant to the requirements of the Seéearfct of 1933, as amended, this Amendment No.the registration statement has been si
below by the following persons in the capacitied an the dates indicated.

Name Title Date

/s/ RICHARD C. NOTEBAERT Director, Chairman and Chief Executive Offic

(Principal Executive Officer) December 6, 200

Richard C. Notebae

/s/ OREN G. SHAFFER Director, Vice Chairman and Chief Financial
Officer December 6, 2004
Oren G. Shaffe (Principal Financial Officer)

/s JOHN W. RICHARDSON

Controller and Senior Vice President December 6, 2004

John W. Richardso (Principal Accounting Officer)
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Exhibit
No.

EXHIBIT INDEX

Description

(3.1)

(3.2)

(3.3)

4.1)

(4.2)

(4.3)

51

(10.1;

(10.2

(10.3

]

(10.4

(10.5!

]

Restated Articles of Incorporation of Qwest Cagtimn (incorporated by reference to Qwest Corpong Annual Report on
Form 1(-K for the year ended December 31, 1997, File M-3040).

Articles of Amendment to the Articles of Incorpacat of Qwest Corporation (incorporated by referetec®west Corporation's
Quarterly Report on Form -Q for the quarter ended June 30, 2000, File I-3040).

Amended and Restated Bylaws of Qwest Corporatimcofporated by reference to Qwest Corporation'sudhReport on
Form 1(-K for the year ended December 31, 2002, File M3040).

Indenture, dated as of October 15, 1999, by anddst Qwest Corporation and Bank One Trust Compdagipnal
Association as trustee (incorporated by referead@west Corporation's Annual Report on Form 10-Kifie year ended
December 31, 1999, File No-3040).

Registration Rights Agreement, dated March 12, 2692nd among Qwest Corporation and the initiatpasers named
therein (incorporated by reference to Qwest Coitmms Quarterly Report on Form ID{or the quarter ended March 31, 2C
File No. 1-3040).

Officer's Certificate of Qwest Corporation, datedrgh 12, 2002 (including form of notes
Opinion of Stephen E. Brilz, Deputy General Courtigegdwest Communications International |

Indenture, dated as of April 15, 1990, by and betwilountain States Telephone and Telegraph Comgaahyl he First
National Bank of Chicago (incorporated by referettc®west Corporation's Annual Report on Forr-K for the year ended
December 31, 2002, File No-3040).

First Supplemental Indenture, dated as of Aprill991, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referettc®west Corporation's Annual Report on Forr-K for the year ended
December 31, 2002, File Nc-3040).

Term Loan Agreement, dated as of June 9, 2003nbdyaenong Qwest Corporation, the Lenders listecetheand Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitincorporated, as sole book-runner, joint lead areamnd syndication
agent, and Credit Suisse First Boston, acting gjiinats Cayman Islands branch as joint lead arraagéradministrative agent,
and Deutsche Bank Trust Company Americas, as dautatien agent and Deutsche Bank Securities, Inaranger
(incorporated by reference to Qwest Corporationigé€ht Report on Form-K, dated June 10, 2003, File N-3040).

First Supplemental Indenture, dated as of Augus@04, by and between Qwest Corporation and UaBkBlational
Association (incorporated by reference to Qwest @omications International Inc.'s Quarterly Repertrmrm 10-Q for the
guarter ended September 30, 2004, File I-15577).

Purchase Agreement, dated August 12, 2004, by isoch@ Qwest Corporation and the Initial Purchadetsd therein
(incorporated by reference to Qwest Communicatiotesnational Inc.'s Quarterly Report on Form 1@e@the quarter ended
September 30, 2004, File N¢-15577).

(10.6,

J

(10.7

(10.8

(10.9;

Registration Rights Agreement, dated August 1942@fhong Qwest Corporation and the Initial Purctsabsted therein
(incorporated by reference to Qwest Communicatiotesnational Inc.'s Quarterly Report on Form 1@e@the quarter ended
September 30, 2004, File N¢-15577).

Second Supplemental Indenture, dated NovemberQfBl, 2y and between Qwest Corporation and U.S. Bdakonal
Association (incorporated by reference to QwesipOmation's Current Report on Form 8-K dated Novanil8e 2004, File
No. 1-3040).

Purchase Agreement, dated November 18, 2004, bamotg Qwest Corporation and the initial purchabsted therein
(incorporated by reference to Qwest Corporationigé€ht Report on Form-K dated November 18, 2004, File N«-3040).

Registration Rights Agreement, dated November 2842by and among Qwest Corporation and the imtiathasers listed
therein (incorporated by reference to Qwest Cottamma Current Report on Form 8-K dated November20®4, File No. 1-



3040).
12.1  Statement of Computation of Ratio of Earnings teHiCharges
(21.1,  Subsidiaries of the Registran
23.1  Consent of Stephen E. Brilz, Deputy General Couos&lwest Communications International Inc. (inadddn Exhibit 5.1)
23.z  Consent of Independent Registered Public Accouriing.

(25.1  Statement of Eligibility of Trustee, J.P. Morgaru$r Company, National Association (as successimté@nest to Bank One
Trust Company, N.A.), on Form-1.T

(99.1  Form of Letter of Transmittal.

(99.2,  Substitute Form \-9 and Guidelines for Certification of Taxpayer ItiBoation Number on Substitute Form-9.1
(99.3°  Form of Notice of Guaranteed Delivery

(99.4.  Form of Letter to Brokers, Dealers, Commercial Bankrust Companies and Other Nominet

(99.5,  Form of Letter to Clients for Use by Brokers, DesJeCommercial Banks, Trust Companies and OtheriNees.t

( ) Previously filed.

T Previously filed with this registration statement.
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Exhibit 5.1

~— _!,::1-".'. i
Qwest =
Spirit of Service

December 6, 2004

Qwest Corporation
1801 California Street
Denver, CO 80202

Ladies and Gentlemen:

At the request of Qwest Corporation, a Colorad@omation (the "Company"), | have examined Amendnimt1 to the Registration Statem
on Form S-4 (the "Registration Statement”) filethvthe Securities and Exchange Commission in cdiorewith the proposed offering of up
to $1,500,000,000 in aggregate principal amoui ofs % Notes due 2012 (the "Exchange Notes") in exchémgep to $1,500,000,000 in
aggregate principal amount of the Company's outiitgr8’ / 8 % Notes due 2012 (the "Outstanding Notes").

For purposes of this opinion letter, | have examioepies of the following documents, as well ashsoiher documents and records as |
considered relevant (together, the "Documents”):

1. the Registration Stateme!

2. the Indenture, dated as of October 15, 1999, bybatdeen the Company and Bank One Trust Compartioidd Association, as
trustee (the "Indenture");

3. the Officer's Certificate of the Company, dated tfet2, 2002, including the form of the Outstandiwes;
4. the Restated Articles of Incorporation of the Compas amended, as in effect on the date hereof;
5. the Amended and Restated Bylaws of the Companip, effect on the date hereof; and

6. the resolutions of the Board of Directors of thex(pany adopted at a meeting held on March 7, 20@fimg to, among other things, t
exchange of the Exchange Notes for the Outstandatgs.

In my examination of the Documents, | have assuthedjenuineness of all signatures, the legal cgpatall natural persons, the accuracy
and completeness of all of the Documents, the atittity of all originals of the Documents, and tenformity to authentic original documents
of all of the Documents submitted to me as copedyding telecopies). This opinion letter is givamd all statements herein are made, in the
context of the foregoing.

Based upon, subject to and limited by the foregoliragn of the opinion that the Exchange Notes H@een duly authorized on behalf of the
Company and that, (i) following the effectivene$she Registration Statement and receipt by the @om of the Outstanding Notes in
exchange for the Exchange Notes as contemplatéluebiRegistration Statement and related prospeciigid assuming due execution,
authentication, issuance and delivery of the Exgkaxotes as provided in the Indenture, the Exchataies will constitute legal, valid and
binding obligations of the Company.




This opinion letter has been prepared for use imeotion with the Registration Statement. | assnmebligation to revise or supplement this
opinion letter in the event of any changes in tiredoing subsequent to the effective date of trgidRation Statement.

In addition to the qualifications, exceptions amitations elsewhere set forth in this opinionéettmy opinions expressed above are also
subject to the effect of: (1) bankruptcy, insolvwgneorganization, receivership, moratorium or oth&s affecting creditors' rights (including,
without limitation, the effect of statutory and etHaw regarding fraudulent conveyances, fraudutamsfers and preferential transfers); and
(2) the exercise of judicial discretion and thelegagpion of principles of equity including, witholitnitation, requirements of good faith, fair
dealing, reasonableness, conscionability and naditgr{regardless of whether the applicable agragmare considered in a proceeding in
equity or at law).

I hereby consent to the filing of this opinion é&thas Exhibit 5.1 to the Registration Statementtarttie use of my name under the caption
"Legal Matters" in the prospectus constituting & pathe Registration Statement. In giving thisisent, | do not thereby admit that | am an
"expert" within the meaning of the Securities AE1833, as amended.

Very truly yours,
/s/ STEPHEN E. BRILZ

Stephen E. Brilz
Deputy General Couns




QuickLinks

Exhibit 5.1



QuickLinks-- Click here to rapidly navigate through this domnt

Exhibit 12.1
QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(DOLLARS IN MILLIONS)
Nine Months Ended
September 30, Years Ended December 31
2004 2003 2003 2002 2001 2000 1999

Income from continuing operations before incc
taxes and cumulative effect of change in account
principle effect $ 127¢$ 142(% 1,75¢$ 243E3$ 283$ 220:% 2831
Add fixed charge: 49C 47¢ 64z 63: 58¢ 58¢ 442
Add amortization of capitalized intere 10 10 13 14 15 12 12
Less interest capitalize (8 (20 12 (23 (449 (49 27)

Earnings available for fixed charg 1,76¢ 1,89¢ 2,401 3,05¢ 3,392 2,75¢ 3,25¢
Interest expense, including amortization of
premiums, discounts and debt issuance ¢ 43¢ 424 573 541 465 45¢ 35¢
Interest capitalize 8 10 12 23 44 49 27
Interest factor on renta 43 44 57 69 79 81 57

Fixed charge $ 49C $ 47¢ $ 64z $ 63z $ 58¢ $ 58¢ $ 443
Ratio of earnings to fixed charg 3.€ 4.C 3.7 4.8 5.8 4.7 7.4

Until May 1, 2004, Qwest Corporation praddwireless services through its wholly owned dtibsy, Qwest Wireless LLC ("Qwest
Wireless"). On May 1, 2004, we transferred owngrgtiiQwest Wireless to an affiliate. As a consegeemve 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 schedule have also bedset to conform to the current

presentation of our consolidated financial statesien
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Exhibit 23.2

Consent of Independent Registered Public Accountingirm

The Board of Directors and Stockholder
Qwest Corporation:

We consent to use of our reports included hereihtarthe reference of our firm under the headingo#ts" in the prospectus.

Our report dated March 2, 2004, except for notels7and 17, as to which the date is May 1, 200# weispect to the consolidated balance
sheets of Qwest Corporation and subsidiaries &eoémber 31, 2003 and 2002, and the related cdiasetl statements of operations,
stockholder's equity, and cash flows for each efythars in the three-year period ended Decembe(BB refers to the Company's adoption of
Statement of Financial Accounting Standards No, M8ounting for Asset Retirement ObligatioBstement of Financial Accounting
Standards No. 14Zo0odwill and Other Intangible AssetStatement of Financial Accounting Standards Md., Accounting for the

Impairment or Disposal of Lor-Lived Assetsand Statement of Financial Accounting Standards188,Accounting for Derivative Instrumer
and Hedging Activities

/sl KPMG LLP

Denver, Colorado
December 6, 2004
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