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U S WEST COMMUNICATIONS, INC.
FORM 10-K

PART |
ITEM 1. BUSINESS.
GENERAL

U S WEST Communications, Inc. (the "Company") isoirporated under the laws of the State of Colommbhas its principal offices at 1801
California Street, Denver, Colorado 80202, teleghnamber (303) 896-3099. The Company is an indiveladlly owned subsidiary of U S
WEST, Inc. ("U S WEST").

COMPANY OPERATIONS

The Company provides telecommunications servicesdaie than 25 million residential and businessamsts in the states of Arizona,
Colorado, Idaho, lowa, Minnesota, Montana, Nebralleav Mexico, North Dakota, Oregon, South DakotsH)Washington and Wyoming
(collectively, the "Region"). The Company servepragimately 80 percent of the Region's populatind approximately 40 percent of its
geographic area.

The principal types of telecommunications serviafsred by the Company are (i) local telephoneisesy (ii) exchange access services
(which connects customers to the facilities ofieast including long-distance providers and wiralpsrators), and (iii) long-distance network
services within Local Access and Transport Area&\T’As") in the Region. For the year ended Decen3r1996, local service, exchange
access service and intraLATA long-distance netvaganvice accounted for 49 percent, 33 percent arkident, respectively, of the total
operating revenues of the Company. At Decembet 336, the Company had approximately 15,424,00@helee network access lines in
service, a 4.3 percent increase over year-end B3@%uding the effect of the sales of approximately,000 rural telephone access lines
during 1996, access lines increased 5.0 percemty@ag-end 1995. In 1996, revenues from a singstorner, AT&T, accounted for
approximately 11 percent of the total operatingeraies of the Company.

ITEM 2. PROPERTIES.

The properties of the Company do not lend themsdlvelescription by character and location of ppakunits. At December 31, 1996, the
percentage distribution of total net telephone otgnmajor category for the Company follows:

a. Connecting lines not on customers' premi SES..ciiiiiee i 38%
Telephone network equipment (primarily ¢ entral office

b. eqUIPMENT).cceeiiiiiiiiiiee e 39%

C. Land and buildings (occupied principally by central offices)... 12%

d. General purpose computers and other..... 11%

At December 31, 1996, substantially all of theatiations of central office equipment were locaitretiuildings owned by the Company
situated on land which it owns in fee, while mamyages, and administrative and business officee indeased quarters.

Total investment in telephone plant increased @%Billion at December 31, 1996, from $31.0 billiat December 31, 1995, after giving
effect to retirements, but before deducting accaedl depreciation. The Company's 1996 capital edipges of $2.8 billion were
substantially devoted to the continued moderninatibtelephone plant, to improve customer servasebto accommodate additional line
capability in several states. 1997 capital expemelt are anticipated to be $2.5 billion and theonitgj of these are expected to be financed
through internally generated funds.

ITEM 3. LEGAL PROCEEDINGS.

With respect to lawsuits, proceedings and othemdgending at year end, it is the opinion of mamagnt that after final disposition, any
monetary liability or financial impact to the Conmyabeyond that provided at year end, would not laéenmal to the consolidated financial
position of the Company.



ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
Not applicable
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS.
Not applicable
ITEM 6. SELECTED FINANCIAL DATA.
Omitted pursuant to General Instruction J(2).
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

Omitted pursuant to General Instruction J(2). S¢arfagement's Analysis of the Results of OperatidRsference is made to the information
set forth on pages 6 through 13.

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA.
Reference is made to the information set forth ages 16 through 30.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

Coopers & Lybrand L.L.P. served as the Companglspendent auditor, and Arthur Andersen LLP sengettha primary auditing firm for
major subsidiaries within U S WEST Media Groupnfr&984 to 1995. In view of the targeted stock stmecthat U S WEST adopted in 19
U S WEST determined, following a recommendatiothef Audit Committee, that it is more efficient agffiective for U S WEST to have a
single firm perform the auditing function for itatée business, including the Company.

During the Company's fiscal years ended Decembget @5 and December 31, 1994, the reports of Ceapérybrand L.L.P. on the
Company's financial statements contained no adwgiseéon or disclaimer of opinion, nor were theyatified or modified as to uncertainty,
audit scope or accounting principles. In additidur,ing such fiscal years and the interim perio@sahfter: (1) no disagreements with Cooj
& Lybrand L.L.P. occurred on any matter of accongtprinciples or practices, financial statementldsure, or auditing scope or procedure,
which disagreements, if not resolved to the satigfa of Coopers & Lybrand L.L.P., would have calitdo make reference to the subject
matter of the disagreement in connection withéfgort on the Company's financial statements; (2eportable events involving Coopers &
Lybrand L.L.P. occurred that must be disclosed uagglicable securities laws; and (3) the Compddyndt consult with Arthur Andersen
LLP on items that concerned the application of aotiog principles to a specific transaction, eitbempleted or proposed, or on the type of
audit opinion that might be rendered on the Com|sdfityancial statements.

PART llI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
Omitted pursuant to General Instruction J(2).
ITEM 11. EXECUTIVE COMPENSATION.
Omitted pursuant to General Instruction J(2).
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

Omitted pursuant to General Instruction J(2).



ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.
Omitted pursuant to General Instruction J(2).
PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K.

(a) Documents filed as a part of this report:

P AGE
1) Reports of Independent Accountants...... e ough 15
2 Consolidated Financial Statements and Su pplementary Data.
Consolidated Statements of Operations fo r the years ended December 31, 1996, 1995
ANA 1994, ... 16
Consolidated Balance Sheets as of Decemb er 31,1996 and 1995...........ccuueeee. 17
Consolidated Statements of Cash Flows fo r the years ended December 31, 1996, 1995
ANA 1994, ... e 18
Notes to Consolidated Financial Statemen 1St 19 thr ough 30
3) Consolidated Financial Statement Schedul e
Il -- Valuation and Qualifying Accounts. s 31
Financial statement schedules other than those list ed above have been omitted because the required inf ormation
is contained in the Consolidated Financial Statemen ts and notes thereto, or because such schedules are not

required or applicable.

(b) Reports on Form 8-K
U S WEST Communications filed the following repasts Form 8-K during the fourth quarter of 1996:

(i) report dated November 25, 1996, relating taesp release issued by U S WEST Communicationsemitled "U S WEST
Communications Receives a King County Superior €Decision in Washington State Rate Order Appdaladdition, on November 26,
1996, U S WEST Communications, Inc. issued a pedssse entitled "U S WEST Communications To CaiAppeal of Washington State
Rate Order."

(c) Exhibits

Exhibits identified in parentheses below, on filéhwthe United States Securities and Exchange Caesian ("SEC"), are incorporated herein
by referenced as exhibits hereto.

EXHIBIT

NUMBER

(2a)  Articles of Merger including the Plan o f Merger between The Mountain States Telephone and
Telegraph Company (renamed U S WEST Com munications, Inc.) and Northwestern Bell Telephone Company.
(Incorporated herein by this reference to Exhibit 2a to Form SE filed on January 8, 1991, File No.
1-3040).

(2b)  Articles of Merger including the Plan o f Merger between The Mountain States Telephone and
Telegraph Company (renamed U S WEST Com munications, Inc.) and Pacific Northwest Bell Telep hone
Company. (Incorporated herein by this r eference to Exhibit 2b to Form SE filed on January 8, 1991,

File No. 1-3040).



EXHIBIT
NUMBER

(10a)

(10b)

(10c)

(10d)

(10e)

(10f)

(109)

(10h)

12
23
24

No instrument which defines the rights
Registrant is filed herewith pursuant t
regulation, the Registrant hereby agree
request.

Reorganization and Divestiture Agreemen
and Telegraph Company, U S WEST Inc., a
Mountain States Telephone and Telegraph
Northwest Bell Telephone Company and Ne
the period ended December 31, 1983, Fil

Shared Network Facilities Agreement dat
Telegraph Company, AT&T Communications
Telegraph Company. (Exhibit 10b to Form
1-3040).

Agreement Concerning Termination of the
between American Telephone and Telegrap
Mountain States Telephone and Telegraph
Form 10-K for the period ended December

Agreement Concerning Certain Centrally
between American Telephone and Telegrap
Mountain States Telephone and Telegraph
Form 10-K for the period ended December

Agreement Concerning Patents, Technical
between American Telephone and Telegrap
the period ended December 31, 1983, Fil

Agreement Concerning Liabilities, Tax M
November 1, 1983, between American Tele
States Telephone and Telegraph Company
for the period ended December 31, 1983,

Agreement Concerning Trademarks, Trade
between American Telephone and Telegrap
Bell Atlantic Corporation, BellSouth Co
Pacific Telesis Group, The Southern New
and U S WEST, Inc. (Exhibit 10i to Form
1-3040).

Shareholders' Agreement dated as of Jan
Atlantic Management Services, Inc., Bel
Pacific Bell, Southwestern Bell Telepho
Company, Northwestern Bell Telephone Co
10h to Form SE dated March 5, 1992, Fil

Computation of Ratio of Earnings to Fix

Consent of Independent Accountants.

Power of Attorney.

of holders of long and intermediate term debt of th
0 Regulation S-K, Iltem 601(b)(4)(iii))(A). Pursuant
s to furnish a copy of any such instrument to the S

t dated as of November 1, 1983, between American Te
nd certain of their affiliated companies, including
Company, Northwestern Bell Telephone Company, Paci
wVector Communications, Inc. (Exhibit 10a to Form 1

e No. 1-3040).

ed as of January 1, 1984, between American Telephon
of the Midwest, Inc. and The Mountain States Teleph
10-K for the period ended December 31, 1983, File

Standard Supply Contract effective December 31, 19

h Company, Western Electric Company, Incorporated,
Company and Central Services Organization (Exhibit
31, 1983, File No. 1-3040).

Developed Computer Systems effective December 31, 1
h Company, Western Electric Company, Incorporated,
Company and Central Services Organization (Exhibit
31, 1983, File No. 1-3040).

Information and Copyrights effective December 31,

h Company and U S WEST, Inc. (Exhibit 10f to Form 1
e No. 1-3040).

atters and Termination of Certain Agreements dated
phone and Telegraph Company, U S WEST, Inc., The Mo
and certain of their affiliates (Exhibit 10g to For

File No. 1-3040).

Names and Service Marks effective December 31, 1983
h Company, American Information Technologies Corpor
rporation, Cincinnati Bell, Inc., NYNEX Corporation
England Telephone Company, Southwestern Bell Corpo
10-K for the period ended December 31, 1984, File

uary 1, 1988, between Ameritech Services, Inc., Bel
ISouth Services, Incorporated, NYNEX Service Compan
ne Company, The Mountain States Telephone and Teleg
mpany and Pacific Northwest Bell Telephone Company
e No. 1-3040).
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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 28, 1997.

U S WEST COMMUNICATIONS, INC.

By /sl M CHAEL P. GLI NSKY

Michael P. Glinsky
ACTING CHIEF FINANCIAL OFFICER

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

PRINCIPAL EXECUTIVE OFFICER:

/sl Solomon D. Trujillo* Presi dent and Chief Executive Officer
PRINCIPAL FINANCIAL OFFICER:

/sl Michael P. Glinsky Actin g Chief Financial Officer
DIRECTORS:

/sl Michael P. Glinsky

/s/ Solomon D. Trujillo*

*By /s MICHAEL P. GLINSKY

Michael P. Glinsky
(AS ATTORNEY-IN-FACT)

Dated: March 28, 1997
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U S WEST COMMUNICATIONS, INC.

MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS
(DOLLARS IN MILLIONS)

Some of the information presented in or in conmectiith this report constitutes "forward-lookingtgments" within the meaning of the
Private Securities Litigation Reform Act of 1995though the Company believes that its expectatamashased on reasonable assumptions
within the bounds of its knowledge of its businasd operations, there can be no assurance that aetwlts will not differ materially from i
expectations. Factors that could cause actualtsssutliffer from expectations include: (i) diffetethan anticipated competition from new
entrants into the local exchange and intraLATA moéirkets, (i) changes in demand for the Compamyducts and services, including
optional custom calling features, (iii) differehian anticipated employee levels, capital expeneitusind operating expenses as a result of
unusually rapid, in-region growth, (iv) the gainloss of significant customers, (v) pending reguiaiactions in state jurisdictions, and (vi)
regulatory changes affecting the telecommunicatindsstry, including changes that could have anaichpn the competitive environment in
the local exchange market.

RESULTS OF OPERATIONS -- 1996 COMPARED WITH 1995
Following are details of the Company's reportedimetme for 1996 and 1995, normalized to excludegtfiects of certain nonoperating ite

INCREASE (DECREASE)

1996 1995 $ %

Reported Nt iNCOME.....ccoccveciiiiiieiieees e $ 1,267 $ 1,211 $ 56 4.6
Adjustments to reported net income:

Gains on sales of rural telephone exchanges...... L (36) (85) 49 57.6

Cumulative effect of change in accounting princip (34) -- (34) --

Current year effect of change in accounting princ (15) -- (15)

Recapitalization costs..........ccccceeveeennnes - 8 (8)

Early extinguishment of debt.................... 8 (8)
Normalized iNCOME.......oovvviiiiee e e $ 1,182 $ 1,142 $ 40 3.5

(1) Effective January 1, 1996, the Company adoftatement of Financial Accounting Standards ("SBA®). 121, "Accounting for the
Impairment of Long-Lived Assets and for Long-LivAdsets to be Disposed Of." See the Consolidateah€ial Statements -- Note 2 --
Property, Plant and Equipment.

The Company's 1996 normalized income was $1,18R\cease of $40, or 3.5 percent, compared with4jn 1995. The increase in
normalized income is primarily attributable to demddor services, evidenced by revenue growth ofpgrgent. Partially offsetting the
increased demand are higher costs incurred to ssltitesiness growth, service-improvement initiatawed costs related to new business
opportunities.

The Company expects net income growth in the cosinkess to be partially offset by cost increasksad to growth initiatives such as
wireless Personal Communications Services ("PQ&).income growth could also be impacted by cadtsted to implementing the
interconnection requirements and other provisidrth@® Telecommunications Act of 1996. However, itle¢ income impact will depend on !
nature and timing of the requirements, and the tfgecovery mechanisms provided for by the Fedémmhmunications Commission
("FCC") and state commissions. (See "Regulatoryif@nment.")



MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (CONTINUED)

Increased demand for services resulted in growdaimings before interest, taxes, depreciationtwation and other ("EBITDA") of 6.0
percent in 1996. EBITDA also excludes gains onssafecertain rural telephone exchanges in 1996189%. The Company believes EBITL
is an important indicator of the operational stiéngf its businesses. EBITDA, however, should retbnsidered as an alternative to
operating or net income as an indicator of theqar&nce of the Company's business or as an aliegrtatcash flows from operating
activities as a measure of liquidity, in each adetermined in accordance with generally accepteduating principles ("GAAP").

Effective January 1, 1996, the Company adopted SNASL21, "Accounting for the Impairment of Longved Assets and for Long-Lived
Assets to be Disposed Of," which, among other ghingquires that companies no longer record degiieniexpense on assets held for sale.
Adoption of SFAS No. 121 resulted in a one-timengafi$34 (net of tax of $22), related to the curtiukaeffect of change in accounting
principle. See the Consolidated Financial Statemeritiote 2 -- Property, Plant and Equipment.

During 1995, the Company refinanced $145 of lorrgitdebt. Expenses associated with the refinan@sglted in extraordinary charges of
$8, net of tax benefits of $5.

OPERATING REVENUES

An analysis of operating revenues follows:

INCREASE
LOW ER (DECREASE)
PRICE  (HIGH ER) e
1 996 1995 DEMAND CHANGES REFU NDS OTHER $
Local service............ $ 4770 $ 4,344 $ 413 $ 27 $ 8 $ (22) $ 426
Interstate access. . 2,507 2,378 250 (48) (69) 4) 129
Intrastate access. 770 747 45 (6) - (6) 23
Long-distance net 1,100 1,189 (53) ©) 1) (28) (89)
Other services.................. 684 626  -- - -- 58 58
TOtal e $ 9831 $ 9284 $ 655 $ (44) $ 62) $ (2 $ 547
%
Local Service.......cccvvvverneeenneennns 9.8
Interstate access.........cooeevvevieennns 5.4
Intrastate access..........coceevveviiennns 3.1
Long-distance network............c.cccocceenne (7.5)
Other ServiCes.........ccoovvrverivaiennens 9.3
TOtal e 5.9

Approximately 60 percent of the Company's reveraregderived from the states of Arizona, Coloradondsota and Washington.
Approximately 29 percent of the access lines iniserare devoted to providing services to busimessomers. The access line growth rate
business customers, who tend to be heavier uséhg afetwork, has consistently exceeded the groatthof residential customers. During
1996, business access lines grew 7.6 percent vdsidential access lines increased 4.0 percenty) wligisted for the 1996 sales of rural
telephone access lines.

The primary factors that influence changes in reesrare customer demand for products and seryides,changes (including those related
to regulatory proceedings) and refunds. During 1986enues from new product and service offeringsevapproximately $808, an increase
of 51 percent as compared with 1995. These revamiresrily consist of caller identification, voieceessaging, digital switched services and
high-speed data network transmission services.

Local service revenues include local telephone &mxgh, local private line and public telephone s&wi The 9.8 percent increase in local
service revenues is primarily attributable to grtoivt access lines and increased demand for nevuptraad service offerings, and existing
central office features. Total reported accessslinereased 629,000 during 1996, or 4.3 percenthath 244,000 is attributed to second lir
Second line installations increased 30.5 percemipeoed with 1995. Access lines grew by

7



MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (CONTINUED)
742,000, or 5.0 percent, when adjusted for saleppfoximately 113,000 rural telephone access lineisng 1996.

Access charges are collected primarily from intehexge carriers for their use of the local excharegeork. For interstate access services
there is also a fee collected directly from telaphoustomers. Approximately 30 percent of accessnges and 11 percent of total revenues
are derived from providing access services to AT&T.

Higher revenues from interstate access services dréren by access line growth and an increaseSop&rcent in interstate billed access
minutes of use. The increased business volume arsiglfy offset by the effects of price reducticarsd sharing related accrued refunds to
interexchange carriers. The Company reduced pfizdaterstate access services in both 1996 an& 48% result of FCC orders and
competitive pressures. Intrastate access revenaesased primarily due to higher demand partidilged by the effects of price reductions.

Long-distance revenues are derived from calls métten the LATA boundaries of the Region. DuringdB) long-distance revenues
decreased 7.5 percent, primarily due to the effefct®mpetition and the implementation of multipdé carrier plans ("MTCPs") in lowa and
Nebraska in May and October 1996, respectively. MIR€Ps essentially allow independent telephone conigs to act as toll carriers. T

1996 impact of the MTCPs was a $27 reduction igidistance revenues, offset by increases in imti@stccess revenues of $5 and decrease
in other operating expenses (i.e., access expeh$2)L. Similar changes in other states are sclkeedol occur in 1997, though the impact on
1997 net income is not expected to be material.

Excluding the effects of the MTCPs, long-distaneesnues decreased 5.2 percent. Long-distance revéiawe declined over the last several
years as customers have migrated to interexchaargers that have the ability to offer Ic-distance services on both an intraLATA and
interLATA basis. A portion of revenues lost to costifon, however, is recovered through access @sapgid by the interexchange carriers.
The Company expects erosion in long-distance rexémgontinue in 1997 due to the loss of exclugigftl+ dialing in Minnesota and
Arizona, effective in February and April 1996, resfively, and continued dial-around activity in @tlstates within the Region, though
management expects the decline to be less tha@0i. The Company is partially mitigating compettiosses through competitive pricing of
intraLATA long-distance services and increased mtiomal efforts to retain customers.

Revenues from other services primarily consistad® messaging services, inside wire maintenansgcss, billing and collection services
provided to interexchange carriers, and high-spgieea transmission services.

During 1996, revenues from other services incre&8&d or 9.3 percent, primarily as a result of gure¢d market penetration in voice
messaging services and increased inside wire nmainte services.

Future revenues at the Company may be affecte@bglipg regulatory actions in federal and local fetguy jurisdictions. (See "Regulatory
Environment.")



MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (CONTINUED)

COSTS AND EXPENSES

INCREASE (DECREASE)

1996 1995 $ %
Employee-related expenses..............ccceeun... $ 3,377 $ 3,079 $ 298 9.7
Other operating eXpenses...........ccceevvveennns 1,574 1,587 (13) (0.8)
Taxes other than income taxes...........c.c.o...... 379 371 8 2.2
Depreciation and amortization...................... 2,101 2,022 79 3.9
Interest eXPeNnse.......ccccceevveviviieeeeennnns 414 386 28 7.3
Other expense - Net........ccceccveeeviiieeennnns 44 58 (14) (24.1)

Employee-related expenses include salaries andsaf@gguding both basic and performance-based maygrtime, benefits (including

pension and health care), payroll taxes and cdnhor. During 1996, total employee-related expsnacreased $298 primarily due to
continued efforts to address increased businesgtigrgervice-improvement initiatives and new bussepportunities. Salaries and wages
and contract labor, which increased by $133 and $fe&pectively, in 1996, are the two primary festhat impact employee-related
expenses. Salaries and wages increased primaglyodaflation-driven and contractual wage incrsase well as absorbing certain employee
transfers from affiliate companies during 1995. Thatract labor increase supported the increassithiéss growth and the additional
marketing organization costs related to the lawfaew products and services. Employekted expenses also include approximately $1
contract labor and overtime as a result of floodmgvashington and Oregon in first-quarter 1996tiBidy offsetting these increases was a
reduction in postretirement benefits costs dueéhmges in actuarial assumptions and favorable t@stds, lower conference and travel
expenses and decreased overtime as a result déi@ted cost reduction efforts in the latter h&ll896.

The Company will add a certain number of employteesddress the needs of new business opportusitisas wireless PCS. Costs related
to these work force additions could partially offdee benefits of employee separations achievamligir restructuring. (See "Restructuring
Charge.")

Other operating expenses include access charggsopaidependent local exchange carriers (incufwethe routing of long-distance traffic
through their facilities), network software expensad other general and administrative costs. Qur#96, other operating expenses
decreased primarily due to lower affiliate costd ssduced access expense, a portion of which sefaténe 1996 implementation of the
MTCPs in lowa and Nebraska. Partially offsetting tlecrease were higher advertising and bad dekhegp. The decrease was also partially
offset by a reserve adjustment associated witgitnd collection activities performed for intecange carriers and a charge related to the
discontinuance of the Omaha broadband video setwale

Taxes other than income taxes, which consist piiynai property taxes, were relatively flat as coangd with 1995. In fourth-quarter 1996,
taxes other than income taxes increased by $2&l.8rpercent, due to favorable property tax vatunstiand mill levies recognized during
fourth-quarter 1995.

The increase in depreciation and amortization espénattributed to the effects of a higher dejatgei asset base, partially offset by the
effects of 1995 sales of certain rural telephoreharges and the adoption of SFAS No. 121.

Interest expense increased primarily due to higherage debt levels and a decrease in the amointeodst capitalized resulting from a
lower average balance of telecommunications pladeuconstruction.
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MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (Continued)

PROVISION FOR INCOME TAXES

INCREASE

1996 1995 $ %

Provision for inCOMe taxes......ccccocvvevvvccce $ 768 % 698 $ 70 10.0
Effective tax rate.........c.ccooerivervnnennnn 384% 3 6.4%

The increase in the effective tax rate resultecharily from the effects of lower investment taxditeamortization combined with the effects
of a research and experimentation credit recordd®95.

RESTRUCTURING CHARGE

In 1993, the Company incurred an $880 restructucheyge (pretax). The related restructuring plaa {Restructuring Plan"), which is
expected to be substantially complete by the erk®87, is designed to provide faster, more resper@istomer services, while reducing the
costs of providing these services. Following i€laeslule of the incurred costs that were includathénRestructuring Plan:

ACTUAL ESTIMATE

1994 1995 1996 1997 TOTAL
Employee separation.............c..ccveeruennene. 19% 76 % 102 $ 86 $ 283
Systems development 118 129 91 22 360
Real estate.................. 50 66 8 6 130
Relocation.................. 21 21 5 47
Retraining and other...........cccooceevennnes 8 23 20 9 60
TOtAl e e $ 216 $ 315 % 226 $ 123 $ 880

Employee separation costs include severance pagntezdlth-care coverage and postemployment edudagioefits. Under the Restructuring

Plan, the Company anticipates the separation @D0gmployees. Annual employee separations andogegiseparation amounts under the
Restructuring Plan follow:

ACTUAL ESTIMATE
1994 1995 1996 1997 TOTAL
Employee separations.......ccccoecveevccveenceees e 2,180 2,325 2,667 2,828 10,000
Employee-separation amounts..........cccceeeeeeeeee v $ 75% 76$% 102 $ 8 $ 339

OTHER ITEMS

On November 15, 1996, Continental Cablevision, Ww&s merged into a wholly owned subsidiary of U ESV¥ (the "Continental Merger").
The Continental Merger and the regulatory uncefgesnrrounding the Washington State Utilities amdriBportation Commission's $91.5 rate
reduction order (see the Consolidated Financidgk8tants -- Note 11 -- Contingencies) have resuitedgeneral downgrading of the
Company's credit ratings. The Company's senioraured debt and commercial paper ratings by Moo&gandard & Poor's and Duff &
Phelps were Aa3, A-plus and AA-minus, and P1, Ad Brl-plus, respectively, at December 31, 1996.
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MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (CONTINUED)
REGULATORY ENVIRONMENT
THE TELECOMMUNICATIONS ACT OF 1996

The Telecommunications Act of 1996 (the "Telecomitaitions Act") replaces the Maodification of Finaidyment, the antitrust consent
decree entered into in 1984 in connection withdivestiture by AT&T of its local telephone businessl the formation of U S WEST and the
other Regional Bell Operating Companies ("RBOCShe Telecommunications Act permits local telephcompanies, longdistance carrie
and cable television companies to enter each otirers of business. The RBOCs will be permittegttovide interLATA long-distance
services by opening their local networks to faieiitbased competition and satisfying a detailadfisequirements, including providing
interconnection and number portability. The Telenwmications Act also lifts the ban on cross-ownigrsletween cable television and
telephone companies, thereby permitting the RB@@nter into the cable business within their reBpeservice regions so long as such
entry is not achieved through the purchase of iexjstable companies, except in rural communitiée Telecommunications Act also
reaffirms the concept of universal service anda&r¢he FCC and state regulators to determine tgaveervice funding policy. The FCC and
state regulators have been given the responsihiliiyterpret and oversee implementation of largeipns of the Telecommunications Act.

On August 8, 1996, the FCC issued an order (theC'Bder") establishing a framework of minimum natibrules that will enable the states
and the FCC to begin implementing the local contipetiprovisions of the Telecommunications Act. Kegvisions that relate to the
Company and other local exchange carriers ("LEC&lude:

- Providing interconnection to any requesting tetemunications carrier at any technically feasitep equal in quality to that provided by
the incumbent LEC.

- Providing unrestricted access to network servazean unbundled basis.

- Providing physical collocation of equipment nexagy for interconnection at the incumbent LEC, sslghysical collocation is not practical
for technical reasons or because of space limitatio

- Offering for resale any telecommunications segsithat the LEC provides at retail to subscribdre are not telecommunications carriers.
- Reciprocal compensation arrangements for wiredime wireless local service providers.

The FCC Order also established rigid costing aimngy rules which, from U S WEST's perspectivensfigantly impede negotiations with
new entrants to the local exchange market, stdificputility commission ("PUC") interconnection arhakings, and interconnection
arbitration proceedings. U S WEST appealed the B@der and sought a stay of certain of its provisjoncluding certain pricing provisions,
pending appellate review. On October 15, 1996Figath Circuit Court of Appeals ("Eighth Circuitiysued its order granting a stay of all
pricing provisions of the FCC Order. The stay doefspostpone implementation of the Telecommunicatiact. Rather, the effect of the stay
is to have interconnection and network unbundledheht pricing be resolved through negotiationgatesPUC arbitration proceedings
without the PUCs being limited in their considesatdf relevant costs.

Subsequently, the FCC and certain interexchangecarequested the United States Supreme Coert'@preme Court") to review and
vacate the Eighth Circuit stay. On October 31, 1996 Supreme Court denied these requests. Theredi® FCC and certain interexchange
carriers petitioned the Supreme Court for furtr@rsideration of vacating the stay. On Novemberl886, the Supreme Court rejected these
further petitions. Thus, the Eighth Circuit staylwémain in effect until modified by that court ontil the appeal is resolved. A decision on
the appeal is expected by May 1997.
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MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (CONTINUED)
The Telecommunications Act will drive key publiclioy initiatives of the Company in 1997. These ird#:

- INTERCONNECTION PROCEEDINGS. Despite the FCC Otoeing stayed by the Eighth Circuit, interconnactproceedings throughout
local regulatory jurisdictions are continuing. Ae@&mber 31, 1996, the Company had completed 25aftaitrations in 11 states. An
additional 32 arbitrations were pending throughtbetRegion and 41 parties were still in negotiatioith the Company. The Company
advocates that LECs have the right to recover thiéycosts of providing interconnection services tirat they must not be placed at a
competitive disadvantage as local and long-distamaekets are opened to competition. The Compaaggsessively defending its views in
arbitrations and, when necessary, in the courts.démpany cannot provide assurance that it wilittde to fully recover its costs related to
providing interconnection services.

- FEDERAL ACCESS REFORM. In December 1996, the k§¥0ed a Notice of Proposed Rulemaking relatetlggticing, terms and
conditions for long-distance carriers to access Ide@vorks. The FCC has alternatively proposed ala¢gry approach that entails scheduled
fee reductions or a market-based approach thatdaaldw competition to determine access pricinge ompany advocates a market-based
approach that would permit LECs to gradually redaceess charges as new sources of revenue areped¢hrough the expansion of
wholesale and retail services and in conjunctiothiviterstate and intrastate rate rebalancingwlatd eliminate implicit subsidies. The
Company expects new rules to be issued by May 198 jmplementation of the new rules to occur oaehree- to four-year period.

- UNIVERSAL SERVICE. The Telecommunications Act végs the FCC and state jurisdictions to presenreausally available and
affordable local telephone service for low-inconne &igh-cost area customers through an explicisisiyb A federal-state joint board issued
recommendations on universal service policy dufingth-quarter 1996. Funding recommendations irelad assessment on service
providers' gross telecommunications service reveneé of payments to other carriers. The Compangaates that universal service support
be based on the smallest, high-cost geographis #inahare reasonably identifiable and that fundiocur through a pass-through surcharge
on retail revenues. The Company expects new FGE it universal service to be issued by May 1997.

- LEGISLATIVE INITIATIVES. Key legislative initiatves in local regulatory jurisdictions in 1997 indéu (1) achieving accelerated capital
recovery;
(2) rebalancing local service prices to cover datoats; and (3) eliminating subsidies.

Due to legal and regulatory uncertainties, the ichpéthe Telecommunications Act on the Comparnytsre results is unknown.
OTHER REGULATORY ISSUES

The Company's interstate services have been subjpdte cap regulation since January 1991. Riags are an alternative form of regulas
designed to limit prices rather than profits. TH&s price cap plan (the "Price Cap Plan") incluglesring of earnings in excess of author
levels. The Price Cap Plan has resulted in redacedss prices paid by interexchange carriers tasLEC

The price cap index for most services is annuajysted for inflation, productivity level and exagmis costs. The Price Cap Plan provides
for three productivity options, including a no-shgroption, and for increased flexibility for adfingy prices downward in response to
competition. In 1996 and 1995, the Company seletttedowest productivity option in determining @& Current FCC deliberations on
access charge reform and universal service walyiknpact the nature and duration of the intenihles on price cap regulation.
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MANAGEMENT'S ANALYSIS OF THE RESULTS OF OPERATIONS (CONTINUED)

There are pending regulatory actions in local ragu jurisdictions that call for price decreage$unds or both. In one such instance, the
Utah Supreme Court has remanded a Utah Publicce@ommission ("PSC") order to the PSC for heatingreby establishing two
exceptions to the rule against retroactive ratentakil) unforeseen and extraordinary events, apth{&onduct. The PSC's initial order
denied a refund request from interexchange caraiedsother parties related to the Tax Reform Act386. The range of possible risk is $0 to
$155 at December 31, 1996.

On April 11, 1996, the Washington State Utilitieslal ransportation Commission ("WUTC" or the "Comsiis") acted on the Company's
1995 rate request. In February 1995, the Compamngttdo increase revenues by raising rates fochasidential services over a four-year
period. The two major issues in this proceedinglive the Company's request for improved capitabvery and elimination of the imputatit
of Yellow Pages revenue. Instead of granting then@any's rate request, the Commission ordered appadsly $91.5 in annual revenue
reductions, effective May 1, 1996. Based on thevalyaling, the Company filed a lawsuit with the gi€@ounty Superior Court (the "Court")
for an appeal of the order, a temporary stay obtidered rate reduction and an authorization tdempnt a revenue increase.

On April 29, 1996, the Court stayed the rate desgeardered by the WUTC. The Court granted thestading its decision on the
Company's appeal. Effective May 1, 1996, the Comisayan collecting revenues subject to refund mittrest. On November 25, 1996, the
Court ruled in favor of the WUTC. The Company appddhe Court's decision to the Washington Stafge&ue Court (the "State Supreme
Court") which, on January 22, 1997, granted a efdlie order, pending the State Supreme Courl'sefuiew of the appeal. The Company
expects the State Supreme Court's review to bagimei second quarter of 1997.

The Company expects its appeal to be successflhiandot accrued any of the amounts subject tmdetdowever, an adverse judgment on
the appeal would have a significant impact on there results of operations.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Shareowner and Board of Directors of U S WEB Communications, Inc.:

We have audited the accompanying consolidated balsineet of U S WEST Communications, Inc. (a Cdlem@orporation) and subsidiaries
as of December 31, 1996, and the related consetidsiitements of operations and cash flows foyd¢he then ended. These consolidated
financial statements and the schedule referregélmabare the responsibility of the Company's mansage. Our responsibility is to express
opinion on these consolidated financial statemantsschedule based on our audit.

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtyat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of U S WEST
Communications, Inc. and subsidiaries as of Dece®bgel1996 and the results of their operationstheit cash flows for the year then end
in conformity with generally accepted accountingngiples.

Our audit was made for the purpose of forming aniop on the basic financial statements takenwaba@le. Schedule Il on page 31 is
presented for purposes of complying with the Séiesrand Exchange Commission's rules and is nefjained part of the basic financial
statements. The Year 1996 information on this sglgeldas been subjected to the auditing procedymaéed in our audit of the basic financ
statements and, in our opinion, fairly states imadterial respects the financial data requirebeet forth therein in relation to the basic
financial statements taken as a whole.

ARTHUR ANDERSEN LLP

Denver, Colorado,
February 12, 1997.
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REPORT OF INDEPENDENT AUDITORS
To the Shareowner and Board of Directors of U S WEB Communications, Inc.:

We have audited the consolidated Balance SheetWWEST Communications, Inc. as of December 315188d the consolidated
Statements of Operations and Cash Flows for eatitedfvo years in the period ended December 315.18%ddition, we have audited the
1995 and 1994 information contained in the consdid financial statement schedule of U S WEST Conioations, Inc. The financial
statements and financial statement schedule aresipensibility of the Company's management. Ospaasibility is to express an opinion
these financial statements and financial states@amdule based on our audits.

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of U S
WEST Communications, Inc. as of December 31, 1888,the consolidated results of its operationsianthsh flows for each of the two
years in the period ended December 31, 1995, ifoomity with generally accepted accounting prineglIn addition, in our opinion, tt
financial statement schedule referred to abovenvdomsidered in relation to the basic financialesteents taken as a whole, presents fairl
all material respects, the information requiretvéancluded therein.

COOPERS & LYBRAND L.L.P.

Denver, Colorado
February 12, 1996
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U S WEST COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Operating revenues:
Local service..............
Interstate access service....

Intrastate access service.......... .
Long-distance network services...................
Other ServiCes.......ocovvverniiiieeeinieenn.

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

Operating expenses:
Employee-related expenses.............cocuueee..
Other operating expenses......
Taxes other than income taxes.
Depreciation and amortization...................

Total operating exXpenses..............coeeeee

Income from operations............cccccoevvveeenn.
INterest eXpense.........uuvvvveiieiiereeeeieennnns

Gains on sales of rural telephone exchanges........
Other expense -- Net.......ccccceevveeeeiiinnen.

Income before income taxes, extraordinary item and
effect of change in accounting principle..........
Provision for income taxes............cccoeuveee..

Income before extraordinary item and cumulative eff
PrNCIPIE...ooiiieiieieiee e
Extraordinary item -- early extinguishment of debt

Income before cumulative effect of change in accoun
Cumulative effect of change in accounting principle

NET INCOME........cooiiiiiiiiiiiiciieee

YEAR ENDED

(DOLLARS |

. $ 4770 %
2,507
770
1,100
684

.................................. 1,233
--netof taX.......ccccvvvnnnns --

ting principle..........cccc...... 1,233
-- net of tax . 34 -
.................................. $ 1,267 $

The accompanying notes are an integral part o€thesolidated Financial Statements.
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DECEMBER 31,

95 1994
N MILLIONS)
4,344 $ 4,067
2,378 2,269
747 729
1,189 1,329
626 604
9,284 8,998
3,079 2,930
1,587 1,653
371 378
2,022 1,887
7,059 6,848
2,225 2,150
386 331
136 82
58 20
1,917 1,881
698 706
1219 1,175
8 -
1211 1,175
1,211 $ 1,175



U S WEST COMMUNICATIONS, INC.

CONSOLIDATED BALANCE SHEETS

Current assets:
Cash and cash equivalents........................
Accounts and notes receivable, less allowance for
credit losses of $37 and $30, respectively.....
Inventories and supplies........cccccccveeen...
Deferred tax asset........ccccoevvevvevvennnnns
Prepaid and other.............ccccoeciiinnis

Total current assets..........occvveevvivveeennne

Gross property, plant and equipment................
Less accumulated depreciation......................

Property, plant and equipment -- net...............
Other assets.......cceveiviiiieiiiiiiieeeeies

Total asSetS......cceeeeeevviiiiciiiiiieiieeeeen.

LIABILITIES

Current liabilities:
Short-term debt.........cccooiiiiie
Accounts payable...........ccccceriiiiiinnns
Employee compensation...........cccceeeeveeinne
Dividends payable..........cccccovviiiinninnnns
Current portion of restructuring charge..........
Advanced billing and customer deposits...........
Accrued property taxes..........ccceeevereennen.

Long-term debt.........cooeeveviiiiiiiiiiiiiiines
Postretirement and other postemployment benefit obl
Deferred income taxes.........ccovvveveeeeeennnn.
Unamortized investment tax credits.................
Deferred credits and other........................

Contingencies

Shareowner's equity
Common shares -- one share without par value, own
Cumulative defiCit..........ccooviiiniiennnn.

Total shareowner's equity........ccccceeeeveernne

Total liabilities and shareowner's equity..........

ASSETS

IgAtioNS...ccoiiiiiiee e 2,34

The accompanying notes are an integral part o€thesolidated Financial Statements.
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MBER 31,
1995
LARS IN
LIONS)
2% 191
0 1,546
9 142
2 240
7 43
0 2162
1 30,988
2 17,540
9 13,448
3 740
2 $ 16,350

4% 995
8 864
8 281
7 299
3 270
0 223
3 194
8 365
1 3,491
5 5411
7 2316
7 749
3 199
9 438
7 7,348
7) (3,602)
0 3,746
2 $ 16,350



U S WEST COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

Net iNCOME......coviieiiiiiiiii e

Adjustments to net income:
Depreciation and amortization....................
Gains on sales of rural telephone exchanges......
Cumulative effect of change in accounting princip
Deferred income taxes and amortization of investm

Changes in operating assets and liabilities:
Restructuring payments..........c.ccccoeveenee.
Postretirement medical and life costs, net of cas
Accounts receivable.............c.ccocceeene
Inventories, supplies and other current assets...
Accounts payable and accrued liabilities.........

Other —- Net......ocviiiiiiiieeeees

Cash provided by operating activities..............

INVESTING ACTIVITIES

Expenditures for property, plant and equipment.....
Proceeds from sales of rural telephone exchanges...
Proceeds from (payments on) disposals of property,

Cash (used for) investing activities...............

FINANCING ACTIVITIES
Proceeds from (repayments of) short-term debt -- ne
Proceeds from issuance of long-term debt...........
Repayments of long-term debt.......................
Dividends paid on common stock

Equity infusions from U S WEST Communications Group

Cash (used for) financing activities...............

CASH AND CASH EQUIVALENTS
Increase (decrease)
Beginning balance............ccccccceiniiiienn.

Ending balance..........ccccccovviiiiiiininnnns

YEAR ENDED DEC

(DOLLARS INM

............................... $ 1267 $ 12

2101 2,0
59 @
(34) -

1
3
(
............................... 3,338 2,7
............................... (2,392) (2,4
............................... 174 2
plant and equipment............ 15 (

158 (7
23 1,6
(466) (3
(1,259) (1,0
310
............................... (1,234) (4
(99)
191 1
............................... $ 922% 1

The accompanying notes are an integral part o€thresolidated Financial Statements.
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EMBER 31,
1994
ILLIONS)
11 $ 1,175
22 1,887
36)  (82)
58 223
15)  (272)
93)  (198)
96)  (59)
45)  (53)
24 (116)
27 (4)
57 2,501

18) 3
41) (2,134)
78) 342
47 251
27)  (285)
37) (1,172)
56 544
39)  (320)
77 a7
14 67
91 % 114



U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 1996, 1995 AND 199
(DOLLARS IN MILLIONS)

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION. The Consolidated Financi@t&mnents include the accounts of U S WEST Commatinits, Inc., and its
wholly owned subsidiaries (the "Company"). The Campis an indirect, wholly owned subsidiary of W&ST, Inc. ("U S WEST"). The
Company was formed as a result of the Januaryql,Ifierger of The Mountain States Telephone anelgfaph Company, Northwestern
Bell Telephone Company and Pacific Northwest Belephone Company. The merger was accounted fotraasfer of assets among enti
under common control similar to that of a poolirfgirgerests.

Certain reclassifications within the ConsolidatéolRcial Statements have been made to confornetoutrent year presentation.

INDUSTRY SEGMENT. The Company primarily providegetsommunications services to more than 25 millesidential and business
customers in the Company's region (the "Regiortie Region includes the states of Arizona, Colorédiho, lowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. Services etfdry the Company incluc

local telephone services, exchange access sefvitésh connect customers to the facilities of @mj including long-distance providers and
wireless operators), and long-distance servicesinvitocal Access and Transport Areas ("LATAs") e tRegion. The Company provides
other products and services, including caller idieation, voice messaging, digital switched seeg@nd high-speed data network
transmission services.

Approximately 60 percent of the Company's reverawesderived from the states of Arizona, Coloradmrdsota and Washington.

SIGNIFICANT CONCENTRATIONS. The largest volume detCompany's services is provided to AT&T. Duri®98, 1995 and 1994,
revenues related to those services provided to AW&Te $1,046, $1,085 and $1,130, respectively.tBeélaccounts receivable at December
31, 1996 and 1995 totaled $89 and $91, respectivalypf December 31, 1996, the Company is not awhasy other significant
concentration of business transacted with a padati@ustomer, supplier or lender that could, ifdemy eliminated, severely impact
operations.

USE OF ESTIMATES. The preparation of financial staénts in conformity with generally accepted actiogrprinciples requires
management to make estimates and assumptiondfizitthe amounts reported in the financial stateisiand accompanying notes. Actual
results could differ from those estimates.

CASH AND CASH EQUIVALENTS. Cash and cash equivaseiniclude highly liquid investments with originahiarities of three months or
less that are readily convertible into cash anchatesubject to significant risk from fluctuatiomsinterest rates.

INVENTORIES AND SUPPLIES. New and reusable mater@ithe Company are carried at average cost, ekmesignificant individual
items that are valued based on specific costs. &able material is carried at its estimated salvadue.

PROPERTY, PLANT AND EQUIPMENT. The investment iroperty, plant and equipment is carried at coss &sumulated depreciation.
Additions, replacements and substantial bettermematgapitalized. Costs for normal repair and nesiance of property, plant and equipment
are expensed as incurred.

The Company's provision for depreciation of propgstant and equipment is based on various strdigatgroup methods using remaining
useful (economic) lives based on industry-wide igsidThe
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

Company discontinued accounting for its regula&dejghone operations under Statement of Financiebéating Standard ("SFAS") No. 71,
"Accounting for the Effects of Certain Types of Ré&gion," in 1993. The average depreciable livesdufer the major categories of telephone
property, plant and equipment follow:

AVERAGE LIFE

CATEGORY (YEARS)
General purpose COMPULEIS......ccevveeevieeeeaes e 6
Digital SWitCh.........cceeeiiviiiiieiiiiieene 10
Digital circuit............ 10
Aerial copper cable.............. 15
Underground copper cable...............cocueeee. 15
Buried copper cable........cccovvvieniiiccecees e 20
Fibercable........ccccoovvviiiiiiiiiies 20

2 T 1o o 27-49

When the depreciable property, plant and equiproktite Company is retired or sold, the originaltdess the net salvage value is generally
charged to accumulated depreciation.

Interest related to qualifying construction progeist capitalized and is reflected as a reductiontefest expense. Amounts capitalized by the
Company were $31, $39 and $36 in 1996, 1995 and, ¥88pectively.

COMPUTER SOFTWARE. The cost of computer softwareethier purchased or developed internally, is clthtg@xpense with two
exceptions. Initial operating systems softwareasitalized and amortized over the life of the retbhardware, and initial network applicatis
software is capitalized and amortized over thremrg/eSubsequent upgrades to capitalized softwarexgrensed. Capitalized computer
software costs of $187 and $181 at December 315 486 1995, respectively, are recorded in propetant and equipment. Amortization of
capitalized computer software costs totaled $89,86 $61 in 1996, 1995 and 1994, respectively.

FINANCIAL INSTRUMENTS. Net interest accrued on irgst rate swaps is recognized over the life oktheps as an adjustment to interest
expense. Gains and losses incurred on executedifdtd.S. Treasury Bond contracts, used to lockénU.S. Treasury rate component of
future debt issues, are deferred and recognizad asljustment to interest expense over the lita@iinderlying debt. At December 31, 1996,
deferred credits of $8 and deferred charges ofdbbthe closed forward contracts are included asgidhe carrying value of the underlying
debt. The deferred credits and charges are betognized as a yield adjustment over the life ofdabt, which matures at various dates
through 2043.

Currency swaps entered into to convert foreign ¢ebibllar-denominated debt are combined with treifn currency debt and accounted for
as if fixed-rate, dollar-denominated debt were éskdirectly.

REVENUE RECOGNITION. Local telephone service revemare generally billed monthly in advance, anémeres are recognized the
following month when services are provided. Reverderived from exchange access and long-distartemrieservices are billed and
recorded monthly as services are provided.

INCOME TAXES. The provision for income taxes comsisf an amount for taxes currently payable andranunt for tax consequences
deferred to future periods. For financial statenpmposes, investment tax credits of the Compaeyaing amortized over the economic
lives of the related property, plant and equipmerstccordance with the deferred method of accogrftin such credits.

The Company is included in the consolidated fedea@me tax returns of U S WEST. The Company reizagnfederal income tax expense
based upon a pro-rata allocation agreement withWEST. Under
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

the agreement, the Company is allocated incomedagequences or benefits based upon its pro-ratelmation to the consolidated group's
taxable income, deductions and credits. The amofufieideral income tax expense recognized by the2amyis not significantly different
than an amount computed on a stand-alone basis.

The Company is included in combined state tax nstited by U S WEST. The Company recognized stateme tax expense based upon a
stand-alone allocation policy with U S WEST.

BELL COMMUNICATIONS RESEARCH, INC. ("BELLCORE"). Cirges relating to research, development and maintenof existing
technologies performed by Bellcore, of which the@any has a one-seventh ownership interest, watedd®, and $122 in 1996, 1995 and
1994, respectively.

In fourth-quarter 1996, the Company and the othegi®hal Bell Operating Companies ("RBOCs") enteéntdl an agreement to sell their
interests in Bellcore. The sale is expected tarmifed in late 1997 after the RBOCs obtain thyuisite regulatory approvals. Following the
disposition, Bellcore and other third parties wilbvide research and development and other sertodbe Company on a contract basis.

NEW ACCOUNTING STANDARD. In 1996, U S WEST adopt8&#AS No. 121, "Accounting for the Impairment of lg-Lived Assets and
for Long-Lived Assets to be Disposed Of." SFAS W21 requires that long-lived assets and associatadgibles be written down to fair
value whenever an impairment review indicates tiatcarrying value cannot be recovered on an uadiged cash flow basis. SFAS No. !
also requires that a company no longer record degiren expense on assets held for sale. See NetBrdperty, Plant and Equipment -- to
the Consolidated Financial Statements.

NOTE 2: PROPERTY, PLANT AND EQUIPMENT
The composition of property, plant and equipmeitoves:

DECEMBER 31,

1996 1995
Land and buildingS......ccccoovveniieicceneees e $ 2,372 $ 2,413
Telephone network equIpMent.......ccccceeeveceeeees s 12,893 12,019
Telephone outside plant.........cccccvccccceeees 13,148 12,353
General purpose computers and other................. 3,440 3,437
CONStruction in ProgresS....ccoceeeeencceeeenes e 598 766

Less accumulated depreciation

BUIldINGS...cooiiiiiiiiiiiieieeeeeeee e 690 675

Telephone network equIpMeNt.....cccccceeeeees e 7,742 7,221
Telephone outside plant.......cccccoevvviccceeees e 8,221 7,851
General purpose computers and other............... L 1,869 1,793

Property, plant and equipment -- net.............. L. $ 13,929 $ 13,448

In 1996, the Company sold certain rural telephom@hanges with a cost basis of $243. The Comparsived consideration for the sales of
$306, including $174 in cash. In 1995, the Compsuly certain rural telephone exchanges with aleasis of $258 and received
consideration for the sales of $388, including $Rildash.
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 2: PROPERTY, PLANT AND EQUIPMENT (CONTINUED)
ADOPTION OF SFAS NO. 121

Effective January 1, 1996, the Company adopted SNASL21, "Accounting for the Impairment of Longved Assets and for Long-Lived
Assets to be Disposed Of." SFAS No. 121 requirasltng-lived assets and associated intangiblegriteen down to fair value whenever an
impairment review indicates that the carrying vataaenot be recovered on an undiscounted cash #®s bSFAS No. 121 also requires th
company no longer record depreciation expense setakbeld for sale. Adoption of SFAS No. 121 reshin income of $34 (net of tax of
$22) from the cumulative effect of reversing depaBon expense recorded in prior years relatedital telephone exchanges held for sale.
Depreciation expense was reversed from the dat€dhgpany formally committed to a plan to disposéhefrural telephone exchange assets
to January 1, 1996. The income has been recordad¢@sulative effect of change in accounting ppfecin accordance with SFAS No. 121.
The carrying values of the rural telephone exchasgets being held for sale approximates $144 388 & December 31, 1996 and 1995,
respectively. As a result of adopting SFAS No. J#preciation expense for 1996 was reduced by H24 combined effects of lower
depreciation expense and the cumulative effectioption of the new standard will be directly offbgtlower recognized gains on future rt
telephone exchange sales.

NOTE 3: DEBT
SHORT-TERM DEBT
The components of short-term debt follow:

DECEMBER 31,

1996 1995
Notes payable:
Commercial PAPEr....cccccceevvveiiieeiieeeeee e $ 701 % 5 42
Current portion of long-term debt................. 133 4 53
TOtAl i e $ 83 % 9 95

The weighted average interest rate on commerc@paas 5.57 percent and 5.79 percent at Decenihd996 and 1995, respectively.

The Company maintains commercial paper prograrfindaoce short-term cash flow requirements, as a®lo maintain a presence in the
short-term debt market. In addition, the Comparlyictv conducts its own borrowing activities, is péted to borrow up to $600 under short-
term lines of credit, all of which was availableD#cember 31, 1996.
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 3: DEBT (CONTINUED)
LONG-TERM DEBT

Interest rates and maturities of long-term def@etember 31 follow:

MATURITIES
------ TOTAL TOTAL

INTEREST RATES 1998 1999 2000 2001 THERE AFTER 1996 1995
UP 10 5%..c.ciiiiiiiiiiiiiiiiiin $ 35%- $ 9089% - $ 150 $ 275 $ 275
ADOVE 5% t0 6%0....c.eceveereeieeirieiriee e 300 - - 50 211 561 561
Above 6% to 7%... - 71 257 133 1,783 2,244 2,244
ADOVE 7% t0 8%0....c.veeveeriieiiieiric e - - - - 1,646 1,646 1,662
ADOVE 8% t0 9%0....c.veeeeeriieiiieiriee e - - - - 250 250 250
ADOVE 9% t0 10%.....c.veuveeieeirieeiineeireeenas - - 175 - - - 175 175
Variable-rate debt indexed to three-month LIBOR and
two- and ten-year constant maturity Treasury
FALES...veeeireeeeeiieie et - 155 - - - - 155 180

$ 33$% 226% 5223% 183 $ 4,040 5,306 5,347
Capital lease obligations and other................ 191 187
Unamortized discount -- net............cccceneene (122) (123)
Total..oicciiiiiic $ 5375 $ 5411

Long-term debt consists principally of debentuned medium-term notes.

During 1995, the Company refinanced $1.5 billiocommercial paper to take advantage of favoralilg-term interest rates. In addition to
the commercial paper, the Company refinanced $14ing-term debt. Expenses associated with thaeaefting of long-term debt resulted in
extraordinary charges to income of $8, net of temdjits of $5.

Interest payments by the Company, net of amoumisati@ed, were $422, $367 and $344 in 1996, 19251094, respectively.
INTEREST RATE RISK MANAGEMENT

The objective of the interest rate risk managempengram is to minimize the total cost of debt otere and the debt's interest variability.
This is achieved through interest rate swaps, wadjhst the ratio of fixed- to variable-rate debt.
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
NOTE 3: DEBT (CONTINUED)

Under an interest rate swap, the Company agrebsanither party to exchange interest paymentseaifggd intervals over a defined term.
Interest payments are calculated by referenceetothional amount based on the fixed- and variaditle terms of the swap agreements. The
net interest accrued under the interest rate ssvapdounted for as an adjustment to interest egpens

During 1995, the Company entered into currency swaponvert Swiss franc-denominated debt to UoBaddenominated debt. This
allowed the Company to achieve interest savings iggeing fixed-rate, dollar-denominated debt. Therency swap and foreign currency
debt are combined and accounted for as if fixed;@dllar-denominated debt were issued directly.

The following table summarizes terms of swaps ji@rig to the Company as of December 31, 1996 a®® 1@ariable rates are indexed to
three-month LIBOR and two- and ten-year constartunitg Treasury and 30-day commercial paper rates.

DE CEMBER 31, 1996 DEC EMBER 31, 1995
WEIGHTED AVERAGE RATE WEIGHTED AVERAGE RATE
NOTIONAL e NOTIONAL e
AMOUNT  MATU RITIES RECEIVE PAY AMOUNT MATUR ITIES RECEIVE  PAY
Variable to fixed............... $ 180 19 97-1999 551 591 $ 580 199 6-1999 570  6.56
CUITENCY....ooorrrrrrrrenne 204 19 99-2001 - 655 204 199 92001 - 6.55

The counterparties to swaps or other interesta@dracts are major financial institutions. The @amy is exposed to credit loss in the event
of nonperformance by these counterparties. The @opnmanages this exposure by monitoring the cetalitding of the counterparty and
establishing dollar and term limitations which espond to the respective credit rating of each woparty. The Company does not have
significant exposure to an individual counterpamtyg does not anticipate nonperformance by any eopetty.

NOTE 4: FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair values of cash equivalents, other current artsoreceivable and payable and short-term debbappate carrying values due to their
short-term nature.

The fair values of interest rate swaps are basesstimated amounts the Company would receive ot@é&grminate such agreements taking
into account current interest rates and creditwoess of the counterparties.

The fair values of long-term debt are based onefliotarket prices where available or, if not avdéabre based on discounting future cash
flows using current interest rates.

DECEMBER 31,

1996 1995
CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALU E
Debt (includes short-term portion)........ccc...... L. $ 6,209 $ 6,160 $ 6,406 $ 6, 700
Interest rate swap agreements -- assets............. ... -- @an - (29)
Interest rate swap agreements -- liabilities....... ... -- 10 - 17
Debt - Net.cceiiiiiiiiiiieeeeeeeee $ 6,209 $ 6,153 $ 6,406 $ 6, 698
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U S WEST COMMUNICATIONS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 5: RESTRUCTURING CHARGE

In 1993, the Company incurred an $880 restructucheyge (pretax). The related restructuring pldnctvis expected to be substantially
complete by the end of 1997, is designed to profadeer, more responsive customer services, wbdaaing the costs of providing these
services. Following is a schedule of the incurrests that were included in the 1993 restructurinayge:

ACTUAL ESTIMATE

1994 1995 1996 1997 TOTAL
..... $ 19% 76% 102 $ 86 $ 283
..... 118 129 91 22 360
..... 50 66 8 6 130
..... 21 21 5 - a7
..... 8 23 20 9 60
..... $ 216 $ 315% 226 $ 123 $ 880

NOTE 6: LEASING ARRANGEMENTS

The Company has entered into operating leasedffoe dacilities, equipment and real estate. Reqemse under operating leases was $161,
$179 and $194 in 1996, 1995 and 1994, respectiiilyimum future lease payments as of December 336 Linder noncancelable operating

leases follow:
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 7: SHAREOWNER'S EQUITY
Following is a reconciliation of the Company's sltavner's equity:

COMMON CUMULATIVE
SHARES DEFICIT  TOTAL

Balance at December 31, 1993.......cccccccveeveeees e $ 6,742 $ (3,602) $ 3,140
NetinCOMEe.....ccovviiiiiiiiiie e e - 1,175 1,175
Dividends declared.........ccccocvveevvvcceees - (1,175) (1,175)
Equity infusSions.......ccccovvivvvineneen. 544 -- 544

Balance at December 31, 1994.......ccccccvvceeee. e 7,286 (3,602) 3,684
NetinCOMe.....ccovvciiiiiiiiic e - 1,211 1,211
Dividends declared........ccccccoeveveeeeenenes -- (1,211) (1,211)
Equity infusions.......cccccoceiiiiiie. 62 - 62

Balance at December 31, 1995.........cccccvccceeeee. s 7,348 (3,602) 3,746
NetinCOMEe.....ccovviiiiiiiiiie e e - 1,267 1,267

Dividends declared...........cccccveveeeeeennn.
Equity infusions..........ccccccvvvveeeennnnn.
Other(L)..uueeeeieieeeeeeeies e

(1,267) (1,267)
329 - 329

(15  (19)

Balance at December 31, 1996.......ccccccceeveees. e $ 7677 $ (3,617) $ 4,060

(1) During 1996, the Company absorbed an affila@dpany.
NOTE 8: EMPLOYEE BENEFITS
PENSION PLAN

The Company participates in a defined benefit mamplan sponsored by U S WEST which covers subatynall management and
occupational employees. Management benefits aedbas a final pay formula while occupational betsedire based on a flat benefit formt
The projected unit credit method is used for thieiheination of pension cost for financial reportpgyposes and the aggregate cost method
for funding purposes. The Company's policy is tedfi@mounts required under the Employee Retirenma&oinhe Security Act of 1974
("ERISA") and no funding was required in 1996, 1983.994. Net pension costs (credits) for 1996 5189d 1994 were $(5), $(2) and $0,
respectively.

POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

The Company patrticipates in plans sponsored byWWEST which provide certain health care and lifailasice benefits to retired employees.
In conjunction with the Company's 1992 adoptioisBAS No. 106, "Employers' Accounting for Postretiemt Benefits Other Than
Pensions," U S WEST elected to immediately recagtiiz accumulated postretirement benefit obligatorcurrent and future retirees.
However, the Federal Communications Commission CH@nd certain state jurisdictions permit amotitra of the transition obligation

over the average remaining service period of agimployees for regulatory accounting purposes, mibist jurisdictions requiring funding as
a stipulation for rate recovery.

26



U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

NOTE 8: EMPLOYEE BENEFITS (CONTINUED)

The Company uses the projected unit credit methothe determination of postretirement medical ifieccosts for financial reporting
purposes. Net postretirement benefit costs for 19985 and 1994 were $147, $183 and $220, respéctiVhe amount funded by the
Company is based on regulatory accounting requinésne

NOTE 9: INCOME TAXES

The components of the provision for income taxdsyio

YEAR ENDED DEC EMBER 31,
1996 1995 1994
Federal:
CUIMENL i e $ 576 % 4 67 $ 415
Deferred.....oovvviiiiiiiieeeeeeees s 104 1 57 228
Investment tax credits -- Net.......ccccccceeeeee. e (29) ( 38) 4an
651 5 86 596
State and local:
LU =T o N 93 73 68
Deferred.....ooviiiiiiiiiieieeeeees s 24 39 42
117 1 12 110
Provision for iNCOMe taXesS......cccocveeeevviiecces s $ 7683% 6 98 $ 706

Amounts paid for income taxes were $667, $530 &t $n 1996, 1995 and 1994, respectively.

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

YEAR ENDED D ECEMBER 31,
1996 199 5 1994
(IN PER CENT)
Federal statutory taX rate.....cccccevevevveeceees e 35.0 35.0 35.0
Investment tax credit amortization................. L (0.8) (1.3) (1.6)
State income taxes -- net of federal effect........ L 3.8 3.8 3.8
OFher i e 0.4 1.2) 0.3
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 9: INCOME TAXES (CONTINUED)
The components of the net deferred tax liabilityofw:

DECEMBER 31,

1996 1995

Property, plant and equipment........ccccccccceeee. e $ 1,501 $ 1,431
State deferred taxes -- net of federal effect...... 229 186
Othel e e 336 64

Deferred tax liabilities.......ccccovvvceeeeees e 2,066 1,681
Postemployment benefits, including pension......... 763 664
Restructuring and other...........c.ccccceeeenns 45 119
Unamortized investment tax credit 61 70
State deferred taxes -- net of federal effect...... 156 130
Other...cciiiiiiiiieee e, 386 189

Deferred taX asSetS....cccccovvvvvvvvvcccceeee e 1,411 1,172
Net deferred tax liability......ccccccoceeveeceee $ 655 % 509

The current portion of the deferred tax asset vi&2%nd $240 at December 31, 1996 and 1995, résglgctesulting primarily from
restructuring charges and compensation-relatedsitem

At December 31, 1996 and 1995, the Company hadaouting taxes payable to U S WEST of $35 and $3&ectively.
NOTE 10: RELATED PARTY TRANSACTIONS

The Company purchases various services, as noltew ,lfeom affiliated companies. The amount paidthy Company for these services is
determined in accordance with FCC and state clistadion rules, which prescribe various cost altmramethodologies that are dependent
upon the service provided. Management believesstingt cost allocation methods are reasonable. d$teof those services is billed to the
Company.

It is not practicable to provide a detailed estenaitthe expenses which would be recognized oaralstlone basis. However, the Company
believes that corporate services, including the$sted to procurement, tax, legal and human ressuere obtained more economically
through affiliates than they would be on a starahalbasis, since the Company absorbs only a pasfithe total costs.
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 10: RELATED PARTY TRANSACTIONS (CONTINUED)
The Company's operations include the following gkarfor services:

YEAR ENDED DECEMBER 31

1996 1995 19 94
Project development and maintenance(1)............ . v $ 129 178 $ 266
Procurement........coocvevvviiiieiiiiicceeeeeee s 102 120 114
COrporate SErVICES.....coovvveeiiiiiieeeiiceees e 108 117 97
Marketing ServiCeS.....ooovvvveiviiiieeeicccees s 74 74 66
TelecommuniCatioNS.......cccvvvvveviciiieeiiciees e 14 10 13
Leased OffiCe SPACE.....ccccvvvveveiiiieeeeies s 8 10 12
Other e e 16 18 36
TOtAl i e $ 451 % 527 % 604

(1) Includes charges related to maintenance ofiegisechnologies, and research and developmefdrpsed by Bellcore.
NOTE 11: CONTINGENCIES

There are pending regulatory actions in local ragu jurisdictions that call for price decreage$unds or both. In one such instance, the
Utah Supreme Court has remanded a Utah Publicce@ommission ("PSC") order to the PSC for heatingreby establishing two
exceptions to the rule against retroactive ratentakil) unforeseen and extraordinary events, apchi&onduct. The PSC's initial order
denied a refund request from interexchange caraiedsother parties related to the Tax Reform Act386. The range of possible risk is $0 to
$155 at December 31, 1996.

On April 11, 1996, the Washington State Utilitieslal ransportation Commission ("WUTC" or the "Comsiis") acted on the Company's
1995 rate request. In February 1995, the Compangtgdo increase revenues by raising rates fockrasidential services over a four-year
period. The two major issues in this proceedinglive the Company's requests for improved capi@very and elimination of the
imputation of Yellow Pages revenue. Instead of ggngrthe Company's rate request, the Commissioaretdapproximately $91.5 in annual
revenue reductions, effective May 1, 1996. Basetherabove ruling, the Company filed a lawsuit with King County Superior Court (the
"Court") for an appeal of the order, a temporaay sif the ordered rate reduction and an authoomdt implement a revenue increase.

On April 29, 1996, the Court stayed the rate dessardered by the WUTC. The Court granted thepaging its decision on the
Company's appeal. Effective May 1, 1996, the Comiayan collecting revenues subject to refund mitttrest. On November 25, 1996, the
Court ruled in favor of the WUTC. The Company appddhe Court's decision to the Washington Stafge&ue Court (the "State Supreme
Court") which, on January 22, 1997, granted a sfdiie order, pending the State Supreme Court'sduiew of the appeal. The Company
expects the State Supreme Court's review to bagimei second quarter of 1997.

The Company expects its appeal to be successflhiandot accrued any of the amounts subject tmdetdowever, an adverse judgment on
the appeal would have a significant impact on there results of operations.
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U S WEST COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

NOTE 12: QUARTERLY FINANCIAL DATA (UNAUDITED)

QUARTERLY FI NANCIAL DATA
FIRST SECOND THIRD FOURTH
QUARTER QUARTER QUARTER QUARTER
1996
Operating reVENUES.......cccevveveevvecenceeces s $ 2,408 $ 2,440 $ 2456 $ 2,527
Income before income taxes and cumulative effect of change
inaccounting prinCiple......cccccvvveeeeees e 480 543 477 501
Income before cumulative effect of change in acco unting principle........ 297 335 294 307
Netincome......ccocevvvciiciiiciiciiie 331 335 294 307
1995
Operating revenuUes............ccccvvevereenens . $ 2277 $ 2,298 $ 2,334 $ 2,375
Income before income taxes and extraordinary item 518 464 478 457
Income before extraordinary item................. 323 289 305 302
Netincome.........ccocvevviiiiciiiinis 323 289 300 299

1996 first-quarter net income includes the cumuéatind current effects of $34 and $5, respectiedyn adopting SFAS No. 121. 1996
second-quarter net income includes $30 from gainthe sales of certain rural telephone exchangeésament effects of $5 from adopting
SFAS No. 121. 1996 third-quarter net income inctudlie from a gain on the sales of certain rurapted@e exchanges and current effects of

$3 from adopting SFAS No. 121. 1996 fourth-quanitrincome includes $5 from gains on the salegdé rural telephone exchanges and
current effects of $2 from adopting SFAS No. 121.

1995 first-quarter net income includes $39 frormgain the sales of certain rural telephone exclard@®5 second-quarter net income
includes $10 from gains on the sales of certaialt@lephone exchanges. 1995 third-quarter neniecincludes $21 from gains on the sales
of certain rural telephone exchanges and $5 foees@s associated with U S WEST's November 1, 189#pitalization. 1995 third-quarter
net income also includes a charge of $5 for thiy eatinguishment of debt. 1995 fourth-quarter inebme includes $15 from gains on the

sales of certain rural telephone exchanges and oltaeges of $6, including an extraordinary char®3 for the early extinguishment of debt
and $3 for expenses associated with the recaitaiz
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U S WEST COMMUNICATIONS, INC.

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

BALANCE AT CHARGED BALANCE
BEGINNING ~ CHARGED  TO OTHER AT END
OF PERIOD  TO EXPENSE ~ ACCOUNTS DEDUCTIONS ~ OF PERIOD
ALLOWANCE FOR CREDIT LOSSES
YEar 1996........oo.eovvveesrrrrressreeennns $ 30 $ 893 - $ 820b) $ 37
Year 1995.... . 28 66(a) - 64(b) 30
Year 1994.......vvooveeeeeeereeeeeere 27 55(a) - 54(b) 28
RESERVES RELATED TO 1993 BUSINESS RESTRUCTURING,
INCLUDING FORCE AND FACILITY CONSOLIDATION
YEar 1996.......v..ooreeeeeeereeeeeere 349 - - 226 123
Year 1995.... . 664 - - 315 349
Year 1994.......ovveoorveeeeeoeeeeeeere 880 - - 216 664
RESERVES RELATED TO 1991 BUSINESS RESTRUCTURING,
INCLUDING FORCE REDUCTIONS
YEar 1996.......vveoorveeeeeereeeeeeee - - - - -
Year 1995.... - - - - -
Year 1994......ovvooreeeeeeereeeeeer. 56 - - 56 -

Note: Certain reclassifications within the schechdge been made to conform to the current yeaeptason.

(a) Does not include amounts charged directly feese. These amounts were $7, $6 and $10 for 1996,and 1994, respectively.

(b) Represents credit losses written off duringpglgod, less collection of amounts previously teritoff.
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EXHIBIT 12
U S WEST COMMUNICATIONS, INC.
RATIO OF EARNINGS TO FIXED CHARGES

(DOLLARS IN MILLIONS)

YEAR ENDED DECEMBER 3

1996 1995 1994 19

Income before income taxes, extraordinary item and cumulative

effect of change in accounting principles........ $ 2,001 $ 1917 $ 1,881 $
Interest expense (net of amounts capitalized) 414 386 331
Interest factor on rentals 54 60 70

EamingS...cccoovvivciieiieveevesieceeeeeeee i $ 2,469 $ 2,363 $ 2,282 $
INterest eXPeNSEe.....ccccvveeevveceieeieeeeeeee i $ 445 $ 426 $ 367 $
Interest factor on rentalS.......ccccoeevveeeeee. 54 60 70

Fixed Charges......ccoccvvvvvvcvieevieieeeees i $ 499$ 486 $ 437 $

Ratio of earnings to fixed charges................. L. 4.95 4.86 5.22

(1) The 1993 ratio includes a one-time restructudharge of $880. Excluding the restructuring chatige ratio of earnings to fixed charges

would have been 4.55.

(2) The 1992 ratio is based on earnings beforetinaulative effect of change

in accounting principles which reduced net incoméb,724.

1,

93(1) 1992
687 $ 1,385
374 401
67 65

1,128 $ 1,851
374 $ 401
67 65
441 $ 466

256  3.97



EXHIBIT 23
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cangehe incorporation by reference of our repatied February 12, 1997 on our audit of
the consolidated financial statements and relatemh€ial statement schedule of U S WEST Communinatilnc., as of December 31, 1996

included in this Annual Report on Form 10-K, intd/BUNWVEST Communications, Inc.'s previously filed Ragtion Statement on Form S-3
(No. 33-62845)

/sl ARTHUR ANDERSEN LLP

Denver, Col orado

March 27, 1997



EXHIBIT 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

WHEREAS, U S WEST Communications, Inc., a Coloradmporation (hereinafter referred to as the "Comgpamroposes to file with the
Securities and Exchange Commission, under the giong of the Securities Exchange Act of 1934, asralad, an annual report on Form 10-
K for the fiscal year ended December 31, 1996; and

WHEREAS, the undersigned is an officer or Directorboth, of the Company, and holds the officeféices indicated below his name;

NOW THEREFORE, the undersigned hereby constitutésagpoints MICHAEL P. GLINSKY and STEPHEN E. BRILZnd each of then

as attorneys for him and in his name, place, agadstand in each of his offices and capacitiekéenGompany, to execute and file such annual
report, and thereafter to execute and file any aimemt or amendments thereto on Form 10-K/A, hegdlipg and granting to said attorneys
full power and authority to do and perform all anery act and thing whatsoever requisite and nacg$s be done in and about the premises
as fully, to all intents and purposes, as he mighould do if personally present at the doingébé&rhereby ratifying and confirming all that
said attorneys may or shall lawfully do, or causee done, by virtue hereof.

IN WITNESS WHEREOF, the undersigned has hereuntaated this Power of Attorney this 28th day of Meart997.

/s/ SOLOVON D. TRUJILLO

Solormon D. Trujillo
Presi dent and Chief Executive Oficer
and

Director



ARTICLE 5
CIK: 0000068622

NAME: U.S. WEST COMMUNICATIONS, INC

MULTIPLIER: 1,000,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 92
SECURITIES 0
RECEIVABLES 1,55(
ALLOWANCES 37
INVENTORY 10¢
CURRENT ASSET¢ 1,96(
PP&E 32,45
DEPRECIATION 18,52:
TOTAL ASSETS 16,63:
CURRENT LIABILITIES 3,451
BONDS 5,37¢
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 7,67
OTHER SE (3,617
TOTAL LIABILITY AND EQUITY 16,63:
SALES 9,831
TOTAL REVENUES 9,831
CGS 0
TOTAL COSTS 0
OTHER EXPENSE¢ 7,431
LOSS PROVISION 0
INTEREST EXPENSE 414
INCOME PRETAX 2,001
INCOME TAX 76€
INCOME CONTINUING 1,23
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 34
NET INCOME 1,267
EPS PRIMARY 0
EPS DILUTED 0
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