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PART |

ITEM 1. BUSINESS.

Qwest Corporation ("Qwest", "us", "we" or "our")guides local telecommunications and related sesvicewell as wireless services to more
than 25 million residential and business custoriretBe 14-state local service area of Arizona, @ulo, Idaho, lowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soukdda, Utah, Washington and Wyoming (our "local/ser area™). We principall

serve global and national business and governmetommers, and small business and residential cessoprimarily in our local service area.

Qwest is incorporated under the laws of the Sth@otorado and its principal offices are located&D1 California Street, Denver, Colorado
80202, telephone number (303) 992-1400.

On June 30, 2000, Qwest Communications Internatioca("QCII") completed its acquisition (the "Mger") of U S WEST, Inc. ("U S
WEST"). QCII accounted for the Merger as a revaisguisition under the purchase method of accoumtittyU S WEST being deemed the
accounting acquirer and QCII the acquired entity.aresult of the Merger, we became a wholly owsdasidiary of QCII.

OPERATIONS

We are managed as a single business unit and depmrt our results at any lower level, such agatpe segments, to our chief operating
decision maker. However, for reference purposés dibcument discloses the segments as reportedrigyaosent, QCIl. Our operations are
included in QCII's consolidated results and inftiilowing QCII operating segments: (1) retail sers, (2) wholesale services and (3)
network services. QCII intends to change its segmeporting beginning in 2002 to reflect the wayihich QCII is managing its operations
in 2002. As a result, our business will be includiethe new QCII operating segments in 2002, devia: (1) business services, (2) consumer
services, (3) wholesale services and (4) netwankiees. You can find additional financial informati on QCII's operating segments in Note
10 to our consolidated financial statements.

RETAIL SERVICES

We offer a wide variety of retail products and $egs that help people and businesses communicatawltiple electronic mediums. We sell
these products and services directly to residensiats, businesses, educational and governmemtiatiag. We also sell these products and
services to other telecommunications companiedratednet service providers ("ISPs") for resalernd @sers. These companies may also use
our products and services with respect to the prami®f their customers' telecommunications. THi¥ang reflects the key categories of our
retail products and services.

VOICE COMMUNICATIONS. We offer voice communicatiotisat include basic local exchange telephone selac Centrex services.

- Local exchange telephone services. We operatioak exchange telephone service in our localiserarea. The local exchange telephone
service connects our customer's home or officauitdelephone network in order to originate and ieate voice and data telecommunicatir
We also offer additional voice products such asd®e Branch Exchange ("PBX") and Direct Inward Of@ID"). PBX allows the customer
to have multiple telephone numbers carried on argeltrunk between the customer premise and teptiehe exchange. DID allows the
customer to dial others within the company usinly am extension. In addition to these local telagheervices, we provide a number of
enhanced service features, such as CallerID, Caitilg, 3-Way Calling, and Voice Mail. We also derirevenue from directory assistance
and public telephone service.

- Centrex services. Our Centrex product is offgmetiominantly to small business and governmenbaousts with needs in voice
communications. The Centrex product offers thearust all of the advantages of a personal telepkgsm without the expense of owning
the equipment. The central office provides allraf features directly to the business.
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ADVANCED DATA AND IP PRODUCTS. We offer a broad rge of products and services to transport voices datl video
telecommunications that use evolving transport odghhat optimize our existing network and incogternternet protocol ("IP")
technology. This technology lowers costs and irsgedransmission speeds. We believe that theseesand products will be a key
component of our overall growth. We view these piaig and services as data and IP-enabled produtttseavices.

Data. Our data products include a number of pradoffered primarily to businesses, telecommunic&ticompanies, government agencies
and ISPs. These products and services are useusbyebses to facilitate a variety of their intersadl external data transmissions, such as
transferring files from one location to anotherr@lecommunications and ISP customers use theskigts and services primarily to enable
their customers to transmit large amounts of da&a broadband infrastructure. Some of these pradactude:

- Asynchronous Transfer Mode ("ATM"), which is aoadband, network transport service that providiest efficient way to electronically
move large quantities of information over a higidliable, scalable, secure fiber optic network.

- Frame Relay, which is a fast packet switchindgptetogy that allows data to travel in individuakcgats of variable length. The key
advantage to this approach is that a frame relayark can accommodate data packets of various sgssciated with virtually any data
protocol.

- Private Lines, which are direct circuits or chelsrthat are specifically dedicated to the usencérad-user organization for the purpose of
directly connecting two or more sites in a multesénterprise. Private lines offer a highly cog¢eive solution for frequent communications
of large amounts of data between sites is frequent.

- Integrated Services Digital Network ("ISDN"), whiis a comprehensive digital network architecallewing users to transmit voice, data,
video and image -- separately or simultaneoustywer standard telephone lines or fiber optics.

- Customer Premises Equipment ("CPE"), which weltesd lease from leading equipment manufactumectides equipment such as
phones, modems, routers and switches. We provigess related to the CPE for a wide variety oftoager network needs.

IP. IP-enabled products assist in the transmissiaoice, data and video using our fiber optic lotmend network. These products include the
following:

- Internet Dial Access, which provides ISP custamweith a comprehensive, reliable, cost-effectivad-dip network infrastructure. Our dial
products are primarily designed for establishedsI®&Rh strong networking capabilities looking tgpexd their existing dial networks quickly
and cost-effectively, as well as smaller ISPs dwgito increase their dial-up Internet access cayer

- Digital Subscriber Line products ("DSL"), whiclhgvide residential and business customers a digitmlem technology that converts their
existing telephone lines into higher bandwidth lfies for video and high-speed data communicatiorthie Internet or private networks.

WIRELESS SERVICES AND PRODUCTS. We hold 10 MHz fises to provide Personal Communications Servic&]RCmost markets i
our local service area. We offer wireless servine28 of these markets. Our integrated service lesajur customers to use the same
telephone number for their wireless phone as feir thome or business phone. We also serve wirelestsmers in 20 smaller markets in our
local service area through a joint venture with dloémerica, Inc. We provide digital services in 80 MHz band. Our PCS licenses were
issued in 1997 with 10-year terms and are renewablguccessive 10-year terms within Federal Comoations Commission ("FCC")
regulations.

LONG-DISTANCE SERVICES. We provide intraLATA longstiance service to our customers within our loealige area. IntraLATA
long-distance service refers to services that daxsd exchange area boundaries but originate emainate within the same geographic local
access and transport area, or LATA. There are ZVAsAthroughout our local service area. These sesvicclude calls that terminate outside
a



caller's local calling area but within their LAT#jde area telecommunications service or "800" sess/for customers with highly
concentrated demand and special services, sucarsport of data, radio and video.

We sell our retail products and services throughréety of channels including direct-sales markgtiielemarketing and arrangements with
third-party agents.

WHOLESALE SERVICES

We provide network transport, switching and billsgyvices in our local service area to competitdeal exchange carriers ("CLECSs"),
interexchange carriers ("IXCs") and wireless casti€LECs are communications companies certified btate Public Utility Commission or
similar agency ("PUC") that provide local exchaisgevice within a LATA, including LATAs within ouiokcal service area. IXCs provide
long-distance services to end-users by handling tizt are made from a phone exchange in one L&Tén exchange in another LATA.
Competitive communications companies often opeaatkoth CLECs and IXCs. We also provide wholesaldyxts such as conventional
private line services to other communications ptevs, ISPs and other data service companies ahevbigme voice services. We will be
allowed to provide wholesale interLATA network tegort services within our local service area follagv=CC approval of our interLATA
applications.

We sell these services in our local service arg@yIneans of negotiated interconnection agreenapypsoved by PUCSs, (2) by reference to
our filed Statement of Generally Available Termsl @onditions, (3) through our tariffs and contraatsl (4) through advertising on our
website.

NETWORK SERVICES

Network services provide access to our telecomnatioics network, including our information techna&sysupporting the network, primar
to customers of our retail services and wholesateices.

COMPETITION
RETAIL SERVICES

VOICE COMMUNICATIONS. In providing local exchangersices, we compete with CLECS, including some aliog national carriers,
and increasingly with wireless providers and calolmpanies. Competition is based primarily on préggyices, features, customer service,
network access coverage, quality and reliability.

Our existing infrastructure and long-standing costorelationships make us the market leader inigioy local exchange services in our
local service area. However, technology substitytsaich as wireless and cable telephony substitofiovireline and cable modem
substitution of dial-up modem lines, has led taeardase in total access lines. Access lines aphehe lines reaching from a central office to
the customer's premises. Our competitive positidinbenefit from receiving FCC approval to offetémLATA long-distance services within
our local service area. This regulatory relief wllbw us to market long-distance services to cistng local customers.

ADVANCED DATA AND IP PRODUCTS. Business customers ghe primary market for these network-relatedises. In providing these
services, we compete with national carriers, Regi@ell Operating Companies ("RBOCs") and CLECsstGmers are particularly concertr
with network reach, but are also sensitive to dualeliability, customer service and price.

WIRELESS SERVICES AND PRODUCTS. We provide mobilepe services in select markets in our local seraiea, including Denver,
Seattle, Phoenix, Minneapolis, Portland, and Sakel City. The wireless industry continues to grbut is highly competitive. We compete
primarily with national and regional wireless card. Competition in the wireless market is baséuamily on price, services, features,
coverage area, technical quality and customera@rimcreased competition combined with the lackaifonal coverage has impeded our
growth. Our future competitive position will depeon our ability to offer new features and servigege competitively and respond to
changing consumer preferences and demographics.



In addition, we hope to improve our competitiveipor by bundling and integrating our wireless seeg with our wireline and other
communications services.

LONG-DISTANCE SERVICES. We market intraLATA longsiance services within our local service area. Wfepete with national
carriers as well as CLECs, RBOCs and other reseMgireless providers also market in-state longadise services as a substitute to
traditional wireline and fiber optic service.

Competition in the long-distance retail marketasdéd primarily on price, services, features, custaarvice, network coverage, quality and
reliability. We are the market share leader in @img intraLATA long-distance within our local séce area, but we face increasing
competition from national carriers, which have $abgal financial and technical resources. Natiarzatiers will continue to have a
competitive advantage until we gain FCC approvalfter interLATA long-distance services in our lbsarvice area. Upon such approval,
our competitive position will improve based on aility to market additional long-distance servite®ur existing customers.

WHOLESALE SERVICES

We primarily compete with smaller regional provislencluding CLECs, competitive access providexsiadependent telephone companies.
We compete in our local service area on networlityyaustomer service, product features, the speigtdwhich we can provide a customer
with requested services and price. Although ouustas the incumbent local exchange carrier ("IDE@Ips make us the leader in providing
wholesale services within our local service areergased competition has resulted in a reductidmillable access minutes of use. Our
competitive position should improve as the FCCvedlais to offer interLATA wholesale services.

REGULATION

As a general matter, we are subject to substametiilation, including requirements and restrictiarising under the 1996
Telecommunications Act (the "1996 Act") and statiktyl laws, and the rules and policies of the FG@&te PUCs and other governmental
entities. This regulation, among other matterstentty prohibits us (with certain exceptions) framoviding retail or wholesale interLATA
telecommunications services within our local senacea, and governs the terms and conditions wrtieh we provide services to our
customers (including competing CLECs and IXCs inloual service area).

INTERCONNECTION. The FCC is continuing to interptieé obligations of ILECs under the 1996 Act teeebnnect their networks with,
and make unbundled network elements availablelt&(3. These decisions establish our obligatiormumlocal service area, and our rights
when we compete outside of our local service dredanuary 2002 the FCC released its Triennial &ewf Unbundled Network Elements in
which it seeks to ensure that the framework esthbd in the 1996 Act remains current given advaimcgechnology and developments in the
markets for telecommunications services. The outofrthis proceeding may affect our current oblmys regarding sharing our network
with our competitors. In addition, the United Sta8upreme Court is now considering an appeal frontireg of the Eighth Circuit Court of
Appeals that the FCC's rules for the pricing oéinbnnection and unbundled network elements by R E@awfully preclude ILECs from
recovering their actual costs as required by thf6148ct.

ACCESS PRICING. The FCC has initiated a numbenro€gedings that directly affect the rates and adafgr access services that we sell or
purchase. It is expected that these proceedingsedateéd implementation of resulting FCC decisiaiiscontinue through 2002.

On May 31, 2000, the FCC adopted the access redahuniversal service plan developed by the Coalifbr Affordable Local and Long-
Distance Service ("CALLS"). The adoption of the A48 proposal resolved a number of outstanding isbaé&we the FCC. The CALLS plan
has a five-year life and provides for the followimgimination of the residential presubscribediekehange carrier charge; increases in
subscriber line charges; reductions in switche@&sgtisage rates; the removal of certain impliditarsal service support from access cha
and direct recovery from end users; and commitmieats participating IXCs to pass through accessgdaeductions to end users. We have
opted into the five-year CALLS plan.



ADVANCED TELECOMMUNICATIONS SERVICES. The FCC hasled that advanced services provided by an ILECavered by those
provisions of the 1996 Act that govern telephonehexge and exchange access services. We challdrigdidding, contending that
advanced services fit within neither category amedrst properly treated as exchange services. O 2@ 2001, the Court of Appeals
vacated and remanded to the FCC its classificatidSL-based advanced services. In January 200BGaereleased a Notice of Proposed
Rulemaking regarding the Regulatory RequirementflieC Broadband Telecommunications Services. is pinoceeding the FCC seeks
comment on what changes should be made in tradltregulatory requirements to reflect the compatitharket and create incentives for
broadband services growth and investment.

INTERLATA LONG-DISTANCE ENTRY. Several RBOCs haviefl for entry into the interLATA longlistance business. Although many
these applications have been supported by stats ROEFCC had rejected all applications until Delcer 1999. As of March 25, 2002, the
FCC has granted long-distance authority to RBOGsatng in the states of Arkansas, ConnecticutgdanMassachusetts, Missouri, New
York, Oklahoma, Pennsylvania, Rhode Island and $eXpplications are pending that, if granted by H@C, would permit the relevant
RBOC to provide interLATA services in the statesG&orgia, Louisiana, Maine, New Jersey and Vermbpplications are expected to be
filed with the FCC during 2002 covering numerouditidnal states.

We have filed applications with all of our locahgiee area state PUCs for support of our planngdiegtions to the FCC for authority to er
the interLATA long-distance business. Workshops i@tated proceedings are complete in twelve offourteen local service area states, and
hearings are underway in the remaining two localise area states. We agreed to test operatiopgsusystems ("OSS") on a regional bi

in thirteen states, and testing of those systergarb@ March 2001. Testing in Arizona was condustpharately, and began in February 2
OSS testing is in its final stages, and state prdicgs on our applications are in progress. Weeatly plan to file for interLATA long-
distance approval with the FCC for all states inlogal service area by mid-2002 and expect toivecapproval of the applications within 90
days of each filing. However, there can be no asme that we will be in a position to make thegdiegtions to the FCC on our current
schedule, or will obtain timely FCC approval ofsheapplications.

RECIPROCAL COMPENSATION FOR ISPS. On April 27, 20€ie FCC issued an Order with regard to intereagdmpensation for ISP
bound traffic. The Order required carriers sendi®B bound traffic to reduce reciprocal compensatates over a 36-month period beginning
with an initial reduction to $0.0015 per minuteuske and ending with a rate of $0.0007 per minutgsef In addition, a cap was placed on the
number of minutes of use on which the terminatiagier may charge such rates. This reduction wvlldr costs that we pay CLECs for
delivering such traffic to other carriers, although do not expect that this will have a materi&efon our results of operations.

EMPLOYEES

As of December 31, 2001, we employed approximat8]p00 employees. Approximately 80% were represdoyecollective bargaining
agreements.

ITEM 2. PROPERTIES.

Our principal properties are located in our loeal&e area. The percentage allocation of our fpal@ross property, plant and equipment
consists of the following:

DECEMBER 31,

2001 2000
Communications equipment......ccccccceveveeeeenn. L 44% 43%
Other network equipment......cccccoeeeeveeeeveeeees L 41% 40%

Communications equipment primarily consists of shas, routers and transmission electronics. Otbevark equipment primarily includes
conduit and cable (both copper wire and fiber Qptide own substantially all of our telecommunicat@quipment required for our business.
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ITEM 3. LEGAL PROCEEDINGS.

For a discussion of legal proceedings arising leefzecember 31, 2001, see Note 9 to the consolidimtacial statements. The following
describes certain legal proceedings and claimshina arisen since December 31, 2001.

On February 14, 2002, the Minnesota Departmentonfil@erce filed a formal complaint against us with Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectamneements with the Minnesota Public
Utilities Commission relating to certain of our wesale customers, and thereby allegedly discrinmgatgainst other CLECs. The complaint
seeks civil penalties related to such alleged timts between $50 million and $200 million. Thi@peeding is at an early stage. Other states
in the local service area are looking into simifeatters and further proceedings may ensue in thiases.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
Not applicable
PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS.
Not applicable
ITEM 6. SELECTED FINANCIAL DATA.
We have omitted this information pursuant to Gehiestruction 1(2).
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
We have omitted certain information pursuant to €@ahinstruction 1(2).

Special Note: Certain statements set forth beloteuthis caption constitute “forward-looking staeerts” within the meaning of the Private
Securities Litigation Reform Act of 1995. You cariar to "Special Note Regarding Forward-Lookingt&teents" at the end of this Item 7 for
additional factors relating to such statements els as for a discussion of certain risk factorslaable to our financial condition and results
of operations.

RESULTS OF OPERATIONS
2001 COMPARED WITH 2000

Several items of a non-recurring nature impactédno®me in 2001 and 2000. Results of operationsghie two years excluding the after-tax
effects of such items are as follows:

INCREASE
2001 2000 (DECREASE)

(DOLLARS IN MILLIONS)

Net inCOME.......coovrerreeeeee e . $1,737 $1,196 $541 45.2%
Non-recurring itemS........cooeeeeeeviiiiicinnnens . 292 804 (512) (63.7)%
Adjusted net income............cccoceevieiinenne . $2,029 $2,000 $ 29 1.5%

Non-recurring items in 2001 include:

- an after-tax charge of $35 million ($57 milliqure-tax) for charges associated with Qwest Comnatioigs International Inc.'s ("QCII")
acquisition of U S WEST, Inc. ("U S WEST") (the "kger") and other charges;
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- an after-tax charge of $136 million ($222 milligare-tax) for depreciation associated with actiess returned to service;
- an after-tax gain of $30 million ($51 million,etax) for the sale of access lines; and

- an after-tax charge of $151 million ($247 milligare-tax) for restructuring charges.

Non-recurring items in 2000 include:

- an after-tax charge of $787 million ($1.285 boitlj pre-tax) for charges associated with the Meraed

- an after-tax charge of $17 million ($28 milliqure-tax) for the net loss on the sale of fixed &sse

Adjusted net income in 2001 increased $29 milliod.6% when compared to 2000. The slight increase primarily due to revenue growth
associated with increased demand for wireless atalgkrvices, lower employee benefit costs sugieasion and post-retirement and cost
savings associated with synergies generated hylénger. Offsetting these items were higher opegatiosts as a result of growth initiatives

and higher depreciation associated with our cortinnvestment in our network facilities.

The following sections provide a more detailed déston of the changes in our revenues and expenses.

Operating revenues:
Commercial Services...........cceeevuvvvvnnns
Consumer services
Switched access Services.........cceevvennnee

Total operating revenues....................

Operating expenses:
Employee-related expenses.... .
Other operating eXpenses..........ccceeeeeuunes
Depreciation............cccoccvvvviereenennnn.
Restructuring, Merger-related and other

Charges.....cccoveeeiiiiiiee e

Total operating expenses....................

Operating iNCoOMe.........ccovcuvieeriiiieeennne
Other expense-net:
Interest expense-net..........ccoceveveenenne
(Gain) loss on sales of rural exchanges and
fixed asSets......cccvcvveeiiiiiienenns
Other (income) expense-net..........ccc.ocuueee

Total other expense-net.....................

Income before income taxes.............ccc.vee.
Provision for income taxes.........ccccc........

Net inCome.......cccccvvviviiiiiiieeeeeeeeee,

REVENUES

YEAR ENDED

DECEMBER 31,
----------------- INCREASE
2001 2000 (DECREASE)

(DOLLARS IN MILLIONS)

$6,368 $6,116 $252 4.1%
5234 4,900 334 6.8%
1,073 1,284 (211) (16.4)%

12,675 12,300 375 3.0%

3,054 3,257 (203) (6.2)%
2,874 2,839 35 1.2%
3,121 2,427 694 28.6%

304 1,285 (981) (76.3)%

9,353 9,808 (455) (4.6)%

3,322 2,492 830 33.3%

612 548 64 11.7%

(51) 28 (79) (282.1)%
(17) 12 (29) (241.7)%

544 588 (44) (7.5)%

2,778 1,904 874 45.9%
1,041 708 333 47.0%

$1,737 $1,196 $541 45.2%

Total revenues. Commercial and consumer serviaedexived principally from voice services. Theseises include local exchange
telephone services (or basic telephone servicbprared service features (such as Caller ID, Caitikiga 3-Way Calling and Voice Mail),
intraLATA long-distance services, wireless produantsl services, directory assistance and publiphelee service. Also included in

commercial and



consumer revenues are retail and wholesale advatatadind Internet Protocol ("IP") products andises. Advanced data products and
services include asynchronous transfer mode ("ATKi&@me relay, private line, customer premise eauapt ("CPE") and integrated services
digital network ("ISDN"). IP products consist prinig of Internet dial access and digital subscriliee ("DSL"). Switched access services
revenues are derived primarily from charging imtehange carriers ("IXCs") for the use of our logatwork to connect customers to their
long-distance networks.

Total revenues for 2001 increased $375 millior3.6086, as compared to 2000, primarily due to in@eas commercial and consumer
services revenues from wireless, IP and data ptedund services. Total wireless revenues incred288 million, or 53%, from $490 million
in 2000 to $748 million in 2001. Revenue from dataducts and services such as private line, fraatas rATM, CPE and ISDN also
contributed to the growth in 2001 compared to 2006.expect the data services business to becomaategportion of our overall revenues
in the future. Total DSL revenues increased $5lianil or 61%, from $83 million in 2000 to $134 nwih in 2001 primarily due to an incree
in customers. The increase in revenue was partéfiet by $328 million of reductions in both conmeial and consumer local voice reven
and intraLATA toll revenues in our local servicearms a result of competition and the current eoamnoonditions. Total access lines
declined by approximately 300,000 or 2% during 2001

Our revenue growth has been and may continue teegatively affected by the downturn in the econamitiin our local service area.

Commercial services revenues. Commercial servisasnues are derived from sales of voice, IP, daid wireless products and services to
wholesale, large business and small business castoifhe increase in commercial services revenu®352 million, or 4.1%, in 2001
compared to 2000, was primarily attributable tahieigrevenue from sales of data and IP productsandces such as private line, frame
relay, ATM, CPE, ISDN, Internet dial access and DSL

The increase in commercial services revenues waslpaoffset by a $290 million decrease in lowalce service revenues sold to businesses
as a result of competitive losses and the slowaumemy. Access lines used by small business cussodeereased by 147,000 in 2001 over
2000. This reflects the fact that businesses wangearting their multiple single access lines towdr number of high-speed, high-capacity
lines allowing for transport of multiple simultaneotelephone calls and the transmission of datégaer rates of speed. On a voice-grade
equivalent basis, however, total business accass Grew 31.9% when comparing 2001 to 2000. A vgiegle equivalent is the amount of
capacity equal to one telephone call. A voice-grgigivalent basis is the outcome of measuringealbiential and business access lines as if
they were converted to single access lines thas Ha ability to transmit and receive only one edi@nsmission at a time.

Consumer services revenues. Consumer servicesuesane derived from sales of voice, IP, data aneless products and services to the
consumer market. The increase in consumer serkgéeesues for 2001 as compared to 2000 of $334amjlbr 6.8%, was primarily
attributable to growth in sales of wireless andagabducts and services. Residential wireless r&&m 2001 increased by $224 million, or
51%, from $436 million in 2000 to $660 million iMQ@1. Although average revenue per wireless useedsed from $56.00 in 2000 to $54.00
in 2001, our penetration percentage (our wirelabsaribers divided by the total number of subscsilie the points-of-presence we cover)
grew in the markets we serve from 4.89% in 2008.78% in 2001. The number of net new wireless giltess in 2002, however, is expec

to be impacted by the current economic condititvas inay slow the rate of growth in subscribersindless revenues. Other factors that
contributed to the growth in consumer servicesmaes were improved DSL service revenues which ¢me®39 million, or 74%, from $53
million in 2000 to $92 million in 2001 and salestfndled packages such as Custom Choice(SM) arad Fatkage(SM) (which include the
phone line, calling features and/or wireless sewi@nd DSL) to our consumer customers. Our burpitediicts and services are sold at prices
lower than they could be sold individually andekchange, the Company gains a higher level of oustdoyalty plus greater overall per
customer revenue. As a result, we have added aippatedy 200,000 subscribers to our CustomChoice(Batkage (which includes a home
phone line and the choice of 20 calling featura)001, with total subscribers of over 2.3 millia® of yearend. Total subscribers to our ot
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significant bundled offering, Total Package(SM)ritled wireless, wireline and Internet services pael}, exceeded 250,000 at Decembe
2001.

Partially offsetting these increases were declofe&l 15 million in local service revenues from d=sing consumer access lines and
intraLATA toll revenues within our local serviceear The declines were the result of the slowingnent, competitive losses and technology
displacement (for example, where a wireless phepkces the need for a land-based telephone line).

Switched access services revenues. Switched asergses revenues are derived from inter- anddtdata switched access from IXCs. The
decrease in switched access services revenued dfrglion, or 16.4%, for 2001 as compared to 20@3 primarily attributable to federal
access reform that reduced the rates we were @btalect for switched access services. This dser@dso reflects competitive losses that
have resulted in a reduction in billable accessuteis of use. These decreases were partially dffsigtcreased interstate subscriber line
charges ("SLCs"). We believe revenues from switcdesmess services will continue to be negativelyaotgd by competition and federal and
state access reform. We believe that access ref@asures will continue to include increases inratharges, such as SLCs, to offset access
charge reductions.

EXPENSES

Employee-related expenses. Employee-related expémdede salaries and wages, benefits, payrodigand fees for independent
contractors.

Employee-related expenses decreased by $203 milti6ér2% in 2001 as compared to 2000 primarily uemployee reductions as a result
of the Merger and the restructuring plan (discusssdw). Another contributing factor to the declineemployee-related expenses was an
increase in the pension credit, net of other pestement benefits of $6 million in 2001 versus @0dicreased commitments towards
improving customer service, including respondingeguests for installation and repair servicesghasgulted in the hiring of additional
employees in these specific areas which partidfets the decrease in employee-related expensesiated with employee reductions.

On January 5, 2001, we announced an agreemenbuitimajor unions, the Communications Workers of Aiogeand the International
Brotherhood of Electrical Workers, to extend théstixg union contracts for another two years, tigtodugust of 2003. The extensions
include a 3.5% wage increase in 2001, a 5% wagease in 2002, a 6% pension increase in 2002, 40&@pension increase in 2003.
Excluding anticipated future cost synergies, tregeduled changes will increase employee-relatpdreses in future years.

Other operating expenses. Other operating expémslesle access charges paid to carriers for théngof local and long-distance traffic to
their facilities, taxes other than income taxegallectible expenses and other selling, generalaamiinistrative costs.

The increase in other operating expenses of $3®mibr 1.2%, over 2000 was primarily attributabdehigher uncollectible expenses,
professional fees and costs associated with tles sdildata and wireless products and services eTiigher costs were almost entirely offset
by cost savings generated by the Merger such addbkare of redundant facilities, operational sgies derived from the consolidation of ¢
operational units that provide common services)gisur purchasing power throughout the Companytohmse products and services at
lower costs and a decline in access charges asshk of a one-time refund.

Depreciation expense. Depreciation expense is agsdavith our property, plant, equipment, capialses and capitalized software. The
increase in depreciation expense for 2001 of $6@libm or 28.6%, compared to 2000 was primariliribtitable to higher overall property,
plant and equipment balances resulting from ouitalgpending program. In addition, there was amdase in depreciation related to a
"catch-up" charge for access lines returned toieems described below. We continue to invest mnetwork and service platforms to
support re-entry into the long-distance businessuinlocal service area and to make ongoing seimipeovements.
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During 1999 and 2000, we committed to sell apprataty 800,000 access lines to third-party telecominations services providers,
including approximately 570,000 access lines t&its Communications Company ("Citizens") in nitetess. Because these access lines
were classified as "held for sale," we discontinteabgnizing depreciation expense on these asseéteaorded them at the lower of their «
or fair value, less estimated cost to sell.

On July 20, 2001, we terminated our agreement @itlzens under which the majority of the remainaggess lines in eight states were to
have been sold and ceased actively marketing thaingng lines. As a result, the remaining accessslin eight states were reclassified as
being "held for use" as of June 30, 2001. The acliess were measured individually at the lowethafir

(a) carrying amount before they were classifietield for sale, adjusted for any depreciation expemsmpairment losses that would have
been recognized had the assets been continuoaskifaéd as held for use, or (b) their estimatédviaue at June 30, 2001. The required
adjustments to the carrying value of the individaatess lines were included in operating income@@@xl. This resulted in a charge to
depreciation of $222 million to "catch-up" the degiation on these access lines for the period werg held for sale.

Restructuring, Merger-related and other chargesingl@red restructuring, Mergeelated and other charges totaling $304 millio2®1 ant
Merger-related and other charges of $1.285 biliio2000. During the fourth quarter of 2001, we amed a restructuring plan to further
reduce our costs and as a result, the data belosstructuring and other charges reflect costsgeized in that quarter. As we incurred
substantially all of the Merger-related chargesibye 30, 2001, the 2001 data below for the Merglated and other charges reflects costs
incurred through June 30, 2001, subject to theshdients described below. A breakdown of these i®sts follows:

YEAR ENDED DECEMBER 31,

2001 2000
RESTRUCT URING & MERGER-RELATED & MERGER-RELATED &
OTHER C HARGES OTHER CHARGES OTHER CHARGES

(DOLLARS IN MILLIONS)
Contractual settlements and legal

coNntingencies.........ccceevveeenen. $3 0 $(25) $ 658
Severance and employee-related charges... 18 8 31 202
Other charges........cccccvveveeeenennn. 2 9 51 425
Total restructuring, Merger-related and

other charges.........cccoevevennnen. $24 7 $57 $1,285

Restructuring and other charges. During the fogurter of 2001, we approved a plan to further cedturrent employee levels (in additiol
the Merger-related reductions), consolidate ceffedilities and abandon certain capital projea@aninate certain operating leases and
recognize certain asset impairments. We recordedteucturing charge of $247 million to cover thsts associated with these actions as
more fully described below.

We occupy administrative and network operationgdings under operating leases with varying termse B the reduction in employees and
consolidation of operations, we expect to termirgdddt operating lease agreements across the gowithin the next 12 months. We
recorded a charge of $30 million related to thenteation of these operating lease agreements.

In order to streamline the business and consoliola¢eations to meet lower customer demand resuitorg the current economic conditions,
we identified a further reduction in employees andtractors in various functional areas acrosthumtry, in addition to previous reductions
in connection with the Merger. The severance chaf@l88 million relates to involuntary separatosts for approximately 5,000
employees. As of December 31, 2001, over 1,100 @yepk had been involuntarily separated by us asil s2verance payments totaling $9
million had been made relating to these separatiMesexpect the remaining employee separations mwmpleted by June 30, 2002.
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Other restructuring charges consist of asset imit charges. We reviewed all internal softwarggete in process and determined that
certain projects should no longer be pursued. Bexthe projects were incomplete and abandonedaithealue of such software was
determined to be zero. Capitalized software cdsg29 million related to the restructuring were ttem off in 2001. The abandoned projects
included various billing and other system enhanaceme

Merger-related and other charges. Contractuaksetthts and legal contingencies for 2001 and 20@$2%) million ($34 million of costs
incurred less reversals of prior year accrualss8f &illion) and $658 million, respectively, wereurred to cancel various commitments no
longer deemed necessary as a result of the Menglktoasettle various claims related to the Merger.

In connection with the Merger, we reduced empldgeels by over 4,800 people primarily by elimingtiduplicate functions. These
employees were terminated prior to December 311 2@@luded in the 2001 and 2000 severance andoymetelated charges of $31 millic
and $202 million, respectively, were costs assediatith payments to employees who involuntarily teé business since the consummation
of the Merger and, for 2000, $59 million in payneetitat were subject to the successful completich@Merger.

Other charges were $51 million and $425 million20601 and 2000, respectively. In 2001, the $5lionilis comprised of $20 million related
to abandoned software (described below) and $3lomibf other charges such as professional feebrarding costs and other costs
associated with the Merger. In 2000, the $425 arilis comprised of a $221 million asset impairnmararge for access lines (described
below), $114 million relating to abandoned softwatescribed below), a $45 million post-retiremesmnéfit plan curtailment gain (described
below) and $135 million of other charges such a$gssional fees, re-branding costs and other esstsciated with the Merger. The
Company considered only those costs that werernmenéal and directly related to the Merger to be déerrelated.

After the Merger, we evaluated our assets for gatkimpairment and concluded that the fair valfisame of the assets was below their
carrying value. In most cases, the decline invfalue was based upon our different intent as ta#igeof those assets or completion of pro
after the Merger. We also evaluated for impairntentdedicated special-purpose access lines thé#age to Competitive Local Exchange
Carriers ("CLECs"). Given current industry conditsoand regulatory changes affecting CLECs in 2866,given the fact that these access
lines have no alternative use and cannot be sald-deployed, we concluded that the net future flasis from the assets was negative and
that sufficient cash flow would not be generatedeimover the carrying value of those assets. Therefve concluded that the fair value of
those assets was minimal and took a $221 milli@rg#in 2000. Our wholesale services segment akthé assets.

Following the Merger, we reviewed all internal sadte projects in process, and determined thatingstajects should no longer be pursued.
Because the projects were incomplete and abandtrethir value of such incomplete software wageined to be zero. Capitalized
software costs of $20 million and $114 million telhto the Merger were written off in 2001 and 20@8pectively. The abandoned projects
included a significant billing system replacememd @ customer database system.

Offsetting the 2000 Merger-related costs was arfdlfon post-retirement benefit plan curtailmenirgarhis gain resulted from the post-
Merger termination of retiree medical benefitsdtiformer U S WEST employees who did not have @8@rg of service by December 31,
2000 or would not be service pension eligible bg&mber 31, 2003.

The 2001 total Merger-related and other chargegbafmillion were net of $80 million in reversalsmgkviously recorded Merger accruals.
The reversals were recorded in the fourth quaft2061 and resulted from favorable developmentiénunderlying matters.

As those matters identified as legal contingenagsociated with contract settlements and legalrmgencies are resolved, any amounts will
be paid at that time. Any differences between arteaocrued and actual payments will be reflecte@sults of operations as an adjustment
to Merger-related and other charges.
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Total other expense-net. Total other expense-g&ides interest expense-net, gains or losses en safural exchanges and fixed assets,
interest income and other non-operating itemsrésteexpense was $612 million for 2001 comparegb#8 million for 2000. The increase
was principally attributable to increased borroveimgquired to fund capital improvements to our mekwin 2001, we recognized a $51
million gain on the sale of approximately 41,000exs lines in Utah and Arizona. The remaining cbamgs primarily attributable to interest
income on a federal income tax refund and a redndti regulatory interest expense. In 2000, werirezlia $39 million loss on the sale of
fixed assets, offset by a gain of $11 million oa #ale of access lines.

Provision for income taxes. The effective tax iatzeased to 37.5% for 2001 from 37.2% for 200(e Fitrease was primarily attributable to
an increase in non-taxable income for state incameurposes in higher rate states and a decre&senings before income taxes.

NET INCOME

Net income for 2001 increased by $541 million coradato 2000. The growth was caused principallyh®ytea-over-year decrease in
Merger-related charges and higher revenues dwedds ef data, IP and wireless services. Partidfietting these charges were increases in
depreciation of $694 million because of the Compmimwestment in its network and greater intergpease.

2000 COMPARED WITH 1999

Several items of a non-recurring nature impactédno®me in 2000. Results of operations for the ywars excluding the after tax effects of
such items are as follows:

INCREASE
2000 1999 (DECREASE)

(DOLLARS IN MILLIONS)

Net iNCOME.......cccveevveeiiieecieeeiee e, . $1,196 $1,562 $(366) (23.4)%
Non-recurring itemMSs...........cocceeeeriveeeenns . 804 - 804 -
Adjusted net income.............cccceeeevieennnnnn . $2,000 $1,562 $438 28.0%

Non-recurring items in 2000 include:
- an after-tax charge of $787 million ($1.285 boitlj pre-tax) for charges associated with the meeget
- an after-tax charge of $17 million ($28 milliqere-tax) for the net loss on the sale of fixed &sse

Adjusted net income in 2000 increased $438 millmm28%, when compared to 1999. The increase wasply due to revenue growth
associated with increased demand for servicesangpnents to our employee benefit costs such asqreand post-retirement and cost
savings associated with synergies generated bylénger. Partially offsetting these items were highgerating costs as a result of growth
initiatives and higher depreciation and propergetaassociated with our continued investment innetwork facilities.
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The following sections provide a more detailed déston of the changes in our revenues and expenses.

YEAR ENDED
DECEMBER 31,
----------------- INCREASE
2000 1999  (DECREASE)

(DOLLARS IN MILLIONS)
Operating revenues:
Commercial Services.............coceeeuveennee.. $6,116 $5,381 $ 735 13.7%
Consumer services............ 4,900 4,597 303 6.6%

Switched access services..........cccocuueeenn. 1,284 1,486 (202) (13.6)%

Total operating revenues..................... 12,300 11,464 836 7.3%
Operating expenses:

Employee-related expenses............ccuee.... 3,257 3,696 (439) (11.9)%
Other operating eXpenses..........cccccveeeee... 2,839 2515 324 12.9%
Depreciation...........ccccccvvvveeeevennenennn. 2,427 2,293 134 5.8%
Merger-related and other charges................ 1,285 - 1,285 -

Total operating expenses..................... 9,808 8,504 1,304 15.3%
Operating iINCoOMe..........cooevvvvvvieeeenennnn. 2,492 2,960 (468) (15.8)%
Other expense-net:

Interest expense-net.............ccccvvvvenenes 548 403 145 36.0%
Loss on sales of fixed assets... 28 - 28 -

Other expense-net..........cccoccveeeennnnnnn. 12 37 (25) (67.6)%
Total other expense-net...................... 588 440 148 33.6%
Income before income taxes..........cccceeevunes 1,904 2,520 (616) (24.4)%
Provision for income taxes.............ccceeee.n. 708 958 (250) (26.1)%

Net INCOME......cveeecieeciieecieeeee e $1,196 $1,562 $(366) (23.4)%

REVENUES

Total Revenues. Total revenues for 2000 increa886 #illion, or 7.3%, as compared to 1999, prinyadile to increases in commercial
services and consumer services revenues driveraplynby sales of private line services, local pdlene exchange access services, enhancec
service features and data products and servickgling Internet dial access, frame relay, ATM arffEC Also contributing to the increase
growth in residential wireless subscribers, DSltemers and sales of packages of bundled produdtseices.

Commercial services revenues. Commercial servisesnues for 2000 were $6.116 billion versus $5Bibn in 2000, an increase of $735
million or 13.7%. The major contributor to this grh was the sale of private lines that can belatted to our customers' increased data
needs. Other factors for the change were salexaf telephone exchange access services and imgesades of data products and services.
Local telephone exchange access services reveraresiviven primarily by business access line groeith.7% representing a year-ovye¥ar
increase of over 300,000 access lines. Higher séléata products such as frame relay, ATM, ISDatacand CPE also contributed to the
growth in commercial service revenues.

Consumer services revenues. In 2000, consumercssrievenues grew $303 million or 6.6% from $4.5ilibn in 1999 to $4.900 billion in
2000. Sales of enhanced service features suchliesiDaCall Waiting, 3-way Calling and Voice Maitere the major contributors to the year-
over-year growth. Another reason for the increaas the growth in wireless subscribers of 339,002000. Wireless revenues, which
increased $259 million, or 110%, in 2000 as comp#wel 999, were further impacted by an increagheén
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average revenue per wireless user from $55.00 pathmo $56.00 per month. DSL revenues grew ove#d.6r almost $50 million during
the same period, primarily due to an increase gtaruers.

To compete more effectively with other telecommatians services providers and provide better vidumur customers, we sold bundled
products and services at prices lower than thelddoei sold individually and, in exchange, the Compgains a higher level of customer
loyalty plus greater overall per customer reverfigea result, we added 730,000 subscribers to ostotChoice package (which includes a
home phone line and the choice of 20 calling festin 2000, with total subscribers exceeding 2@@Mas of year-end. Total subscribers to
our other significant bundled offering, Total Pag&gbundled wireless, wireline and Internet serwvigackage), exceeded 121,000 at
December 31, 2000.

Switched access services revenues. Switched aeeswue declined $202 million, or 13.6%, to $1.28Won in 2000 from $1.486 billion.
This change was primarily due to rate reductionadated by the FCC as part of access reform, asawelite reductions mandated by state
PUCs. IntraLATA long-distance service voice revenakso declined due to price cuts caused by regylaate reductions and greater
competition. We are responding to competition tijfbnompetitive pricing of intraLATA long-distancersices and increased promotional
efforts to retain customers.

EXPENSES

Employee-related expenses. Employee-related expeleseeased by $439 million, or 11.9%, in 2000cespared to 1999. The principal
reason for the decline was an improvement in oysleyee benefit costs such as pension and otheretisgment benefits of $258 million in
2000 versus 1999. The change was primarily thdtreStavorable returns on plan assets. We als@ggpced cost savings as a result of
synergies generated by the Merger as we were alelintinate duplicate work functions. In additi@mployee-related expenses decreased as
the result of an increase in capitalized salanesveages associated with higher capital investment.

Partially offsetting the decrease in expense was@ease in employee levels related to our grdwitinesses such as data and wireless
communications as well as our commitment towardgaving customer service.

Other operating expenses. The increase in otheatipg expenses of $324 million, or 12.9%, overd@&s primarily the result of increased
costs associated with the higher sales of ouratadavireless products and services. We also expexikan increase in our bad debt expense
as the result of growing revenues. Finally, oumpgnty taxes grew in 2000 as a result of our coetihimvestment in our network facilities.

Depreciation expense. Depreciation expense inade®k@4 million, or 5.8%, compared to 1999 primadlye to higher overall property, plant
and equipment resulting from continued investmermdur network to meet service demands. We contitogdvest in growth areas such as
data and wireless services. Additional capital gtneents were also made to improve customer seleieds.

During 1999 and 2000, we committed to sell apprataty 800,000 access lines to third-party telecominations services providers,
including approximately 570,000 access lines t@its Communications Company ("Citizens") in nitetess. Because these access lines
were classified as "held for sale," we discontinteszbgnizing depreciation expense on these asseteaorded them at the lower of their «
or fair value less estimated cost to sell.
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Merger-related and other charges. We incurred Margated and other charges totaling $1.285 billim8000 and none in 1999. A
breakdown of these costs is as follows:

YEAR ENDED
DECEMBER 31, 2000

(DOLLARS IN
MILLIONS)

Contractual settlements and legal contingencies.... ... $ 658

Severance and employee-related charges.............. ... 202

Other charges......ccccovviiiiiiiieiccees 425

Total Merger-related and other charges.............. ... $1,285

Contractual settlements and legal contingencie2®00 of $658 million were incurred to cancel vas@ommitments no longer deemed
necessary as a result of the Merger and to settleus claims related to the Merger.

In connection with the Merger, in 2000 we reducegbkyee levels by over 4,800 people primarily bynélating duplicate functions.
Included in the severance and employee-relatedjebarf $202 million were costs associated with payto employees who involuntarily
left the business since the consummation of theglteand $59 million in payments that were subjecthé successful completion of the
Merger.

Other charges of $425 million include a $221 miiligrite off of access lines, terminated softwareali@ment projects of $114 million and a
post-retirement benefit plan curtailment gain ob $4dillion. These charges are discussed below. &m@ining amount of $135 million
included in other charges include professional,fee$randing costs and other costs related tintegration of U S WEST and QCII. We
considered only those costs that were incrementabaectly related to the Merger to be Mergertexda

After the Merger, we evaluated our assets for g@tkimpairment and concluded that the fair valfisame of the assets was below their
carrying value. In most cases, the decline invfalue was based upon our different intent as ta#ieeof those assets or completion of pro
after the Merger. We also evaluated for impairntentdedicated special-purpose access lines thé#age to CLECs. Given current industry
conditions and regulatory changes affecting CLEC2000, and given the fact that these accesstiaes no alternative use and cannot be
sold or re-deployed, we concluded that the netréutash flows from the assets was negative andtiffitient cash flow would not be
generated to recover the carrying value of thosetasTherefore, we concluded that the fair vafitbase assets was minimal and took a §
million charge in 2000. Our wholesale services segnoperated the assets.

Following the Merger, we reviewed all internal sadte projects in process, and determined thatingstajects should no longer be pursued.
Because the projects were incomplete and abanddreethir value of such incomplete software wagueined to be zero. Capitalized
software costs of $114 million were written off2B00. The abandoned projects included a signifibdling system replacement and a
customer database system.

Offsetting the 2000 Merger-related costs was arfidlion post-retirement benefit plan curtailmenirgarhis gain resulted from the post-
Merger termination of retiree medical benefitsdtiformer U S WEST employees who did not have 28rg of service by December 31,
2000 or would not be service pension eligible bg&mber 31, 2003.

Total other expense-net. Interest expense was $f8n in 2000 and $403 million in 1999. The inese was primarily attributable to
increased borrowings required to fund the capitgdrovements to our network.

Also included in other expense-net were two itefite first, various other expenses, declined from ®dlion in 1999 to $12 million in 2000
primarily due to a reduction in the amount of regoly interest expense. The second item was alosise sale of fixed assets in 2000 of $39
million, offset by a gain of $11 million on the ealf access lines. There were no such losses . 199
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Provision for income taxes. The effective tax deereased to 37.2% for 2000 from 38.0% for 199® décrease was primarily attributabl
an increase in non-taxable income for state incam@urposes in higher rate states and a decne&sarings before income taxes.

NET INCOME

Net income for 2000 decreased by $366 million wbempared to 1999. The decline was caused pringipglMerge-related charges
partially offset by an increase in revenues dudber sales of data and wireless services.

SIGNIFICANT ACCOUNTING POLICIES

Revenue Recognition. Local telephone and wirelesgces are generally billed in advance with reveniecognized when services are
provided. Revenues derived from exchange acceasg;distance network services and wireless airtisaga are recognized as services are
provided. Payments received in advance are defemtithe service is provided. Up-front fees reeel, primarily activation fees and
installation charges, are deferred and recognized the longer of the contractual period or theested customer relationship, generally 2 to
10 years. Expected customer relationship pericelg@nerally estimated using historical data of @atustomer retention patterns. As the
telecommunications market experiences greater ctitiopeand customers shift from traditional landskd telephony services to mobile
services, our customer relationship period wilklikdecline resulting in a faster recognition of tteferred revenue and related costs.

Design, engineering and installation contractscntain customer premise equipment agreementsaceiated for under the percentage-of-
completion method of accounting. The percentagesofipletion method is calculated using either thie af total actual costs incurred to d

to the estimated total project costs or actualddlours to total estimated labor hours for the gebjThis percentage is then applied to the
estimated total revenues for the project to deteertie amount of revenues to be recorded. As timaded total costs or total labor hours are
revised up or down, the timing of the recognizedereies can be impacted. Revenues can also be mdgacthange orders negotiated dui
the performance of the contract.

Software Capitalization Policy. Internally usedtaare, whether purchased or developed, is capithland amortized using the straight-line
method over an estimated useful life of 18 months years. In accordance with Statement of Pos{tis@P") 98-1, "Accounting for the
Costs of Computer Software Developed or Obtainediternal Use", we capitalize certain costs asgedi with internally developed softwi
such as payroll costs of employees devoting tintbégrojects and external direct costs for mdtedad services. Costs associated with
internally developed software to be used internaitly expensed until the point the project has e development stage. Subsequent
additions, modifications or upgrades to interna-ssftware are capitalized only to the extent thay allow the software to perform a task it
previously did not perform. Software maintenance @aining costs are expensed in the period in lwthiey are incurred. The capitalization
of software requires judgment in determining wher@ect has reached the development stage. Futhigerecovery of software projects is
periodically reviewed and may result in significanite-offs.

Pension and Post-retirement Benefits. Pension asdrptirement health care and life insurance benefrned by employees during the year
as well as interest on projected benefit obligatiare accrued currently. Prior service costs aeditsrresulting from changes in plan benefits
are amortized over the average remaining servidegef the employees expected to receive benefits.

In computing the pension and post-retirement beoefits, we must make numerous assumptions abclutlsings as employee mortality and
turnover, expected salary and wage increases,discates, expected return on plan assets and exbfture cost increases. Two of these
items generally have the most significant impacttmnlevel of cost -- discount rate and expectée ohreturn on plan assets.

We set the discount rate based upon the averagresttrate during the month of December for a M®ARA rated corporate bond.
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The expected rate of return on plan assets itigpterm rate of return we expect to earn on tmsipa trust's assets. We established our
expected rate of return by reviewing the investnoamposition of its pension plan assets, obtaiaithgjce from actuaries, reviewing
historical earnings on the trust assets and evafyatirrent and expected market conditions.

To compute our expected return on pension plartgsse applied its expected rate of return to tlaeket-related value of the pension plan
assets. The market-related asset value is a cothpatee that recognizes changes in fair value objpa plan assets on a systematic and
rational manner, not to exceed five years. In ataoce with Statement of Financial Accounting Stanslg'SFAS™) No. 87, "Employers'
Accounting for Pensions," we elected to recognizeal returns on its pension plan assets rataldy avive year period when computing our
marketrelated value of pension plan assets. The eleatammade in 1987 when SFAS No. 87 became effectivis.method has the effect
smoothing market volatility that may be experienfredh year to year. As a result, our expected reisinot significantly impacted by the
actual return on pension plan assets experiencégtiourrent year.

Changes in any of the assumptions made by us ipeting the pension and post-retirement benefitscostld have an impact on various
components that comprise these expenses. Factbesdonsidered include the strength or weakneti®eafivestment markets, changes in the
composition of the employee base, fluctuationstarest rates, significant employee hirings or deimings and medical cost trends. Changes
in any of these factors could impact employeleted expenses on the statement of operationwslaas the value of the asset or liability on
balance sheet.

Impairment of long-lived assets. Long-lived asseish as goodwill, intangibles and property, plartt aquipment are reviewed for
impairment whenever facts and circumstances wasuti a review. Under current standards, the asagetsbe carried at historical cost if
projected cash flows from their use will recovegitttarrying amounts on an undiscounted basis atibut considering interest. However, if
projected cash flows are less than the carryinguatp@ven by one dollar, the long-lived assets rhastduced to their estimated fair value.
Considerable judgment is required to project suthré cash flows and, if required, estimate theviaiue of the impaired long-lived assets.
During 2001, we recorded $49 million in asset impa&ints including the abandonment of software deuraknt projects. These impairments
were recorded as part of the restructuring and Bterglated charges.

EXxit costs and restructuring reserves. Periodically commit to exit certain business activitiegnalate office or facility locations and/or
reduce our number of employees. The charge todestarh a decision depends upon various assumpimhsging future severance costs,
sublease or disposal costs, contractual terminatists and so forth. Such estimates are inherpritgmental and may change based upon
actual experience. During the fourth quarter of 200@e recorded a $247 million restructuring chamgeeduce the current number of
employees, consolidate facilities and abandon icectpital projects in process, terminate certgiarating leases and recognize certain asset
impairments.

Due to the estimates and judgements involved imgmication of each of these policies, future demin these estimates and market
conditions could have a material impact on the olidated financial statements.

NEW ACCOUNTING STANDARDS

In June 1998, the Financial Accounting Standardsr@¢'FASB") issued SFAS No. 133, "Accounting fogrivative Instruments and Hedg
Activities." SFAS No. 133 requires, among othengfs, that all derivative instruments be recognaefair value as assets or liabilities on the
balance sheets with changes in fair value recodrimerently in earnings unless specific hedge attiog criteria are met. The adoption of
SFAS No. 133 on January 1, 2001 did not have armabbmpact on our consolidated financial statersent

In September 2000, the FASB issued SFAS No. 146¢c8Anting for Transfers and Servicing of Finangiasets and Extinguishments of
Liabilities." This statement provides accountingl aeporting standards for transfers and servicirfihancial assets and extinguishments of
liabilities. SFAS No. 140 requires that after ansfer of financial assets, an entity continuesttognize the financial and servicing
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assets it controls and the liabilities it has imedrand does not recognize those financial andcéegvassets when control has been
surrendered and the liability has been extinguisB&AS No. 140 is effective for transfers and sgng of financial assets and
extinguishments of liabilities occurring after Marg1, 2001. Adoption of SFAS No. 140 did not haveaterial impact on our consolidated
financial results.

In June 2001, the FASB issued SFAS No. 141, "Bssit@mbinations.” This pronouncement eliminatedigesof the "pooling of interests"
method of accounting for all mergers and acquisgtidAs a result, all mergers and acquisitions péllaccounted for using the "purchase"
method of accounting. SFAS No. 141 is effectivedibmergers and acquisitions initiated after J8822001. Adoption of this pronouncem
had no impact on our consolidated financial statéme

In June 2001, the FASB issued SFAS No. 142, "Golbdwd Other Intangible Assets.” This statementesises financial accounting and
reporting for intangible assets (excluding goodvatiquired individually or with a group of otheisats at the time of their acquisition. It also
addresses financial accounting and reporting fodgall and other intangible assets subsequentd #tquisition. Intangible assets
(excluding goodwill) acquired outside of a businessbination will be initially recorded at theirtiesated fair value. If the intangible asset
has a finite useful life, it will be amortized oubiat life. Intangible assets with an indefinite lare not amortized. Both types of intangible
assets will be reviewed annually for impairment arldss recorded when the asset's carrying amagetds its estimated fair value. The
impairment test for intangible assets consistofgaring the fair value of the intangible assdtd@arrying value. Fair value for goodwill
and intangible assets is determined based upoaufited cash flows and appraised values. If the/icayvalue of the intangible asset exce
its fair value, an impairment loss is recognizedo@will will be treated similar to an intangiblesa$ with an indefinite life. SFAS No. 142 is
effective for fiscal years beginning after Decemb®r2001. The adoption of SFAS No. 142 will haeempact on our consolidated financial
statements.

In June 2001, the FASB issued SFAS No. 143, "Actingrior Asset Retirement Obligations.” This stagendeals with the costs of closing
facilities and removing assets. SFAS No. 143 reguémtities to record the fair value of a legdlility for an asset retirement obligation in
period it is incurred. This cost is initially caglized and amortized over the remaining life of thheerlying asset. Once the obligation is
ultimately settled, any difference between thelfewst and the recorded liability is recognizedagin or loss on disposition. As required,
will adopt SFAS No. 143 effective January 1, 200& are currently evaluating the impact this proreament will have on our future
consolidated financial results.

In August 2001, the FASB issued SFAS No. 144, "Arting for the Impairment or Disposal of Long-LivAdsets." This pronouncement
addresses how to account for and report impairma@mdssposals of long-lived assets. Under SFASINd., an impairment loss is to be
recorded on long-lived assets being held or usezhwithe carrying amount of the asset is not recterfeom its undiscounted cash flows.
The impairment loss is equal to the difference leetwthe asset's carrying amount and estimateddiaie. Longlived assets to be disposec
by other than a sale for cash are to be accounteahfl reported like assets being held or usedpgéxice impairment loss is recognized at the
time of the disposition. Long-lived assets to tepdsed of by sale are to be recorded at the lofxstbed carrying amount or estimated fair
value (less costs to sell) at the time the pladigfosition has been approved and committed thé@wappropriate company management. In
addition, depreciation is to cease at the same thmeequired, we will adopt SFAS No. 144 effectdanuary 1, 2002. We are currently
evaluating the impact this pronouncement will hameour future consolidated financial results.

RELATED PARTY TRANSACTIONS

We purchase various services from affiliated congmnNe also provide various services to affiliatechpanies. The amount paid and
received for these services is determined in aeowre with the Federal Communications Commissionsésig cost allocation rules, which
prescribe various cost allocation methodologies dha dependent upon the service provided. Managebaieves that such cost allocation
methods are reasonable. The total cost of serpigehased from affiliated companies was $1.5 lnillio
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$1.0 billion, and $683 million in 2001, 2000 and®9respectively. The total amount of revenuesveerirom affiliated companies was $365
million, $327 million and $172 million in 2001, 20@&nd 1999, respectively.

It is not practicable to provide a detailed estenaitthe expenses that would be recognized oma-stlone basis. However, we believe that
corporate services, including those related toymement, tax, legal and human resources, are agtamre economically through affiliates
than they would be on a stand-alone basis, sincabserb only a portion of the total costs.

RISK MANAGEMENT

We are exposed to market risks arising from chaimgegerest rates. The objective of our interes¢ risk management program is to manage
the level and volatility of our interest expensee YWlay employ derivative financial instruments tanage our interest rate risk exposure. We
have also employed financial derivatives to heageifin currency exposures associated with particldat issues. We do not hold any
derivatives for other than hedging purposes.

As of December 31, 2001 and 2000, approximateh8$8Blion and $589 million, respectively, of floag-rate debt was exposed to changes
in interest rates. This exposure is linked to comuiaépaper rates. A hypothetical increase of osre@ntage-point in commercial paper rates
would increase annual pre-tax interest expensehvyifion. As of December 31, 2001 and 2000, we &lad $623 million and $381 million,
respectively, of long-term fixed rate debt obligas maturing in the following 12 months. Any nevbtlebtained to refinance this debt would
be exposed to changes in interest rates. A hypo#hdid% change in the interest rates on this delid not have had a material effect on our
earnings. We had $5.781 billion and $6.247 billidhong-term fixed rate debt at December 31, 208d 2000, respectively. A one
percentagepoint increase in interest rates on this debt woeddlt in a decrease in the fair value of theseuments of $296 million and $3
million at December 31, 2001 and 2000, respectivklglecrease of one percentage-point in the intea¢ss on this debt would result in an
increase in the fair value of these instrument$3@5 million and $332 million at December 31, 2@®H 2000, respectively.

CONTINGENCIES
We have certain pending regulatory and legal asti&ee Part I, Item 3 to this Form 10-K and Note the consolidated financial statements.
COMPETITION AND REGULATORY ENVIRONMENT

Our future operations and financial results willdigected by developments in a number of federdlsiate regulatory matters. In addition to
our efforts to offer long-distance service in caedl service area, we are subject to a numberhef segulatory matters as described in Item I,
Part | above.

FACTORS IMPACTING LIQUIDITY

We are a wholly owned subsidiary of QCII. As suelttors relating to or affecting QCII's liquidityd capital resources could have a matt
impact on us either due to perception in the mavkelue to provisions in certain of our financirgg@ements. Because we meet the condi

set forth in General Instruction I(1) (a) and (bJorm 10-K, however, we have prepared this Aniegport on Form 10-K on the basis of the
reduced narrative disclosure permitted under Géhestruction 1(2). As a result, we have not inchadinformation relating to trends,
demands, commitments, events or uncertaintiesatieateasonably likely to materially impact our lidjty. We encourage you to review

QCII's Annual Report on Form 10-K, filed with thec®irities and Exchange Commission on April 1, 2@382the same may be amended, for a
detailed description of issues relating to liquidihd capital resources that could affect our lassnNotwithstanding the foregoing, below
brief description of some recent developments @idfactors that have had or may have an impactuwiiquidity and capital resources.
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RECENT DEVELOPMENTS

At December 31, we maintained commercial papernarog to finance the purchase of telecommunicatguspment. We also maintained
with QCII and its wholly owned subsidiary Qwest @abFunding ("QCF") a $4.0 billion syndicated citefdcility to support the purchase of
telecommunications equipment at both Qwest and @GRf December 31, 2001, $1.0 billion of that dréakility was allocated to support
our program and the remainder was allocated toattpe QCF program.

As a result of reduced demand for QCF's and oumeerial paper in February 2002, we borrowed thiesfmlount allocated to us under the
syndicated credit facility and used or will use lreceeds to repay commercial paper. After repatiegcommercial paper, we had remaining
proceeds of $137 million. After giving effect toetborrowings under the credit facility, our debihegned approximately $9.6 billion, net of
the excess unapplied cash, including $2.3 billoahort-term borrowings from QCF.

In March 2002, we amended the syndicated crediitiaand currently expect to convert the outstangdbalance of the credit facility as of
May 3, 2002 into a one-year term loan that wouldlbe in May 2003. As part of the amendment, weeased the maximum debt-to-
consolidated EBITDA ratio, measured on a consadd&@ClI basis, from 3.75-to-1 to 4.25-to-1 throudlgé quarter ending September 30,
2002, decreasing to 4.0-to-1 for the quarter enfiagember 31, 2002 and agreed to use a portioatgfroceeds from future sales of assets
and capital market transactions, including theasse of debt and equity securities, to prepay #mk toan until the outstanding loan is $2.0
billion or less. Consolidated EBITDA, as definedfie credit facility, is a measure of EBITDA th#&rgs with QCII's net income and adds
back certain items, primarily those of a non-cash non-operating nature.

In March 2002, we issued $1.5 billion in bonds vatten-year maturity and an 8.875% interest rappréximately $608 million of the net
proceeds were used to repay a portion of our bangswnder the syndicated credit facility. The ranmy proceeds from the sale of the bc
will be used to repay short-term obligations andently maturing long-term borrowings.

After applying the portion of the proceeds from March 2002 debt offering to repay the credit fagilour total debt outstanding remaine
$9.6 billion, net of excess unapplied cash.

Following the amendment and the $608 million paytmas permitted under the credit facility, QClldistributed the amounts outstanding
between QCF and us. As of March 31, 2002 the cfedility had a total amount outstanding of $3.88dm, which was all assigned to QCF
and none to us.

In February and March 2002, our credit ratings wewneered two levels to BBB+ and Baa2 by Fitch andddy's, respectively, and one level
to BBB by S&P. These ratings are investment gr&iteh, Moody's and S&P also lowered the ratingsoiar commercial paper to F-3, P-3
and A-3, respectively.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K contains or incorporates by refeeetforwardiooking statements," as that term is used in fddereurities laws, about Qwx
Corporation ("Qwest" or "us," "we" or "our") finaiat condition, results of operations and busing@égse statements include, among others:

- statements concerning the benefits that we expi#latesult from our business activities and cert@ansactions we have completed, such as
increased revenues, decreased expenses and aggjuEtses and expenditures; and

- statements of our expectations, beliefs, futlaagpand strategies, anticipated developments tireat matters that are not historical facts.

These statements may be made expressly in thisyaatwor may be incorporated by reference to otbeunhents we will file with the
Securities and Exchange Commission ("SEC"). Youftahmany of these statements by looking for wadsh as "believes," "expects,"
"anticipates," "estimates," or similar expressiased in this report or incorporated by referenciis report.
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These forward-looking statements are subject toamans assumptions, risks and uncertainties thataaaye our actual results to be
materially different from any future results exped or implied by us in those statements.

Because these statements are subject to risksraedtainties, actual results may differ materidbm those expressed or implied by the
forward-looking statements. We caution you notlaxe undue reliance on the statements, which spelgkas of the date of this report.

Further, the information contained in this documisra statement of our present intention and igdhapon, among other things, the existing
regulatory environment, industry conditions, mar@tditions and prices, the economy in generaleamdissumptions. We may change our
intentions, at any time and without notice, basgdnuany changes in such factors, in our assumptioongherwise.

RISK FACTORS IMPACTING FORWARD-LOOKING STATEMENTS

In addition to the risk factors set forth in moetall below, the important factors that could pravwes from achieving our stated goals inclt
but are not limited to, the following:

- potential fluctuations in quarterly results;

- intense competition in the markets in which wenpete;
- changes in demand for our products and services;

- adverse economic conditions in the markets seloyads;

- dependence on new product development and aatieleof the deployment of advanced new serviagsh as broadband data, wireless and
video services, which could require substantiakeexjiture of financial and other resources in exoésdntemplated levels;

- higher than anticipated employee levels, capixglenditures and operating expenses;

- rapid and significant changes in technology ardkets;

- adverse changes in the regulatory or legislaiwdronment affecting our business;

- adverse developments in commercial disputesgal lgroceedings;

- delays in our ability to provide interLATA (sepds within its 14-state local service area);

- changes in the outcome of future events fromad®imed outcome included in our significant acdogmgolicies; and

- failure to achieve the projected synergies andrfcial results expected to result from the Meaget difficulties in combining the operations
of QCIll and U S WEST, which could affect our revesulevels of expenses and operating results.

The cautionary statements contained or referréul ttois section should be considered in conneatiith any subsequent written or oral
forward-looking statements that we or persons gatim our behalf may issue. We do not undertakeoftigation to review or confirm
analyst's expectations or estimates or to relealskcty any revisions to any forward-looking statembs to reflect events or circumstances
after the date of this report or to reflect thewocence of unanticipated events. In addition, wé&enao representation with respect to any
materials available on the Internet, including mats available on our website.

OTHER RISK FACTORS

CONTINUED DOWNTURN IN THE ECONOMY IN OUR LOCAL SERV ICE AREA COULD AFFECT
OUR OPERATING RESULTS.

Our operations in our 14-state local service aféfriaona, Colorado, Idaho, lowa, Minnesota, MorgaNebraska, New Mexico, North
Dakota, Oregon, South Dakota, Utah, Washingtonvelgdming have been impacted by the continuing weskiethat region's economy.
Because customers have less discretionary incoeneanld for second lines or additional services leatirced. This economic downturn in «
local
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service area has also led to an increased custiistemnection rate, and has resulted in an incriedseth accounts receivable and bad debt.

We now anticipate that the economic downturn inlooal service area will be deeper and last loiigen we had previously expected. Also,
we believe that this region's economy lagged thi@mal economy in entering the downturn and malofelthe national economy in recovery
by an indeterminate period. This continued econastuedown will affect demand for our products aedvices within our local service area.

FACTORS RELATING TO QCIl, OUR ULTIMATE PARENT COMPA NY, COULD HAVE A
MATERIAL IMPACT ON US OR ON THE TRADING PRICE OF OU R SECURITIES.

We are a separate legal entity from QCIl. Nones®l&actors relating to or affecting QCII could Bavmaterial impact on us or on the trac
price of our securities. These factors could ineluzlit are not limited to the following:

- On March 8, 2002, QCII received an informal ingurom the Denver regional office of the SEC resfireg voluntary production of
documents related to certain of the QCII's accognpiolicies, practices and procedures in 2000 &0d 2If the SEC takes any formal action
against QCII as a result of the informal inquingluding any requirement that QCII restate earnfogrior periods, including 2000 or 2001,
investor confidence could decline and the tradingepof our securities could be adversely affected.

- Congress, the SEC, other regulatory authoritiesthe media are intensely scrutinizing a numbdinaicial reporting issues and practices,
particularly with respect to the telecommunicatigrdustry. Recent Congressional hearings, for exaniave related to the
telecommunications industry practice of accounforgRUSs, as well as the appropriateness and cemgig of pro forma financial informatis
disclosure. If this heightened scrutiny impacts Qiectly, including any requirement that QCII t&e earnings, the trading price of our
securities could decline or our access to capitakets could be limited.

- QCII's announcements of its financial result®fochanges to its financial forecasts could adugiisepact the trading price of our securities.

- Any downgrades of QCII's credit ratings; or itdstantial indebtedness; or the outcome of, or @orscregarding, material litigation matters;
or similar factors beyond our or QCII's controlutsimilarly impact the trading price of our saties.

QCII'S CASH NEEDS ARE LIKELY TO CONSUME MUCH OF OUR NET INCOME IN 2002.

There are few contractual or regulatory restriction distributions from us to QCIl. We have custdmpalistributed to QCII an amount of
cash equal to our net income, and we expect taldis¢ much of our net income to QCII in 2002.

RAPID CHANGES IN TECHNOLOGY AND MARKETS COULD REQWE SUBSTANTIAL EXPENDITURE OF FINANCIAL AND
OTHER RESOURCES IN EXCESS OF CONTEMPLATED LEVELSB ANY INABILITY TO RESPOND TO THOSE CHANGES
COULD REDUCE OUR MARKET SHARE.

The telecommunications industry is experiencingificant technological changes, and our abilitgtonpete depends upon our ability to
develop new products and accelerate the deployaferivanced new services, such as broadband dia¢desg and video services. The
development and deployment of new products cowjdire substantial expenditure of financial and otiesources in excess of contemplated
levels. If we are not able to develop new prodtmtiseep pace with technological advances, or ihquroducts are not widely accepted by
customers, our ability to compete could be advgraffected and our market share could decline. itapility to keep up with changes in
technology and markets could also adversely affextrading price of our securities and our abtiityservice our debt.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB OUT MARKET RISK.
You can find our discussion regarding quantitatime qualitative market risks under the headingkRisnagement" in Item 7 above.
ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Qwest Corporation:

We have audited the accompanying consolidated balsineets of Qwest Corporation (a Colorado corjworaand subsidiaries as of
December 31, 2001 and 2000, and the related cdasedl statements of income, stockholder's equifycash flows for each of the three y«
in the period ended December 31, 2001. These ddased financial statements are the responsitifithhe Company's management. Our
responsibility is to express an opinion on thesgsotidated financial statements based on our audits

We conducted our audits in accordance with audi&tagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstaements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of Qwest Corporation ¢
subsidiaries as of December 31, 2001 and 2000thengesults of their operations and their cash dléov each of the three years in the period
ended December 31, 2001, in conformity with accignprinciples generally accepted in the Unitede&ta

/sl ARTHUR ANDERSEN LLP
Denver, Col orado,

January 29, 2002 (except for the matters discussed in Note 13,
as to which the date is March 31, 2002).
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

YEAR ENDED DECEMBER 31,

Operating revenues:

(DOLLARS IN MILLIONS)

Commercial ServiCes.....cccoevvvvevvevcveneee $6,368 $6,116 $5,381
Consumer services P 5,234 4,900 4,597
Switched access services.......ccoccvvccveeees 1,073 1,284 1,486
Total operating revenues.........cccceeeeeeeee. L 12,675 12,300 11,464
Operating expenses:
Employee-related expenses.........ccccceeeeeees L. 3,054 3,257 3,696
Other operating expenses...... - 2,874 2,839 2,515
Depreciation and amortization.................... . .. 3,121 2,427 2,293
Restructuring, Merger-related and other charges.. ... 304 1,285 -
Total operating eXpenses......ccccvveeveeeee 9,353 9,808 8,504
Operating iNCOMe.......ccovvviiieeiiiieeeeeeeee . 3,322 2,492 2,960
Other expense-net:
Interest expense-net.........cooevevvvvveeeee L 612 548 403
(Gain) loss on sales of rural exchanges and other fixed
ASSELS..iiiie e (51) 28 -
Other (income) expense-net......cccccccveveeee. L a7 12 37
Total other expense-net........ccccoveeeeeee. Ll 544 588 440
Income before income taxes.........ccocceeveveeeee L 2,778 1,904 2,520
Provision for income taxes.......ccccccoevvvee. L. 1,041 708 958
NEetiNCOME.....covviiiiiiiiiieie e $1,737 $1,196 $1,562

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

CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:
Cash and cash equivalents..............c.c.......
Accounts receivable, net.........................
Inventories and supplies..........ccccvvvveeeens
Deferred tax asset.............. .
Prepaid and other.............ccociennne.

Total current assets.......c.cccoevveerveernnnn.
Property, plant and equipment-net..................
Other assets-net..........cccoeeeeiiiiiieennnes

Total aSSetS......ccevvvvvviciiiiiiiiieieeeeeennn,

LIABILITIES AND STOCKHOLDER'

Current liabilities:
Short-term borrowings...........ccccceeeviveeen.
Short-term borrowings -- affiliate...............
Accounts payable..........cccccccveveniennnnnn.
Accrued eXPEeNSES........ccevverrereerneanens
Advanced billings and customer deposits..........

Total current liabilities.............ccccoeevenee

Long-term borrowings............ccccuvvvveeeennnns

Post-retirement and other post-employment benefit
obligations..........cccoviiiiiiiiiieie s

Deferred income taxes............ccccveernvneenn.

Unamortized investment tax credits.................

Deferred credits and other...............ccc......

Commitments and contingencies (Note 9)

Stockholder's equity:

Common stock -- one share without par value, owne

PArENL.....eiiiiiieiiiieeiie e
Accumulated deficit............ccoveerennnnen.
Accumulated other comprehensive income...........
Total stockholder's equity.............cccuveeenne

Total liabilities and stockholder's equity.........

DECE

MBER 31,

$ 252
1,816
152
102
122
......... 2,945 2,444
......... 19,431 18,100
......... 2,690 2,298
......... $25,066 $22,842
S EQUITY
......... $1511 $ 970
......... 2,292 1,521
......... 1,098 1,727
1,019 1,555
375 383
......... 6,295 6,156
......... 5,781 6,247
2,481 2,527
2,266 1,549
......... 135 154
......... 817 944
d by
8,127
(2,861)
1)
......... 7,291 5,265
......... $25,066 $22,842

The accompanying notes are an integral part oktheasolidated financial statements.



QWEST CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

YEAR ENDED DECEMBER 31,

(DOLLARS IN MILLIONS)

OPERATING ACTIVITIES
Net inCome.........cccoeviiiiiiiiiicie,
Adjustments to net income:

......... $1,737 $1,196 $1,562

Depreciation and amortization..........cccc...... .. 3,121 2,427 2,293
Non-cash restructuring, Merger-related and other

Charges....ccoovii e 254 1,210 -
(Gain) loss on sale of rural exchanges and other fixed

ASSELS..ciiiiei e (51) 28

......... 263 169 118
......... 759 302 206

Provision for bad debts .
Deferred income taxes...........ccccvvvveeennnn.
Changes in operating assets and liabilities:
Accounts receivable...............ccccevvvnnns

(563) (174) (310)

Inventories, supplies and other current assets...

......... (26) 16 (76)

Accounts payable, accrued expenses, advanced bill ings and
customer depositS......ccccvvvevvevveneneens (1,192) 366 300
Restructuring and Merger-related reserves........ ... (386) (405) -
Other. .o (108) (587) 87
Cash provided by operating activities.............. ... 3,808 4,548 4,180

INVESTING ACTIVITIES

Cash used for investing activities.................

FINANCING ACTIVITIES

......... (4,558) (4,801) (3,754)
94 19 -

(196) (112)

(48)

Net proceeds from short-term borrowings........... . ... 1,195 1,044 603
Proceeds from long-term borrowings................... ... - 997 782
Repayments of long-term borrowings......cccccoeee.. .. (391) (655) (336)
Dividends paid on common stock.......... S - (821) (1,494
Net transfer (to) from Parent company.............. ... - (28) 60
Cash provided by (used for) financing activities... ... 804 537  (385)
CASH AND CASH EQUIVALENTS

(Decrease) INCrease.......cooecvvvvevveveeneneanes (48) 191 (@)
Beginning balance.......ccccccccevvviviviciceeee. 252 61 68

Ending balance...........cccoooieiiiiiiennns

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

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

BALANCE, JANUARY 1, 1999

Netincome..........oooevvvvvviieeennnnn.

Other comprehensive income, net of taxes.......

Total comprehensive income......

Dividends declared.....................

Net transfers from Parent company..............

BALANCE, DECEMBER 31, 1999

Netincome..........oooevvvvvvieinennnnn.

Other comprehensive loss, net of taxes.........

Total comprehensive income......

Transfer of marketable equity security to

BALANCE, DECEMBER 31, 2000

Netincome.........coovevvivvvieieeenennn.

Other comprehensive income, net of taxes.......

Total comprehensive income......

Dividends declared.....................

Net transfers from Parent company..............

BALANCE, DECEMBER 31, 2001

OTHER
COMMON ACCUMULATED COMPREHENSIVE
STOCK DEFICIT  INCOME  TOTAL
(DOLLARS IN MILLIONS)
$8,080 $(3,617) $4,463
- 1562  $1,562 1,562
- 197 197 197
- —~  $1,759 -
~  (1,562) (1,562)
60 - 0
8,140  (3,420) 4,720
- 1,196  $1,196 1,196
- (1) 1) (1)
- —~  $1,195 -
- (197) (197)
- (425) (425)
(13) (15) (28)
8,127  (2,862) 5,265
—- 1,737 $1,737 1,737
- —-  $1,737 -
288 1 289
$8,415  $(1,124) $7,201

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, 2001, 2000 AND 19

NOTE 1: MERGER-RELATED AND OTHER CHARGES

Qwest Corporation ("Qwest" or "us," "we" or "oui8)a wholly owned subsidiary of Qwest Communicagitmternational Inc., a Delaware
corporation ("QCII"). We provide local telecommuations and related services and wireless servicewte than 25 million residential and
business customers in our 14- state local servis @f Arizona, Colorado, Idaho, lowa, Minnesotantana, Nebraska, New Mexico, North
Dakota, Oregon, South Dakota, Utah, Washingtonvagdming.

On June 30, 2000, QCII completed its acquisititve (Merger") of U S WEST, Inc. ("U S WEST"). U S \BE was deemed the accounting
acquirer and its historical financial statementseehideen carried forward as those of the newly cagtbcompany.

We incurred Merger-related and other charges ta&b7 million and $1.285 billion in 2001 and 208&spectively. A breakdown of these
costs is as follows:

YEAR ENDED
DECEMBER 31,

(DOLLARS IN

MILLIONS)
Contractual settlements and legal contingencies.... ... $(25) $ 658
Severance and employee-related charges.............. ... 31 202
Other charges.....ccccvvveeeeveiiiieeeeiieeeeeee 51 425

Total Merger-related and other charges.............. ... $57 $1,285

Contractual settlements and legal contingencig¢$28) million ($34 million of costs incurred lessversals of prior year accruals of $59
million) and $658 million in 2001 and 2000, respesly, were incurred to cancel various commitmerddonger deemed necessary as a n
of the Merger and to settle various claims relatethe Merger.

In connection with the Merger, we reduced empldgeels by over 4,800 people, primarily by elimimatiduplicate functions. These
employees were terminated prior to December 311 2@@luded in the 2001 and 2000 severance andoymetelated charges of $31 millic
and $202 million were costs associated with paymenemployees who involuntarily left the businssge the consummation of the Merger
and, for 2000, $59 million in payments that werbjsat to the successful completion of the Merger.

Other charges were $51 million and $425 million2601 and 2000, respectively. In 2001, the $5lionilis comprised of $20 million related
to abandoned software (described below) and $3lomibf other charges such as professional feebrarding costs and other costs
associated with the Merger. In 2000, the $425 arilis comprised of a $221 million asset impairnm@rarge for access lines (described
below), $114 million relating to abandoned softwatescribed below), a $45 million post-retiremesmnéfit plan curtailment gain (described
below) and $135 million of other charges such aggssional fees, re-branding costs and other esstsciated with the Merger. The
Company considered only those costs that werermenéal directly related to the Merger to be Mergeated.

After the Merger, we evaluated our assets for gatkimpairment and concluded that the fair valfisame of the assets was below their
carrying value. In most cases, the decline invfalue was based upon our different intent as ta#ieeof those assets or completion of pro
after the Merger. We also evaluated for impairntentdedicated special-purpose access lines thé#ages to competitive local exchange
carriers ("CLECs"). Given current industry conditsoand regulatory changes affecting CLECs in 2866@,given the fact that these access
lines have no alternative use and cannot be sald-deployed, we concluded that the net future flasis from the assets was negative and
that sufficient cash flow would not be generated to
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recover the carrying value of those assets. Thexefee concluded that the fair value of those assas minimal and took a $221 million
charge in 2000. Our wholesale services segmenatgukthe assets.

Following the Merger, we reviewed all internal sadte projects in process, and determined thatingstajects should no longer be pursued.
Because the projects were incomplete and abanddreethir value of such incomplete software wagueined to be zero. Capitalized
software costs of $20 million and $114 million tekhto the Merger were written off in 2001 and 20@8pectively. The abandoned projects
included a significant billing system replacememd @ customer database system.

Offsetting the Merger-related costs in 2000 wad% i&illion post-retirement benefit plan curtailmepatin. This gain resulted from the post-
Merger termination of retiree medical benefitsdtiformer U S WEST employees who did not have 28arg of service by December 31,
2000 or would not be service pension eligible bg@&maber 31, 2003.

The 2001 total Merger-related and other charge&safmillion were net of $80 million in reversalsprkviously recorded Merger accruals.
The reversals were recorded in the fourth quaft@061 and resulted from favorable developmenthénunderlying matters.

A summary of Merger-related and other charges fidto

JANUARY 1, DECEMBER 31,
2000 2000 2000 2000 2001 2001

BALANCE PROVISION UTILIZATION BALANCE PROVISION UTILIZA TION

(DOLLARS IN MILLIONS)
Contractual settlements and

legal contingencies...... $ - $ 658 $303 $355 $34 $256
Severance and employee-

related charges.......... -- 202 102 100 48 124
Other charges.............. -- 425 410 15 55 66
Total Merger-related and

other charges............ $ - $1,285 $815 $470 $137 $446

DECEMBER 3 1,
2001 2001

REVERSALS BALANCE

(DOLLARS IN MILLIONS)
Contractual settlements and

legal contingencies...... $59 $74
Severance and employee-

related charges.......... 17 $7
Other charges.............. 4 $--

Total Merger-related and
other charges............ $80 $81

As those matters identified as legal contingenagsociated with contract settlements and legalirmgencies are resolved, any amounts will
be paid at that time. Any differences between arteaocrued and actual payments will be reflecte@sults of operations as an adjustment
to Merger-related and other charges.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation. The consolidated finantéements include the accounts of Qwest (formerly WEST Communications, Inc.) and
wholly owned subsidiaries. We are a wholly ownelsidiary of QCII.

Use of Estimates. The preparation of financialestents in conformity with accounting principles geally accepted in the United States
requires management to make estimates and assus it affect the amounts reported in the findrstéements and accompanying notes.
Actual results could differ from those estimates.

Reclassifications. Certain prior year amounts Haeen reclassified to conform to the current yeas@ntation.

Revenue Recognition. Local telephone and wirelesdces are generally billed in advance with rewesnecognized when the services are
provided. Revenues derived from exchange acceasg;distance network services and wireless airtisega are recognized as services are
provided. Payments received in advance are defemglthe service is provided. \-front fees received, primarily activation fees i
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installation charges, are deferred and recognized the longer of the contractual period or theestpd customer relationship, generally 2 to
10 years. Expected customer relationship perioelg@nerally estimated using historical data of @latustomer retention patterns.

Advertising Costs. Costs related to advertisingeaagensed as incurred. Advertising expense was 8illign, $347 million and $226 million
in 2001, 2000 and 1999, respectively.

Income Taxes. The provision for income taxes cemsisan amount for taxes currently payable andranunt for tax consequences deferred
to future periods. Investment tax credits earnddrbaheir repeal by the Tax Reform Act of 1986 aneortized as reductions in income tax
expense over the lives of the assets which gaedaithe credits.

We are included in the consolidated federal inctamaeturn of QCIl. We recognize federal income éapense based upon a pro-rata
allocation agreement with QCII. Under the agreemestare allocated income tax consequences or itebaéed upon our pro-rata
contribution to the consolidated group's taxabt®me, deductions and credits. The amount of fediecame tax expense recognized by us is
not significantly different than an amount compubeda stand-alone basis.

We recognize state income tax expense based ugtama-alone allocation policy with QCII.

Cash and Cash Equivalents. Cash and cash equivaiehide highly liquid investments with originabtarities of three months or less that
are readily convertible into cash and are not saltgesignificant risk from fluctuations in inteteates. Fair values of cash, cash equivalents
and current accounts receivable and payable appetgicarrying values due to their short-term natOwg cash balances may exceed
federally insured deposit limits. However, we seeknaintain cash and cash equivalent balancesfimdhcial institutions we deem to be of
sound financial condition. At December 31, 2001 2660, we had no short-term cash equivalent investsnoutstanding.

We account for our bank overdrafts as a liabilityour consolidated balance sheets rather thaneduation to our cash account. The amount
of bank overdrafts included in accounts payablefa3ecember 31, 2001 and 2000 were $83 million$t@il million, respectively.

Receivables. We have agreements with other teleaonuaitions services providers whereby we agredltard collect for certain of the
other telecommunications providers services rembr@ur customers within our local service area. pMrchase these accounts receivable
from the other telecommunications service proviaders fullfecourse basis and include these amounts in oouatsreceivable balance. 7
amount of the purchased receivables included irDeemember 31, 2001 and 2000 accounts receivatdadzd were $217 million and $294
million, respectively. We have not experienced sigyificant losses under the recourse provisiolzted to these purchased receivables.

We also have billing and collection arrangements wther telecommunications services providerséstain services provided by us to
customers outside our local service area. Whilsdt@nounts are generally billed by the telecomnatioies service providers on our behalf,
we continue to include the receivables in our ant®teceivable balance due to the full recourseigians of the billing and collection
agreements.
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The following table presents a breakdown of ouoaots receivable balances:

DECEMBER 31,

2001 2000
(DOLLARS IN MILLIONS)

Trade receivables.........cccooeeeviviceceeee $1,486 $1,242
Earned and unbilled receivables...........cccoeeee. . 384 349
Purchased receivables............ccccoovvvveveeeee. 217 294
Affiliate receivables.......ccccooccveveeee. 308 --
Current taxes receivable from Parent............. ... 35
Notes receivable..........ccccovvvvvcvvveneees 84
Other e 4 1
Total accounts receivable...........ccccovveeeee.. L 2,518 1,886
Less: allowance for bad debts..........ccooeeeeeee. L (115) (70)
Accounts receivable - net.........coceeeeeeeee. L $2,403 $1,816

Inventories. Inventories held for sale (primarilireless handsets) are carried at the lower of @ostarket on a first-in, first-out basis. New
and reusable materials are carried at averageeaspt for significant individual items that ar@wed based on specific costs.

Property, Plant and Equipment. Property, plantemdpment is carried at cost and is depreciatethusiaight-line group methods.
Generally, under the group method, when an asseldsor retired, the cost is deducted from propeaant and equipment and charged to
accumulated depreciation without recognition oigr loss. Leasehold improvements are amortized ihe shorter of the useful lives of
the assets or the lease term. Expenditures forter@nce and repairs are expensed as incurred. pitaliz@ interest incurred during the
construction phase of our network. Capitalizedrigeis reported as a cost of the network asseaaaduction to interest expense.

Impairment of Long-Lived Assets. Long-lived ass&ish as property, plant and equipment are revidamidhpairment whenever facts and
circumstances warrant such a review. Under custamdards, the assets must be carried at histoosalf the projected cash flows from tr
use will recover their carrying amounts on an ucalisited basis and without considering interest. &l@s;, if projected cash flows are less
than the carrying amount, even by one dollar, tinglived assets must be reduced to their estinfatedalue.

Customer Acquisition Costs. We defer the initialedt costs of obtaining a customer to the extestetis sufficient revenue guaranteed under
the arrangement to ensure the realizability ofcdygitalized costs. Deferred customer acquisitissiare amortized over the longer of the
contract or the expected life of the customer i@hship.

Computer Software. Internally used software, whegechased or developed, is capitalized and apgattiising the straighine method ove
an estimated useful life of 18 months to 5 yearadcordance with Statement of Position ("SOP"198Accounting for the Costs of
Computer Software Developed or Obtained for Intetise", we capitalize certain costs associated imittrnally developed software such as
payroll costs of employees devoting time to thgqmis and external direct costs for materials amdises. Subsequent additions,
modifications or upgrades to internal-use softwarecapitalized only to the extent that they altbey software to perform a task it previously
did not perform. Software maintenance and traimiosts are expensed in the period in which theynargred. Unamortized computer
software costs of $1.269 billion and $953 milliahad December 2001 and 2000, respectively, whiemat of $484 million and $448 million
of accumulated amortization, respectively, areuded in property, plant and equipment.
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Amortization of capitalized computer software cdstsled $356 million, $239 million and $191 milian 2001, 2000 and 1999, respectively
and was included with depreciation in the accompangtatements of income. During 2001 and 2006ta bf $49 million and $114 million,
respectively, of capitalized computer software sogtre written off because several projects weamadbned, including a significant billing
system replacement project and a customer datalgatam project in 2000. The charges were recordgédtive Restructuring, Merger-related
and other charges.

Marketable Securities. All marketable securities @assified as available-for-sale securities. diiwed holding gains and losses are
determined on the specific identification method aresented as a component of accumulated othgrretvensive income within
stockholder's equity.

Accrued Expenses. Accrued expenses consisted fltheing:

DECEMBER 31,

2001 2000
(DOLLARS IN MILLIONS)

Accrued interest......ccccoveveeviciieiiieeieees $ 88 $ 88
Employee compensation........c.ccoceeveeveiceee. L 79 238
Current portion of state regulatory and legal liabi lities... 158 181
Accrued property taxes and other operating taxes... ... 357 359
Current taxes payable to Parent.........cccceeeee. L - 203
Restructuring reserve and other charges............ . ... 208
Accrual for Merger-related and other charges....... ... 81 470
Other. i 48 16
Total accrued EXPENSES....ccceeevveveviiesceeeee $1,019 $1,555

The fair value of accounts payable and accruedresgeeapproximates their carrying amount becauteofshort-term nature.

Pension and Post-retirement Benefits. Pension asdrptirement health care and life insurance hsnedrned by employees during the year
as well as interest on projected benefit obligatiare accrued currently. Prior service costs aeditsrresulting from changes in plan benefits
are amortized over the average remaining servidegef the employees expected to receive benefits.

In computing the pension and post-retirement benefits, we must make numerous assumptions abdutlisings as employee mortality and
turnover, expected salary and wage increases,iscates, expected return on plan assets and expiiture cost increases. Two of these
items generally have a significant impact on thell®f cost -- expected rate of return on plan ®saed discount rate.

The expected rate of return on plan assets iotigterm rate of return we expect to earn on tmsipa trust's assets. We establish our
expected rate of return by reviewing the investnoemposition of our pension plan assets, obtaiathgce from our actuaries, reviewing
historical earnings on the pension trust assetsesaalliating current and expected market conditidfes.set our discount rate primarily based
upon the average interest rate during the moneaember for a Moody's AA rated corporate bond.

Grantor Trust. We have established an irrevocatalatgr trust (the "Trust") related to the paymentertain contingent obligations which are
included in our consolidated balance sheets. Teetai the Trust set aside for payments of thes@rgencies are not legally restricted.
During 2001, QCII funded the Trust with a non-casjuity infusion of $286 million.

Derivative Instruments. We occasionally enter ishtwivative financial instruments. The objectiveoof interest rate risk management
program is to manage the level and volatility of mterest expense. We also
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may employ financial derivatives to hedge foreignrency exposures associated with particular déis objective was achieved in 2001
through the type of debt issued and a cross-cwyrewep that converted foreign-denominated debt.& dollar-denominated debt.

Under a cross-currency swap, we agree with angidgy to exchange U.S. dollars for foreign currebaged on a notional amount, at
specified intervals over a defined term. We degigmér cross-currency swaps as hedges of our bargsaxnd these swaps were effective
during 2001. The cross-currency swaps were caatiéair value on the balance sheet with changéaiitvalue included in other
comprehensive income. All cross-currency swaps radtin November 2001.

The following table summarizes the terms of outditagn cross-currency swaps at December 31, 2000eTWere none outstanding at
December 31, 2001. Cross-currency swaps weredidtetSwiss Franc and had a liability of $40 millet December 31, 2000.

DECEMBER 31, 2000

WEIGHTED-
AVERAGE RATE
NOTI ONAL AMOUNT MATURITIES RECEIVE PAY
(DOLLAR S IN MILLIONS)
CroSS-CUITENCY.....ccvveeerieecreeenee. $133 2001 -  6.51%

We were exposed but realized no losses from nofoqpeance by counter-parties on these derivatives.

At December 31, 2001, deferred credits of $7 millamd deferred charges of $48 million on closedéod contracts were included as part of
the carrying value of the underlying debt. The def@ credits and charges are recognized as yi@ltatents over the life of the debt that
matures at various dates through 2043.

Comprehensive Income. Comprehensive income incltiieébllowing components:

YEAR ENDED DECEMBER 31,

2001 2000 1999

Unrealized (losses) gains on marketable securities, net of

reclassification adjustments...........ccocceee. L $--  $(1) $325
Income tax benefit (provision) related to items of other

comprehensive iNCOMEe........ooovveeevvcceeenes -- - (128)
Other comprehensive (loss) income........ccccc.o... L. $--  $1) $197

During 2000, we transferred a marketable equityisgcwith a cost of $8 million and a fair value $833 million to QCII.

New Accounting Standards. In June 1998, the Firsh#aicounting Standards Board ("FASB") issued S5 133. This stateme
establishes accounting and reporting standardddiavative instruments and hedging activities. SBS 133 requires, among other things,
that all derivative instruments be recognized mtvalue as assets or liabilities in the consobdabalance sheets with changes in fair value
recognized currently in earnings unless specifitgleeaccounting criteria are met. The adoption A&SNo. 133 on January 1, 2001 did not
have a material impact on our consolidated findrat&ements.

In September 2000, the FASB issued SFAS No. 146¢c8Anting for Transfers and Servicing of Finangiasets and Extinguishments of
Liabilities." This statement provides accountingl aeporting standards for transfers and servicirfihancial assets and extinguishments of
liabilities. SFAS No. 140 requires that after antfeer of financial assets, an entity continuestmgnize the financial and servicing assets it
controls and the liabilities it has incurred aneéslmot recognize those financial and servicingtasse
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when control has been surrendered and the liabitisybeen extinguished. SFAS No. 140 is effectiveéréinsfers and servicing of financial
assets and extinguishments of liabilities occureftgr March 31, 2001. Adoption of SFAS No. 140 did have a material impact on our
consolidated financial statements.

In June 2001, the FASB issued SFAS No. 141, "Bssit@mbinations.” This pronouncement eliminatedigesof the "pooling of interests"
method of accounting for all mergers and acquisgtidAs a result, all mergers and acquisitions péllaccounted for using the "purchase"
method of accounting. SFAS No. 141 is effectivedibmergers and acquisitions initiated after J8822001. Adoption of this pronouncem
had no impact on our consolidated financial statéme

In June 2001, the FASB issued SFAS No. 142, "Golbdwd Other Intangible Assets." This statementeasises financial accounting and
reporting for intangible assets (excluding goodvatiquired individually or with a group of otheisats at the time of their acquisition. It also
addresses financial accounting and reporting fodgall and other intangible assets subsequentdw #tquisition. Intangible assets
(excluding goodwill) acquired outside of a businessbination will be initially recorded at theirtisated fair value. If the intangible asset
has a finite useful life, it will be amortized oubiat life. Intangible assets with an indefinite lare not amortized. Both types of intangible
assets will be reviewed annually for impairment arldss recorded when the asset's carrying amagetds its estimated fair value. The
impairment test for intangible assets consistsoafgaring the fair value of the intangible assetd@arrying value. Fair value for goodwill
and intangible assets is determined based upoaufited cash flows and appraised values. If thejicayvalue of the intangible asset exce
its fair value, an impairment loss is recognizedo@®will will be treated similar to an intangiblesa$ with an indefinite life. SFAS No. 142 is
effective for fiscal years beginning after Decemb®r2001. The adoption of SFAS No. 142 will haeeimpact on our consolidated financial
statements.

In June 2001, the FASB issued SFAS No. 143, "Actingrior Asset Retirement Obligations."” This staégaddresses the costs of closing
facilities and removing assets. SFAS No. 143 reguémtities to record the fair value of a legdlility for an asset retirement obligation in
period it is incurred. This cost is initially caglized and amortized over the remaining life of thheerlying asset. Once the obligation is
ultimately settled, any difference between thelfowst and the recorded liability is recognizedhamin or loss on disposition. As required,
will adopt SFAS No. 143 effective January 1, 200& are currently evaluating the impact this proreament will have on our future
consolidated financial results.

In August 2001, the FASB issued SFAS No. 144, "Arting for the Impairment or Disposal of Long-LivAdsets." This pronouncement
addresses how to account for and report impairme@mdssposals of long-lived assets. Under SFASNd., an impairment loss is to be
recorded on long-lived assets being held or usezhwithe carrying amount of the asset is not rectWerfeom its undiscounted cash flows.
The impairment loss is equal to the difference leetwthe asset's carrying amount and estimateddiaie. Longlived assets to be disposec
by other than a sale for cash are to be accounteahfl reported like assets being held or usedpéxise impairment loss is recognized at the
time of the disposition. Long-lived assets to kepdsed of by sale are to be recorded at the lofstbed carrying amount or estimated fair
value (less costs to sell) at the time the pladigfosition has been approved and committed thé@wppropriate company management. In
addition, depreciation is to cease at the same thmeequired, we will adopt SFAS No. 144 effectdanuary 1, 2002. We are currently
evaluating the impact this pronouncement will hameour future consolidated financial results.
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NOTE 3: PROPERTY, PLANT AND EQUIPMENT
The components of property, plant and equipmenasaifellows:

DECEMBER 31,
DEPRECIABLE  --nesmememmememenes
LIVES 2001 2000

(DOLLARS IN MILLIONS)

Land and buildings..........cccccoeviieiinrannne. 30-38years $ 2,818 $ 2,794
Communications equipment..........ccccccvveeeennn. 2-14 years 19,172 17,379
Other network equipment............ccoeeevinnenns 8-57 years 17,545 15,960
General purpose computers and other................ 3-11years 3,132 3,092
Construction in progress.........cceeeeeveeeeenne - 538 1,063
43,205 40,288
Less: accumulated depreciation..................... (23,774) (22,188)
Property, plant and equipment -- net............... $19,431 $18,100

Capitalized Interest. Interest related to qualify@onstruction projects is capitalized and incluethe depreciable basis of the related asset.
You can find additional information on interest itajlized in Note 4 to our consolidated financiatsments.

Assets Held for Sale. During 1999 and 2000, weetjte sell approximately 800,000 access linesitd-fharty telecommunications services
providers, including approximately 570,000 accéssslto Citizens Communications Company ("Citiz¢ms'hine states. Because these
access lines were "held for sale," we discontimgedgnizing depreciation expense on these asseteaarded them at the lower of their ¢
or fair value, less estimated cost to sell.

On July 20, 2001, we terminated our agreement @itlzens under which the majority of the remainaggess lines in eight states were to
have been sold and ceased actively marketing thainéng lines. As a result, the remaining accesssliwere reclassified as being "held for
use" as of June 30, 2001. The access lines wersumashindividually at the lower of their (a) carigiamount before they were classified as
held for sale, adjusted for any depreciation (aipatibn) expense or impairment losses that woulchmen recognized had the assets been
continuously classified as held for use, or (bjrtfar value at June 30, 2001. The required adjastts to the carrying amount of the
individual access lines were included in operabmmpme for 2001. This resulted in a charge to daation of $222 million to "catch-up” the
depreciation on these access lines for the pehieglwere held for sale.

In 2001, we sold approximately 41,000 access lim&tah and Arizona resulting in $94 million in geeds and a gain of $51 million. In
2000, we also completed the sale of approximat@@@ access lines in North Dakota and South Dalestalting in proceeds of $19 million
and a gain of $11 million.

Asset Impairments. During 2000, we recorded a @éhafg335 million ($205 million after taxes) reldt® the impairment of certain long-
lived assets. The majority of this non-cash chaefgtes to dedicated special-purpose access lindsagse to CLECs. Given current industry
conditions and regulatory changes affecting CLEC2000, and given the fact that these accessHtiaes no alternative use and cannot be
sold or re-deployed, we concluded that the netréutash flows from the assets was negative andtiffitient cash flow would not be
generated to recover the carrying value of thosetasTherefore, we concluded that the fair vafitbase assets was minimal and took a §
million charge in 2000. These assets were usedlteed wholesale services.

As a result of the restructuring in 2001, we rewadvall internal software projects in process andrdgined that certain projects should no
longer be pursued. Because the projects were inietenand

37



QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

abandoned, the fair value of such software wagméted to be zero. Capitalized software costs & $lion related to the restructuring
were written off in 2001. The abandoned projectélided various billing and other system enhancesient

Following the Merger, we reviewed all internal sadte projects in process, and determined thatingstajects should no longer be pursued.
Because the projects were incomplete and abanddreethir value of such incomplete software wagueined to be zero. Capitalized
software costs of $20 million and $114 million tekhto the Merger were written off in 2001 and 20@8pectively. The abandoned projects
included a significant billing system replacememd @ customer database system.

NOTE 4: BORROWINGS
CURRENT BORROWINGS
Current borrowings consisted of:

DECEMBER 31,

2001 2000
(DOLLARS IN
MILLIONS)
Commercial Paper.....ccccoovvvevvvveciieesceeeeee $ 888 $ 589
Due to Qwest Capital Funding.......cccccccceeeeeee. L 2,292 1,521
Short-term notes and current portion of long-term
DOrrOWINGS. ..o 485 237
Current portion of capital lease obligations....... . ... 138 144
Total current borrowings........cccceveeveeeeees . $3,803 $2,491

The weighted-average interest rate on commercj@mpaas 2.59% and 6.85% at December 31, 2001 ab@ 2&spectively. The interest rate
on the debt due to Qwest Capital Funding ("QCF"$ w&% at December 31, 2001 and 2000, respectively.

At December 31, 2001, we maintained commercial pppegrams to finance the short-term operating ceests of the business. We and
QCIl also had a $4.0 billion syndicated credit fiacto support the purchase of telecommunicatiegsipment at both Qwest and QCF. As of
December 31, 2001, $1.0 billion of that syndicdselity was allocated to support our short-ternsitaeeds, and the remainder was allocatec
to support the QCF short-term cash needs. The cytadi credit facility matures May 3, 2002. As oftcPeaber 31, 2001, there was no
outstanding balance on the syndicated facility wadcave the option to convert any borrowed amauta one-year term loan that would be
due in May 2003. The syndicated credit facilityegment requires us to pay a quarterly fee based aypolongterm debt ratings. The facili
fee for our portion of the credit facility was 03%. The facility also contained financial covenanteasured on a consolidated QCII basis,
the most restrictive of which was a requiremenmtintain a debt-to-consolidated EBITDA ratio of mnabre than 3.75 to 1. Consolidated
EBITDA, as defined in the credit facility, is a nseme of EBITDA that starts with QCII's net inconmelghen adds back certain items,
primarily those of a non-cash and non-operatingneatyou can find additional information concernb@rowings against the syndicated
facility after December 31, 2001 in Note 13 to oansolidated financial statements.
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LONG-TERM BORROWINGS

Long-term borrowings consist principally of debeetiand medium-term notes with the following ins¢mates and maturities at December
31:

MATURITIES
INTEREST RATES 2003 2004 2005 THEREAFTER TOTAL 2001 T OTAL 2000
(DOLLARS IN MILLIONS)
UP 10 5%...coviiiiiiiiiiieiiiiiie e $ 5 $- $- $ - $ 50 $ 150
Above 5% to 6% 24 117 41 389 571 571

Above 6% to 7% 43 - 416 1,006 1,465 1,725
Above 7% to 8% 1,060 749 - 1,556 3,365 3,364
Above 8% to 9% - - - 243 243 243
$1,177 $866 $457 $3,194 5,694 6,053
Capital Lease Obligations.............ccceeeen. 87 194
Total oo $5,781 $6,247

Our borrowings have a fair value of $6.9 billiorde$6.5 billion at December 31, 2001 and 2000, retspedy. The fair values of our
borrowings are based on quoted market prices wdaitable or, if not available, based on discounfirture cash flows using current interest
rates.

The following table shows the amount of gross edércost, capitalized interest and cash interadtgaaing 2001, 2000 and 1999.

FOR THE YEAR ENDED
DECEMBER 31,

2001 2000 1999

(DOLLARS IN MILLIONS)

Gross interest eXpense.......ccccevceeveeeeeeees $659 $600 $430
Capitalized interest.......ccoccvvevveevevenee. @47 (G2 (27

Net interest eXpense.....cccovveevceeesceeeneees $612 $548 $403
Cash interest paid......cccccoovevvveevceenee. $612 $451 $353

NOTE 5: LEASES

Operating Leases. Certain office facilities, resthée and equipment are subject to operating leRssd expense, net of sublease rentals,
under these operating leases was $318 million, $3#ti®n and $227 million during 2001, 2000 and 29%espectively.

During 2001, we entered into operating lease agaremts ("synthetic leases") under which we haaftion to purchase the leased real e
properties at any time during the lease term. Thgathetic lease facilities had certain financ@aenants. The financial covenants included a
debt-to-EBITDA ratio of 3.75-to-1 on $238 milliori the facilities and 3.50-to-1 on $26 million oftlfacilities. In March 2002, we paid the
full amount necessary to acquire all propertiegestitio the synthetic lease agreements and teredrtaese agreements. You can find
additional information on subsequent events reltdgte synthetic lease facilities in Note 13 to consolidated financial statements.

Capital Leases. The Company leases certain officdities and equipment under various capital leasangements. Assets acquired through
capital leases during 2001, 2000 and 1999 weren#ii®n, $265 million and $118 million, respectiyelAssets recorded under capitalized
lease agreements included in
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property, plant and equipment consisted of $45%ianiind $565 million of cost less accumulated arration of $260 million and $243
million at December 31, 2001 and 2000, respectively

Future minimum payments under capital leases anecancelable operating leases as of December 81, 2@ as follows:

CAPITAL LEASES OPERATING LEASES

(DOLLARS IN MILLIONS)

2002....ciiiiii e $152 $ 163
2003, . 71 145
2004 .. 8 157
2005.. i 1 123
2006.....ccciiiiiiiii e 1 88
2007 and thereafter......ccccovveevvcveeeneeees L 8 596
Total minimum payments.........cccccvvvvveeeenes L 241 $1,272
Less: amount representing interest.................. L. (16)

Present value of minimum payments.................. ... 225

Less: current portion.......ccccccvvvevveveneeees L (138)

Long-term portion.......cccoeeeevcveaicieniceees $87

Minimum operating lease payments have not beerceztloy minimum sublease rentals of $30 million ofuthe future under non-cancelable
subleases. They also do not include contingenalefdr the synthetic leases. In 2001, 2000 an®188ntingent rentals representing the
difference between the fixed and variable rentghpents were not significant.

NOTE 6: FAIR VALUES OF EQUITY INVESTMENTS

Fair value of equity investments is based upon etgskices quoted by stock exchanges. Our equitysiments in other publicly traded
companies consisted of the following (dollars idlions):

DECEMBER 31, 2001 DECEMBER 31, 2000

UNREALIZED UNREALIZED FAIR U NREALIZED UNREALIZED FAIR
COST  GAINS LOSSES VALUE COST GAINS LOSSES VALUE
$1 3 $1 $- 81 $ $1 3

NOTE 7: EMPLOYEE BENEFITS

Pension, Post-retirement and Other Post-employBen¢fits. We have a noncontributory defined benmfitsion plan (the "Pension Plan")
for substantially all management and occupatiomaiofy) employees and post-retirement healthcardiisisurance plans for certain
retirees. We also provide post-employment bengfitgertain former employees.

In conjunction with the Merger, we made the follagrichanges to our employee benefit plans for manageemployees only. Effective
September 7, 2000, employees were not eligibledeive retiree medical and life benefits unlesy tie either at least 20 years of service
December 31, 2000 or would be service pensiont#didiy December 31, 2003. The elimination of thizee medical benefits decreased the
other post-employment benefits expense for 2008gpyoximately $9 million. In addition, the elimii@t was accounted for as a plan
curtailment, resulting in a one-time gain of appnwately $45 million. This gain was recorded as &aet to Merger-related costs. Employees
who retained the benefits will begin paying conitibns in 2004, except for those employees whoaetbefore September 7, 2000.

40



QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

Pension benefits for management employees befatadal, 2001 were based upon their salary andsyeagervice while occupational
(union) employee benefits were generally based jporlassification and years of service.

We also modified the pension plan benefits, effecfianuary 1, 2001, for all former U S WEST manag#@remployees who did not have 20
years of service by December 31, 2000, or who wauotde service pension eligible by December 303260r employees who did not m
these criteria, no additional years of service bélicredited under the defined lump sum formulay&ars worked after December 31, 2000.
These employee's pension benefits will only bestdplifor changes in the employee's future compiensiaivel. Future benefits will equal *
of pay per year, plus a return as defined in tla@.plrhe minimum return an employee can earn on #itebunt in a given year is based upon
the Treasury Rate and the employee's account leakdrtbe beginning of the year. All management egg#s, other than those who remain
eligible under the previous formulas, will be diilgi to participate in the 3%-of-pay plan.

Effective August 11, 2000, the Pension Plan wasnai®é to provide additional pension benefits to glarticipants who were involuntarily
separated from Qwest as a result of the MergerdssivAugust 11, 2000, and June 30, 2001. Undeesteucturing plan, this amendment \
extended to cover additional employees who invaltlyt separate from Qwest. The amount of the berebased on pay and years of service
and ranges from a minimum of four months up to aimam of one year of an employee's base pay.

Pension and post-retirement costs are recognizedtbg period in which the employee renders sesvérel becomes eligible to receive
benefits as determined by using the projectedaradit method. Our funding policy is to make cdmitions with the objective of
accumulating sufficient assets to pay all beneftien due. No pension funding was required in 2@000 or 1999. We did not make any
contributions to the post-retirement benefit plai2001. In 2000 and 1999, we made contributiorteégost-retirement benefit plan of $16
million and $18 million, respectively. The amouuntéled by us is based on regulatory accounting rexpents. Net pension credits for 2001,
2000 and 1999 were $272 million, $262 million add & million, respectively. Net post-retirement bénepsts (excluding the curtailment
gain of $45 million in 2000) for 2001, 2000 and 298ere $20 million, $16 million and $128 milliorespectively.

401(k) Plan. Substantially all of our managemernt accupational (union) employees are eligible wdigigate in a defined contribution
benefit plan sponsored by QCII. Under the plan, legges may contribute a percentage of their ancmmlpensation to the plan up to a
certain maximum percentage as defined by the pidrbg the Internal Revenue Service. We match agpésige of employee contributions in
QCII stock. Expenses incurred in connection with 40d.(k) plan were $60 million, $79 million and $##llion for 2001, 2000 and 1999,
respectively.

Deferred Compensation Plans. We sponsor threerddfeompensation plans for certain employees ansklect groups of management and
highly compensated employees, certain of whichogen to new participants. Depending upon the gartjcipants may, at their discretion,
invest their deferred compensation in various itmesit choices, including QCII stock. The valuehadde accounts and our obligation are
impacted by the earnings and fluctuations in tlirevidue of these investment choices.

Our deferred compensation obligation is recordetherbalance sheet in "Deferred Credits and Oti@€Il shares owned inside the plan are
treated as treasury stock and are recorded atrc8sbckholder's Equity. Investment earnings, adstiative expenses and changes in
investment values are recognized in current incaseoneperating income and expenses. Increases or desrgathe deferred compensa
liability resulting from changes in the investmehbice values are recorded in the non-operatingniecand expense section of the
consolidated statement of income. The deferred emsgtion liability as of December 31, 2001 and 2086 $13 million and $20 million,
respectively. The values of the deferred compenisatians' assets were $4 million and $14 milliothatend of 2001 and 2000, respectively.
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NOTE 8: INCOME TAXES
The components of the provision for income taxesaarfollows:

YEAR ENDED DECEMBER 31,

2001 2000 1999

(DOLLARS IN MILLIONS)

Federal:
CUIMENL et $ 251 $369 $661
Deferred.....ccooveieiieeeeeee 643 254 155

894 623 816

State and local:
L T o | Ot 31 37 91
Deferred.....ccoovviiiiiiiiiiieieeeeeeeeeee 116 48 51

147 85 142

Provision for income taxes.......ccocccceevveeeeee L. $1,041 $708 $958

We paid $523 million, $395 million and $650 milliom QCII for income taxes in 2001, 2000 and 19@3pectively.

The effective tax rate differs from the statutaay tate as follows:

YEAR ENDED DECEMBER 31,

2001 2000 1999

(DOLLARS IN MILLIONS)

Federal statutory tax rate..........ccccccvveeeeee. L 35.0% 35.0% 35.0%
State income taxes-net of federal effect............ ... 3.4% 29% 3.7%

Other e 0.99% (0.7)% (0.7)%
Effective tax rate....ccccceeeeveveviivciieee 37.5% 37.2% 38.0%

The components of the net deferred tax liabiligy as follows:

DECEMBER 31,

2001 2000
(DOLLARS IN MILLIONS)

Property, plant and equipment.......c...coccceeee. L $2,646 $2,128
State deferred taxes-net of federal effect......... .. 318 255
Other i 84 48

Deferred tax liabilities..........ccccovveeeee. L 3,048 2,431
Post-retirement benefits-net of pension............. ... 557 617
Unamortized investment tax credit.......ccccooe.... L 47 54
State deferred taxes-net of federal effect......... .. 86 103
Other i, 133 210

Deferred tax assetS......ccccceeeeeeveveeveeeeees 823 984
Net deferred tax liability.........ccooevveeeeeee L $2,225 $1,447

At December 31, 2001 and 2000, we had outstandixestreceivable from QCII of $35 million and tapayable to QCII of $203 million,
respectively.
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NOTE 9: COMMITMENTS AND CONTINGENCIES
COMMITMENTS

Minimum Usage Requirements and Other Commitments hdée agreements with third party vendors thatiregs to maintain minimum
monthly and/or annual billings based on usage. & [zave certain agreements with third party veaduoat require payments that are
unconditional. We believe we will meet substanyiall minimum usage commitments. Where requirembat® not been met, we have
recorded appropriate charges. The financial stat&smeflect the financial impact of all currenthugt minimum usage requirements. At
December 31, 2001, the total amount of future cashmitments to be paid over the next five yearsesumainimum usage and unconditional
purchase requirement agreements is approximat@&4 sgllion.

Letters of Credit. We maintain letter of creditaargements with various financial institutions fprto $3.3 million. At December 31, 2001,
the amount of letters of credit outstanding was $3illion.

CONTINGENCIES

Litigation. On July 23, 2001, we filed a demand ddbitration against Citizens alleging that it lmteed Agreements for Purchase and Sale of
Telephone Exchanges dated as of June 16, 199%éet@itizens and U S WEST Communications, Inch waspect to the purchase and sale
of exchanges in Arizona, Colorado, Idaho, lowa, hisota, Montana, Nebraska and Wyoming. The denwrathitration was filed after
Citizens failed to close the exchange sales imatimh of the terms of the purchase agreementszddii, in turn, filed a demand for arbitration
alleging counter claims against us in connectiath Wie sale of those same exchanges, as well hsmges located in North Dakota that we
did sell to Citizens. In the arbitration, we seeakedermination that Citizens breached the agreesraamd, as a result, we are entitled to draw
down on a series of letters of credit Citizens mied in connection with the transactions and ottzenages. Citizens seeks a determination
that we breached the agreements and, as a regizéns is entitled to damages. This arbitratiostil at a preliminary stage.

In August 2001, we filed a complaint in state canr€olorado against Touch America, Inc. ("Touchéina"). In response, also in August
2001, Touch America filed a complaint against ua federal district court in Montana and removezl@wlorado court complaint to federal
district court in Colorado. Touch America has ditexl answers and counterclaims in the Coloradaslatv Touch America's complaint in
Montana was dismissed on November 5, 2001, andihTAuterica's motion for reconsideration was deniedecember 17, 2001. The
disputes between us and Touch America relate towsbilling issues for services provided to Todaherica under Qwest tariffs or
wholesale interconnection agreements. Each pagssgamages against the other for amounts billdduapaid and for other disputes. The
court case is in a preliminary state, discoveryliagun but no trial date has been set. Touch Ameil&o asserts that we violated the
Telecommunications Act of 1996 (the "Act") and taniffs, and has filed related complaints at theCFC

Various other litigation matters have been filediagt us. We intend to vigorously defend thesetanting claims.

Intellectual Property. We frequently receive offeydake licenses for patent and other intellectigdits, including rights held by competitors
in the telecommunications industry, in exchangerdgalties or other substantial consideration. \Weadso regularly the subject of allegations
that our products or services infringe upon variogsllectual property rights, and receive demahds we discontinue the alleged
infringement. We normally investigate such offensl allegations and respond appropriately, includiefgnding ourself vigorously when
appropriate. There can be no assurance that, ibormore of these allegations proved to have naedtinvolved significant rights, damage
royalties, this would not have a material advef§eceon us.
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Regulatory Matters. We have pending regulatoryoastin local regulatory jurisdictions which call forice decreases, refunds or both. These
actions are generally routine and incidental tolniginess.

We have provided for certain of these matters incomsolidated financial statements as of Decer@beR001. Although the ultimate
resolution of these claims is uncertain, we doaxpect any material adverse impacts as a restheafesolution of these matters.

NOTE 10: SEGMENT INFORMATION

Our operations are included in QCII's consolidatslilts and in the following QCII operating segnsefit) retail services, (2) wholesale
services and (3) network services. The retail ses/segment provides local telephone services;distgnce services, wireless services and
data and IP services. The wholesale services sdgmarides exchange access services that conngitinoars to the facilities of
interexchange carriers and interconnection to el@cbmmunications network to CLECs. The networkises segment provides access to
telecommunications network, including our informattechnologies, primarily to our retail services avholesale services segments.

Following is a breakout of our segments, which wieaeted from the financial statements of QCII. @&&rrevenue and expenses of QCII are
included in the segment data, which we eliminatethé reconciling items column. Additionally, besatsignificant expenses of operating the
retail services and wholesale services segmentsaaralocated to such segments for QCII's decisiaking purposes, QCIl management
does not believe the segment margins are repréisenté the actual operating results of the segmeriie margin for the retail services and
wholesale services segments excludes network apoaie expenses. The margin for the network sesvéegment excludes corporate
expenses. The "other" category includes unallocedeplorate expenses and revenues. Asset informagieegment is not provided to our
chief operating decision-maker. The communicatems related services column represents the tothlkofetail services, wholesale services
and network services segments. The 2000 figuresepted below have been adjusted to reflect ceraiassifications to conform with the
presentation of the 2001 figures. Since it was anfical to restate the 1999 information and it dosconform to the presentation for 2000
and 2001, the Margin information may not be compiara

TOTAL
RETAIL WHOLESALE N ETWORK COMMUNICATIONS AND RECONCI LING CONSOLIDATED

SERVICES SERVICES S ERVICES RELATED SERVICES OTHER ITEM S TOTAL

(DOLLARS IN MILLIONS)
YEAR ENDED DECEMBER 31,

2001
Operating revenues....... $14,941 $3,051 $ 110 $18,102 $ 37 3$(54 64) $12,675
Margin(d).......cceeveen 11,435 2,526 (6,804) 7,157 (827) 4 17 6,747
Capital expenditures..... 859 7 7,458 8,324 217 3,9 83) 4,558
2000
Operating revenues....... 11,837 3,083 132 15,052 28 (2,7 80) 12,300
Margin(1).......cccve... 9,205 2,682 (4,569) 7,318 (1,360) 2 46 6,204
Capital expenditures..... 1,033 103 5,207 6,343 213 a,7 55) 4,801
1999
Operating revenues....... 9,022 2,871 242 12,135 - 6 71) 11,464
Margin(1).......ccev.... 6,111 2,157 (2,793) 5,475 (512) 2 90 5,253
Capital

expenditures(2)........ 587 111 3,200 3,898 1) 1 43) 3,754

(1) Segment margin represents total operating ie®tess employee-related and other operating sgpeSegment margin does not include
non-recurring and non-operating items such asuetstring charges, Merger-related and other chaggges/losses on the sale of investments
and fixed assets, legal charges,
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regulatory accruals and sales of rural exchangagm&nt margin does not represent cash flow fopénmds presented and should not be
considered as an alternative to net earnings asdarator of the our operating performance or aglgrnative to cash flows as a source of
liquidity, and may not be comparable with segmeatgm as defined by other companies.

(2) Capital expenditures reported for the retaiViees segment include only expenditures for wisglservices and certain data services.
Additional capital expenditures relating to theseves are included in network services capitpeexditures.

A reconciliation from Segment margin to pre-taxame follows:

YEAR ENDED DECEMBER 31,

2001 2000 1999

(DOLLARS IN MILLIONS)

Segment Margin.......cocceeevveevieeeieeeeeeee $6,747 $6,204 $5,253
Less:

Depreciation and amortization........ccccceveeeee. L. 3,121 2,427 2,293
Restructuring, Merger-related and other charges.... ... 304 1,285

Other expense-net.....ccccccovvvvviccvvvvnneeees 544 588 440
Pre-tax incCome.......ccccvvvvevvienieenees $2,778 $1,904 $2,520

NOTE 11: RESTRUCTURING

During the fourth quarter of 2001, we approvedanb further reduce current employee levels, didete facilities and abandon certain
capital projects, terminate certain operating le@s®l recognize certain asset impairments. Wededa restructuring charge of $247 million
to cover the costs associated with these actionsoas fully described below. A breakdown of thessts is as follows:

(DOLLARS IN MILLIONS)

Severance and employee-related charges.............. ... $188

Contractual settlements and legal contingencies.... ... 30

Other charges......ccccovvieeiiiiiiiieiiceees 29
Total restructuring charge.......ccccoceeeeeeeeee. Ll $247

In order to streamline the business and consoliola¢eations to meet lower customer demand resuitorg the current economic conditions,
we identified a further reduction in employees andtractors in various functional areas acrosthumtry. The severance charge of $188
million relates to involuntary separation costsdpproximately 5,000 employees. As of DecembefB0], over 1,100 employees had been
involuntarily separated by us and cash severangmgeats totaling $9 million had been made relatmthese separations. We expect the
remaining employee separations to be completedibg 30, 2002.

We occupy administrative and network operationgdings under operating leases with varying termse B the reduction in employees and
consolidation of operations we expect to termirgéddt operating lease agreements across the couwithiy the next 12 months. We recorc
a charge of $30 million related to the terminatibthese operating lease agreements.

Other restructuring charges consist of asset imp@it charges. We reviewed all internal softwargegts in process and determined that
certain projects should no longer be pursued. Beethe projects were incomplete and abandonedaithealue of such software was
determined to be zero. Capitalized software cdsg29 million related to the restructuring were ttem off in 2001. The abandoned projects
included various billing and other system enhanaceme
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A summary of the liabilities recorded from thesstmecturing costs at December 31, 2001, is asvalio

JANUARY 1,
2001 2001 2001 DECEMBER 31,
BALANC E PROVISION UTILIZATION 2001 BALANCE
(DOLLARS IN MILLIONS)
Severance and employee-related charges.... $ -- $188 $9 $179
Contractual settlements and legal
coNtingencies........cccvvveveveernn.. -- 30 1 29
Other charges.......cccccccvvvveeeennnnn. -- 29 29 --
Total restructuring charge................ $ -- $247 $39 $208

NOTE 12: RELATED PARTY TRANSACTIONS

We purchase various services from affiliated congmnNe also provide various services to affiliatechpanies. The amount paid and
received for these services is determined in aeowre with the Federal Communications Commissionsésig cost allocation rules, which
prescribe various cost allocation methodologiet dha dependent upon the service provided. Managebeieves that such cost allocation
methods are reasonable. The total cost of serpigeshased from affiliated companies was $1.5 ili1.0 billion, and $683 million in 200
2000 and 1999, respectively. The total amount eémees derived from affiliated companies was $3@bom, $327 million and $172 million
in 2001, 2000 and 1999, respectively.

It is not practicable to provide a detailed estenaitthe expenses that would be recognized oma-stlone basis. However, we believe that
corporate services, including those related toymement, tax, legal and human resources, are auotamre economically through affiliates
than they would be on a stand-alone basis, sincabserb only a portion of the total costs.

NOTE 13: SUBSEQUENT EVENTS

As a result of reduced demand for QCF's and oumuexcial paper, in February 2002 we borrowed thiesfmlount allocated to us under the
syndicated credit facility and used or will use fiteceeds to repay commercial paper. After repatiisgcommercial paper, we had remaining
proceeds of $137 million. After giving effect toetborrowings under the credit facility, our debihegned approximately $9.6 billion, net of
the excess unapplied cash, including $2.3 billloahort-term borrowings from QCF.

In March 2002, we amended the syndicated crediitiaand currently expect to convert the outstangdbalance of the credit facility as of
May 3, 2002 into a one-year term loan that wouldlbe in May 2003. As part of the amendment, wesiased the maximum debt-to-
consolidated EBITDA ratio, measured on a consadd&ClI basis, from 3.75-to-1 to 4.25-to-1 throulkyé quarter ending September 30,
2002, decreasing to 4.0-to-1 for the quarter enfiagember 31, 2002 and agreed to use a portioatqgfroceeds from future sales of assets
and capital market transactions, including theasse of debt and equity securities, to prepay #mk boan until the outstanding loan is $2.0
billion or less. Consolidated EBITDA, as definedlive credit facility, is a measure of EBITDA th&rss with QCII's net income and adds
back certain items, primarily those of a non-cash non-operating nature.

In March 2002, we issued $1.5 billion in bonds vatten-year maturity and an 8.875% interest rappréximately $608 million of the net
proceeds were used to repay a portion of our bangswnder the syndicated credit facility. The ranmy proceeds from the sale of the bc
will be used to repay short-term obligations andently maturing long-term borrowings. After appigithe portion of the proceeds from our
March 2002 debt offering to repay the credit fagjlour total debt outstanding remained at $9.6obij net of excess unapplied cash.
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Following the amendment and the $608 million paytmas permitted under the credit facility, QClldistributed the amounts outstanding
between QCF and us. As of March 31, 2002 the cfadility had a total amount outstanding of $3.88dm, which was all assigned to QCF
and none to us.

In 2002, our credit ratings were lowered two level8BB+ and Baa2 by Fitch and Moody's, respecyivahd one level to BBB by S&P.
These ratings are investment grade. The commeraadr ratings for our commercial paper was als@ted to F-3, P-3 and A-3 by Fitch,
Moody's and S&P, respectively.

On February 14, 2002, the Minnesota Departmentonfii@erce filed a formal complaint against us with Minnesota Public Utilities
Commission alleging that we, in contravention afdial and sate law, failed to file interconnectagneements with the Minnesota Public
Utilities Commission relating to certain of our wesale customers, and thereby allegedly discrinmigatgainst other CLECs. The complaint
seeks civil penalties related to such alleged timia between $50 million and $200 million. Thi®peeding is at an early stage. Other states
in the local service area are looking into simifeatters and further proceedings may ensue in thiases.

In March 2002, we paid the full amount necessargciguire all properties subject to the syntheticéeagreements and terminated these
agreements. The purchase price of all such pregentas approximately $137 million. As a resulttef purchase, the loan commitments
totaling $264 million were terminated and we ardar@er liable for our residual value guaranteegmfo $122 million, that were only
applicable if the leases expired at the end of tieemn.

NOTE 14: QUARTERLY FINANCIAL DATA (UNAUDITED)

FIRST QU ARTER SECOND QUARTER THIRD QUARTER FOURTH QUA RTER
(DOLLARS IN MILLIONS)
2001
Operating revenues....................... $3,11 9 $3,164 $3,181 $3,211
Income before income taxes............... 70 7 755 832 484
Net income..........oooeeevvviiienenns 44 1(2) 469 515 312 2)
2000
Operating revenues....................... 2,95 1 3,022 3,168 3,159
Income (loss) before income taxes........ 68 3 652 (76) 645
Net income (I0SS).......ccvvvvvveeeennn.. 42 5 405(3) (42)(4) 408 5)

(1) Includes an after-tax charge of $71 million kberger-related and other charges.
(2) Includes an after-tax charge of $154 milliontfestructuring and other charges.
(3) Includes an after-tax charge of $73 million kberger-related and other charges.
(4) Includes an after-tax charge of $565 million Kéerger-related and other charges.
(5) Includes an after-tax charge of $167 million Kterger-related and other charges.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
Not applicable
PART llI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
We have omitted this information pursuant to Gehiestruction 1(2).
ITEM 11. EXECUTIVE COMPENSATION.
We have omitted this information pursuant to Gehiestruction 1(2).
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.
We have omitted this information pursuant to Gehiestruction 1(2).
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.
We have omitted this information pursuant to Gehiestruction 1(2).
PART IV
ITEM 14. FINANCIAL STATEMENT SCHEDULES, REPORTS ON FORM 8-K AND EXHIBITS.

(a) Documents filed as part of this report

SECTION
(1) Report of Independent Public Accountants....... . ... 8
(2) Financial Statements covered by Report of Indep endent
Public Accountants:.......cccccoevvveeeniceeeee. 8
Consolidated Statements of Income for the year s ended
December 31, 2001, 2000 and 1999............ ... 8
Consolidated Balance Sheets as of December 31, 2001 and
2000..ccciiiii e, 8
Consolidated Statements of Cash Flows for the years
ended December 31, 2001, 2000 and 1999....... ... 8
Consolidated Statements of Stockholder's Equit y for the
years ended December 31, 2001, 2000 and 1999. ... 8
Notes to Consolidated Financial Statements.... ... 8

Financial statement schedules other than thossll@bove have been omitted because the requiragniafion is contained in the consolide
financial statements and notes thereto or becawtesshedules are not required or applicable.
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(b) Reports on Form 8-K:
We did not file any reports on Form 8-K during tbarth quarter of 2001.
(c) Exhibits:

Exhibits identified in parentheses below, on filéhwthe United States Securities and Exchange Cesiaon, are incorporated herein by
referenced as exhibits hereto. All other exhibits@rovided as part of this electronic submission.

EXHIBIT

NUMBER DESCRIPTION

(2.1) Reorganization and Divestiture Agreeme nt, dated as of
November 1, 1983, between American Tel ephone and Telegraph
Company, U S WEST Inc., and certain of their affiliated
companies, including The Mountain Stat es Telephone and
Telegraph Company, Northwestern Bell T elephone Company,
Pacific Northwest Bell Telephone Compa ny and NewVector
Communications, Inc. (Exhibit 10a to F orm 10-K for the
period ended December 31, 1983, File N 0. 1-3040).

(2.2)  Articles of Merger including the Plan of Merger between The
Mountain States Telephone and Telegrap h Company (renamed U S
WEST Communications, Inc.) and Northwe stern Bell Telephone
Company. (Incorporated herein by this reference to Exhibit
2a to Form SE filed on January 8, 1991 , File No. 1-3040).

(2.3)  Articles of Merger including the Plan of Merger between The
Mountain States Telephone and Telegrap h Company (renamed U S
WEST Communications, Inc.) and Pacific Northwest Bell
Telephone Company. (Incorporated herei n by this reference to
Exhibit 2b to Form SE filed on January 8, 1991, File No.
1-3040).

(3.1) Restated Articles of Incorporation of the Registrant.
(Incorporated herein by this reference to Exhibit 3a to Form
10-K filed on April 13, 1998, File No. 1-3040.)

(3.2)  Amended Articles of Incorporation of t he Registrant filed
with the Secretary of State of Colorad 0 on July 6, 2000,
evidencing change of Registrant's name from U S WEST
Communications, Inc. to Qwest Corporat ion (incorporated by
reference to Qwest Corporation's quart erly report on Form
10-Q for the quarter ended June 30, 20 00).

(3.3) Bylaws of the Registrant, as amended. (Incorporated herein
by this reference to Exhibit 3b to For m 10-K filed on April
13, 1998, File No. 1-3040.)

(4.1)  No instrument which defines the rights of holders of long
and intermediate term debt of the Regi strant is filed
herewith pursuant to Regulation S-K, | tem 601(b) (4) (iii)

(A). Pursuant to this regulation, the Registrant hereby
agrees to furnish a copy of any such i nstrument to the SEC
upon request.

(4.2) Indenture, dated as of October 15, 199 9, by and between U S
WEST Communications, Inc. and Bank One Trust Company, NA, as
Trustee (Exhibit 4b to Form 10-K for t he period ended
December 31, 1999, File No. 1-3040).

(10.1) Form of Agreement for Purchase and Sal e of Telephone
Exchanges, dated as of June 16, 1999, between Citizens
Utilities Company and U S WEST Communi cations, Inc. (Exhibit
99-B to Form 8-K dated June 16, 1999, File No. 1-3040).

(10.4) Purchase Agreement, dated as of June 5 , 2000, among U S WEST
Communications, Inc. and Lehman Brothe rs Inc., Merrill Lynch
& Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated,
Banc of America Securities LLC, and J. P. Morgan Securities
Inc. as Representatives of the Initial Purchasers listed
therein (Exhibit 1.A to Form S-4 filed October 11, 2000).

(10.5)  364-Day $4.0 billion Credit Agreement, dated as of May 4,
2001, among Qwest Capital Funding, Inc ., Qwest Corporation,
Qwest Communications International Inc ., the banks listed
therein and Bank of America, N.A., as administrative agent
(incorporated by reference to Exhibit 10.38 to Qwest
Communications International Inc.'s qu arterly report on Form
10-Q for the period ended March 31, 20 01).
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, in the City of Denver, State ol@ado, on March 31, 2002.

QWEST CORPORATION

By: /'s/ BRYAN K. TREADWAY

Bryan K. Treadway
Vi ce President and Controller
(Principal Financial and Accounting
O ficer)

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in capacities indicated on ttet 8ay of March, 2002.

SIGNATURE TITLES

/sl JAMES A. SMITH Director and President
(Principal Executive Officer)

James A. Smith

/sl AUGUSTINE M. CRUCIOTTI Director

Augustine M. Cruciotti
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EXHIBIT 12

YEAR ENDED DECEMBER 31,

(Dollars in millions) 2001 2000 1999 1998 1997
Income before taxes $ 2,778 $1,904 $2,520 $2,150 $2,018
Interest expense (net of amounts capitalized) 612 548 403 386 374
Interest factor on rentals (1/3) 108 109 78 56 67
Earnings available for fixed charges $ 3,498 $2,561 $3,001 $2,592 $2,459
Interest expense $ 659 $ 600 $ 430 $ 411 $ 394
Interest factor on rentals (1/3) 108 109 78 56 67

Fixed charges $ 767 $ 709 $ 508 $ 467 $ 461

Ratio of earnings to fixed charges 4.56 3.61 5.91 5.55 5.33




Exhibit 99
[LETTERHEAD OF QWEST CORPORATION]
March 31, 2002
Via EDGAR

Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, DC 20549

RE: CONFIRMATION OF ARTHUR ANDERSEN REPRESENTATIONS
Ladies and Gentlemen:

This letter confirms that Qwest Corporation hagiead from Arthur Andersen LLP, the independentlipudiccountant engaged by the
company to examine the company's financial statésrteat are included in the Form 10-K to which tkiger is attached as an exhibit, a
representation letter addressed to the compangtatidg that:

o the audit conducted by Arthur Andersen was stiljedrthur Andersen's quality control system floe 1J.S. accounting and auditing
practice to provide reasonable assurance thanip@gement was conducted in compliance with prasessistandards; and

o there was appropriate continuity of Arthur Andgrpersonnel working on audits, availability ofioaal office consultation and availability
of personnel at foreign affiliates of Arthur Andensto conduct the relevant portions of the audit.

Very truly yours,

QWEST CORPORATION

By: [/s/ Bryan K. Treadway

Name: Bryan K. Treadway
Title: Vice President and Controller

End of Filing
pmdaylin{i;\[_{m
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