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ITEM 1. BUSINESS

We are wholly owned by Qwest Services Craafion, or QSC, which is wholly owned by QCII. Wipide local telecommunications
and related services, IntraLATA lordistance services and wireless, data and videdcssrwithin our local service area, which considtthe
14-state region of Arizona, Colorado, Idaho, loMinnesota, Montana, Nebraska, New Mexico, North @akOregon, South Dakota, Utah,
Washington and Wyoming.

We were incorporated under the laws ofState of Colorado in 1911. Pursuant to a mergavdsst QCIl and U S WEST, Inc. (our pre-
merger parent) on June 30, 2000, which we refastthe Merger, QCII acquired all the operations & WEST and its subsidiaries and we
became an indirect wholly owned subsidiary of QOllr principal executive offices are located at1L8alifornia Street, Denver, Colorado
80202, telephone number (303) 992-1400.

For a discussion of certain risks applieabl our business, financial condition and resafltsperations, including risks associated with
our outstanding legal matters, see the risk factesgribed in "Special Note Regarding Forward-Logkstatements™ in Iltem 7 of this report.

Recent Developments

As we have previously disclosed, QCII hagaged in preliminary discussions for purpose®sbiving certain of the investigations and
securities matters to which QCII is subject. Thesdters are described in detail in Item 3—LegakPedlings. QCII most recently engaged in
these preliminary discussions after it announce@003 financial results on February 19, 2004. &megst recent discussions and further
analysis have led QCII to conclude that a reseneailsl be provided. Accordingly, QCII has recorda@serve in its consolidated financial
statements for the estimated minimum liability @ssted with these matters. However, the ultimateames of these matters are still
uncertain and there is a significant possibilitgttthe amount of loss QCII ultimately incurs cob&lsubstantially more than the reserve QCII
has provided. At this time, QCII believes thasiprobable that all but $100 million of the recatdeserve will be recoverable out of a port
of insurance proceeds, but the use and allocafitirese proceeds has yet to be resolved betweehap@individual insureds.

The securities actions are in a prelimiramgse and QCII continues to defend against thestera vigorously. None of the plaintiffs or
the defendants in the securities actions has addaenidence concerning possible recoverable dansagk®/e have not yet conducted
discovery on these and other relevant issues. @Clirrently unable to provide any estimate afiéotiming of the resolution of any of these
matters. Any settlement of or judgment on one orawad these matters in excess of QCII's recordsérves could be significant, and QCII
can give no assurance that it will have the resssiavailable to pay any such judgment. In the eskan adverse outcome in one or more of
these matters, QCII's ability to meet its debt serebligations and its financial condition coukel imaterially and adversely affected. As a
wholly owned subsidiary of QCII, our business ofierss and financial condition would be similarlyexdted.

Operations

We market and sell our products and sesviceeonsumer and business customers. In generabusiness customers fall into the
following categories: (1) small businesses; (2)amatl and global

businesses; (3) governmental entities; and (4)ipalld private educational institutions. We alsovte our products and services to other
telecommunications providers on a wholesale b¥¢esseek to distinguish ourselves from our compestitorough our recent and continuing
customer service initiatives.

Wireline Services

We offer a wide variety of wireline prodsi@nd services in a variety of categories that petgple and businesses communicate. Our
wireline products and services are offered throaightraditional telecommunications network. Ouditi@nal telecommunications network is
defined as all equipment used in processing telemamications transactions within our local serviogsaand forms a portion of the public
switched telephone network, or PSTN. The PSTN sdfethe worldwide voice telephone network thatdsessible to every person with a
telephone and a dial tone. Our traditional teleghoetwork is made up of both copper cables and &éipgc broadband cables and serves
approximately 16.2 million access lines. Accesediare telephone lines reaching from a centratetfh customers' premises.

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

Local voice services—consumer, businessvdmudesale.  Through our traditional telephone network, wigioate and terminate local
voice services within local exchange service terids as defined by the state Public Utility Consiuas, or PUCs. Our consumer and
business local voice services inclu



. basic local exchange services provided throughsadages connected to our portion of the PS

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

. various custom calling features such as Calleidal| Waiting, Call Return and 3-Way Calling;

. enhanced voice services, such as voice mail;

. operator services, including directory assistance;

. public telephone service;

. voice customer premises equipment, or CPE; and

. collocation services (i.e., hosting of another jlev's telecommunication equipment in our facidijie

On a wholesale basis, we provide netwakdport, billing services and access to our loedark within our local service area to
competitive local exchange carriers, or CLECs, wirdless carriers. These services allow CLECs twige telecommunications services
using our local network. CLECs are communicatiom®panies certified by a state PUC or similar agehay provide local exchange service
within a local access transport area, or LATA, inihg LATAs within our local service area. At timege sell unbundled network elements,
or UNEs, that allow our wholesale customers todtlikir own networks and interconnect with our rartw

IntraLATA long-distance voice services—comar, business and wholesale We provide IntraLATA long-distance service taro
customers within our local service area. IntraL AlbAg-distance service refers to services that daxsd exchange area boundaries but
originate and terminate within the same geograpAitA. These services include calls that terminatésimle a caller's local calling area but
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within their LATA and wide area telecommunicati@esvice or "800" services for customers with higtiycentrated demand.

Access services—wholesaleWe provide access services primarily to intehange carriers, or IXCs, for the use of our lowgivork tc
connect their customers to their data and Intguragbcol, or IP, networks. IXCs provide long-distarservices to end-users by handling calls
that are made from a phone exchange in one LATantexchange in another LATA or between exchangt#sma LATA. Competitive
communications companies often operate as both Gl#a@ IXCs.

Data and Internet services—consumer, bssiaad wholesale. We offer a broad range of products and probesdiservices to enable
our customers to transport voice, data and videcdenmunications at speeds ranging from 14.4 Kopér second to 2.5 gigabits per sec
Our customers use these products and servicegariedy of ways. Our business customers use thefactlitate internal and external data
transmissions, such as transferring files fromlooation to another. Our consumer customers us®e theaccess email and the Internet under
a variety of connection speeds and pricing packayesprovide our data and Internet services inlocal service area.

Our consumer and business data and Inteeneices are described below:

. Digital subscriber line, or DSL, which permits kgl consumer and business customer telephonetbnggerate at higher
speeds necessary for video and tégleed data communications to the Internet or @imatworks. Substantially all of our D:
customers are currently located within our localise area;

. Asynchronous transfer mode, or ATM, which is a lfzend, network transport service that providessg &fficient way to
move large quantities of information over our higteliable, scalable and secure fiber optic broadb@etwork;

. Frame relay, which is a switching technology tHetves data to travel in individual packets of vénlielength. The key
advantage to this approach is that a frame relayark can accommodate data packets of various sgssciated with virtual
any data protocol;

. Private lines, which are direct circuits or chasregecifically dedicated to the use of an esdr organization for the purpose
directly connecting two or more sites. Private $irndfer a secure solution for frequent communicatiblarge amounts of data
between sites; and

. Integrated services digital network, or ISDN, iscanprehensive digital network architecture allowirsgrs to transmit voice,
data, video and images—separately or simultaneeuslher standard telephone lines or fiber optics.

On a wholesale basis, we provide collocesiervices, or hosting of other providers' telecamitations equipment in our facilities. v



also provide wholesale private line services prilyao 1XCs to allow them use of our local netwdtkconnect their customers to their
networks.

Distribution Channels

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

Wireless Services

We operate wireless services primarily tigto our wholly owned subsidiary, Qwest Wireless LIICAugust 2003, we entered into a
service agreement with a subsidiary of Sprint Caapon that

allows us to resell Sprint wireless services, idilg access to Sprint's nationwide personal comaatioin service, or PCS, wireless network,
to consumer and business customers, primarily withir local service area. We began offering thgsaSservices under our brand name in
March 2004. Under the service agreement, we retaitrol of all sales and marketing, customer senidlling and collection, pricing,
promotion and product offerings relating to theipservices that we resell. The service agreementides that Sprint will be our exclusive
wireless provider and has an initial term of fiveays (with automatic renewal for successive one4gems until either party provides notice
of non-renewal). Through Qwest Wireless, we alsatiooe to operate a PCS wireless network that sesekect markets within our local
service area, including Denver, Seattle, Phoenirngapolis, Portland, Salt Lake City and other $enaharkets. Our wireless customers who
are currently being serviced through our proprietaireless network will be transitioned onto Spemntetwork over time.

We market our wireless products and sesvibeough our website, partnership relationshigba@mr sales/call centers. We offer consu
and business customers a broad range of wirelass,ps well as a variety of custom and enhan@gdris, such as Call Waiting, Caller ID,
3-Way Calling, Voice Messaging, Enhanced Voice iBglhnd Two-Way Text Messaging. We also offer insed service, which enables
customers to use the same telephone number anghvailchox for their wireless phone as for their leomn business phone. We intend to
transfer ownership of Qwest Wireless to an affllist the near future. After this transfer, we waidl longer have significant wireless
operations. This transfer will take place as smwe have received all necessary regulatory apfmoperhaps as early as the second quarter
of 2004.

Other Services

We provide other services that primarilydlve the sublease of some of our unused realeeataets, such as space in our office
buildings, warehouses and other properties. Thenityapf these properties are located in our I@Ealice area. We also provide affiliate
services, which consist of telecommunication sewvigrovided to affiliated enterprises.

Customer Service Initiatives

With increased levels of competition in telecommunications industry resulting from statyitand regulatory developments and
technology advancements, we believe competitiveigens are no longer hindered by historical basrterentry. As a result, we are seekin
distinguish ourselves from our competitors throagiumber of customer service initiatives supportingQwest Spirit of Service brand
commitment. These initiatives include expanded peodundling, simplified billing, improved customs&upport and other ongoing measures.
For example, we have entered into a strategicioelstiip with a provider of wireless services to e our product offerings, we are
restructuring our pricing packages and we are iivg$n improved billing and customer communicat&ystems.

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

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

Competition
Wireline Services

Local voice services. In providing local voice services to our consurand business customers within our local seraiea, we
compete with CLECs, including some owned by naficaariers, smaller regional providers, competitageess providers, independent
telephone companies, Intert



telephony providers, wireless providers and cablaganies. Technology substitution, such as wiredabstitution for wireline, cable
telephony substitution for wireline and cable modamstitution for dial-up modem lines and DSL, haen a significant cause for a decrease
in our total access lines in 2003. Competitiondasda primarily on pricing, packaging of serviced teatures, quality of service and
increasingly on meeting customer care needs sushrgmified billing and timely response to servils.

The obligation to make number portabilitsagable from wireline to wireless service, whiclaswecently mandated by the Federal
Communications Commission, or FCC, is another cditiygefactor that may increase access line losaks, revenue for local voice servi
may be affected adversely should providers of irgeprotocol telephony (sometimes referred to asevover Internet protocol, or VolP)
services attract a sizable base of customers wi®/alP to bypass traditional local exchange casri@rrelated concern is the risk that access
charge fees we receive from either IXCs or CLEQkhei reduced if phone-to-phone VolP calls remairegulated and are not subject to
intercarrier compensation obligations that applyragitional telephony.

Our existing infrastructure and long-stangdtustomer relationships make us the market léad@oviding local voice services in our
local service area. Although our status as an it@&mhlocal exchange carrier, or ILEC, helps makthadeader in providing wireline servic
within our local service area, increased competitias resulted in recent declines in billable astiess.

Our competitors, mainly CLECs and CLEC/I¥@mnbinations, have accelerated their use of unlednaktwork element-platforms, or
UNE-P. This service, which we are required to pdewvat wholesale rates as a matter of current fededastate laws and regulations, allows
our competitors to purchase all of the elementg thay need to provide competitive local servicesuncustomers. Bell Operating
Companies, or BOCs such as Qwest, are requirecdke their network elements available to competitetich allows CLECs and
CLECI/IXC combinations an alternative to buildingithown telecommunications facilities. Consequentlg believe these competitors are
able to provide local service at a cost advantaligying them to gain market share. Meanwhile,dhigation to provide UNEs reduces our
revenue and margin. We believe the offering of UMHEcontinue to cause downward pressure on ouigina and result in incremental re
access line losses.

IntraLATA long-distance voice servicesNational carriers, CLECs and other resellarshsas AT&T Corporation, Sprint, and
MCI, Inc. (formerly known as WorldCom, Inc.) competith us in providing IntraLATA long-distance s&ms in our local service area.
Wireless providers also market both IntraLATA antetLATA long-distance services as a substituteeditional wireline service.

Competition in the londistance consumer market is based primarily orepdastomer service, quality and reliability. We #re marke
share leader in providing IntraLATA long-distane\sce within our local service area, but face éasing competition from national carriers,
which have substantial financial and technical ueses. Competition in the business market is basesimilar factors, as well as the ability
offer a ubiquitous solution nationwide.

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

Access services. Within our local service area, we compete prilywavith smaller regional providers, including COS, competitive
access providers and independent telephone congpadecompete on network quality, customer sengoeduct features, the speed with
which we can provide a customer with requestediees\and price. Although our status as an ILEC$elpke us the leader in providing
these services within our local service area, emed competition has resulted in a reduction iesgminutes of use billed to IXCs and
wireless carriers. Also, we earn certain revenuesnmwve originate or terminate calls that are cdrig IXCs and wireless carriers that
generate carrier

access charges for the use of our network. Toxtenethat VolP networks or VolP service provideegk to bypass the traditional methods
and obligations to pay this form of intercarrieng@ensation, or the related "reciprocal compensatidrich we earn for use of our network in
terminating local calls, these providers could grgacompetitive advantage versus traditional cesniéno must factor the costs of carrier
access charges and reciprocal compensation intoctierges.

Data and Internet services.Business customers are the primary marketfse network-related services, although we areasing
our DSL offerings to both consumer and businestoousrs in several markets in our local service.dreproviding these services, we
compete with national long-distance carriers (aE\T&T, Sprint and MCI), cable operators, BOCsEHCs and large integrators,
International Business Machines Corporation andtEdaic Data Systems Corporation. Large integradpesalso competing in a new manner,
providing customers with managed network serviedsch takes inter-site traffic off our network. Gomiers are particularly concerned with
network reach, but are also sensitive to qualéiability, customer service and price. We also peta with cable operators who offer high-
speed broadband facilities over cable modem, antdaby directly competitive with the DSL services employ. Cable operators who ¢



data or Internet services via broadband enjoy aladgry advantage in that they are not presentbjesd, at least in the jurisdictions in which
we operate, to regulation as "telecommunicatiomsVigers, which imposes many costs and obligatiensh as the obligation to make UNE-
available to competitors or to provide competitageess and interconnect rights.

Wireless Services

The market for wireless services within maal service area remains highly competitive. smpete with AT&T Wireless
Services, Inc., Verizon Communications Inc., T-Mebnternational, Cingular Wireless, LLC, SprintdaNextel Communications, among
others. Although we expect our competitive positioimprove through offering Sprint's nationwidegléss service under our brand name to
customers in our local service area, we continfade heavy competition from national, and soméores, wireless carriers. Competition
may increase as additional spectrum is made avawaithin our local service area, both to new cotitpes and to current wireless providers
who may acquire additional spectrum in order twéase their coverage areas and service quality p€tiion in the wireless market is based
primarily on price, coverage area, services, festunandsets, technical quality and customer ser@ar future competitive position will
depend on our ability to successfully integrater@mervices into our branded service offerings andability to offer new features and
services in packages that meet our customers' needs

Regulation

As a general matter, we are subject tonskte state and federal regulation, including regqaents and restrictions arising under the
Federal Communications Act, as modified in parth®y Telecommunications Act of 1996, or the Telecamitations Act, state utility laws,
and the rules and policies of the FCC, state PU@so¢her governmental entities. Federal laws an@ F&gulations apply to regulated
interstate telecommunications (including internadictelecommunications that originate or terminathe United States), while state
regulatory authorities have jurisdiction over regatl telecommunications services that are integtatature. Generally, we must obtain and

approval of rates, terms and conditions for ounaistate services, where required.

This structure of public utility regulatigenerally prescribes the rates, terms and conditd our regulated wholesale and retail proc
and services (including those sold or leased to@)EWhile there is some commonality among the leggry frameworks from jurisdiction
to jurisdiction, each state has its own uniquen$ebnstitutional provisions, statutes, regulatistpulations and practices
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that impose restrictions or limitations on the daged entities' activities. For example, in varydegrees, jurisdictions may provide limited
restrictions on the manner in which a regulatedyenan interact with affiliates, transfer assétspe debt and engage in other business
activities.

Interconnection

The FCC is continuing to interpret the ghtions of ILECs under the Telecommunications Adhterconnect their networks with, and
make UNEs available to, CLECs. These decisiondksiisour obligations in our local service area affdct our ability to compete outside
our local service area. In May 2002, the U.S. Smgr€ourt issued its opinion in the appeal of th€BCules on pricing of UNEs. The Court
affirmed the FCC's rules. Since we were followihg FCC's then current UNE pricing rules, this deaislid not impact the pricing of our
UNEs.

In May 2002, the D.C. Circuit Court of Age issued an order on the FCC's rules that detedrthe UNEs are required to be made
available to competitors. The court reversed th€ Fihding that the agency had not given adequansideration to or properly applied the
"necessary and impair" standard of the Telecomnatioics Act. The court also ruled that the FCC impssibly failed to take into account
the relevance of competition by other types of iserproviders, including cable and satellite comgsnFinally, the court overturned a
separate order of the FCC that had authorized 8livaging" where a CLEC purchases only a portiothefcopper line connecting the end u
This enables the CLEC to provide high-speed broadiisarvices utilizing DSL technology. The D.C. Qitcstayed its order vacating the
FCC's rules to permit the FCC to complete an orggaitemaking to determine what elements shouldrieindled.

On August 21, 2003, the FCC issued themiad review order in response to the court's decisThe triennial review order addressed
regulatory status of a number of UNEs and the aliligs of ILECs with respect to them. Among the ensignificant determinations made by
the FCC in the triennial review order were: (i) GLf&are not impaired without access to unbundletchinig when serving medium-to-large
business and government customers using DS-1 sagtclapacity and above, but state PUCs are alldwédtiate and conclude proceedings
within 90 days of October 2, 2003, to rebut thisgumption of no impairment and petition the FCCafavaiver; the Colorado, Minnesota and
Oregon PUCs initiated such proceedings but dicoetition the FCC for a waiver of the no impairménding; (i) CLECs are impaired
without access to switching, and, concomitantlg, tiNE-P, to serve mass market customers, as weibashigh capacity loops and
dedicated transport services (the transmissiotitfasibetween an ILEC's central offices); procegdibefore state PUCs to rebut these
presumptions of impairment may be initiated andctufed within nine months of October 2, 2003; @liate PUCs must initiate and conclude
within nine months of October 2, 2003, proceeditmgapprove a "batch hot cut migration process'r@@gss by which a CLEC's custom



served by the UNE-P would be moved to the CLEC's switch in the event switching is eliminated frefNE-P) to be implemented by
ILECs to address the costs and timeliness of theudtgrocess; (iv) ILECs are no longer requireg@ravide other carriers with access to the
high frequency portion of a loop that is used byECIs to provide competing DSL services (referredsdine sharing); however, current line
sharing customers are "grandfathered," and thanageant to allow line sharing will be phased outioa three-year period; (v) ILECs are not
required to provide CLECs with access to "next gati@n" networks and facilities used to providedsband services; and (vi) the FCC
modified the prohibition against CLECs using enteth@xtended links, or combinations of unbundlegh$) multiplexing and dedicated
transport (referred to as EELS) to provide bottal@nd long-distance services; the FCC establisbgdirements designed to prevent the
substitution of EELSs for special access serviceslad by a carrier for the provision of its longtdige services.

We joined with other ILECs in requestingttthe D.C. Circuit Court of Appeals invalidate ties that accompanied and were descr
in the triennial review order. We argued that tiCHdid not comply with the May, 2002, ruling by theC. Circuit because it failed to

properly apply the

"necessary and impair" standard and that the FQg@imissibly, and without adequate guidance, debefjiat state PUCs its responsibilities
under the Telecommunications Act. Other partiedlehged various aspects of the triennial revieweor@®n March 2, 2004, consistent with
the ILECs' arguments, a three-judge panel of ti& Circuit issued a decision vacating and remantanck to the FCC significant portions of
the triennial review order. By its terms, the ctaumandate will be stayed for 60 days. If the F@€ks further review of the decision by the
D.C. Circuit or U.S. Supreme Court, the decisioryrbe stayed for a longer period of time.

In addition to proceedings before the DC@cuit relating to the triennial review order, wee also participating in proceedings in all of
our in-region states, except Wyoming, Montana, ¢dahd South Dakota, that were authorized by the'§€iennial review order. In these
proceedings, we are attempting to demonstratethethdequacy of our batch hot cut migration proesssell as that CLECs would not be
impaired in their attempts to compete in the maagket if switching were removed as a UNE. The cared viability and necessity for these
state proceedings will likely be affected by thén of the D.C. Circuit on the matters pendingdvefit. In light of the D.C. Circuit appeal,
Arizona, Colorado, Minnesota, Nebraska, North Dak@iregon, Utah and Washington have temporarilpended their triennial review
proceedings.

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

Access Pricing

The FCC has initiated a number of procegslthat could affect the rates and charges forsaceervices that we sell or purchase. These
proceedings and related implementation of resuli@g decisions have not yet been completed. Bedhese are a number of such
proceedings that are integlated, and because new technologies (such a9 ¥mRemerging that pose further complicationsyay take som
time for the rulemaking to be completed. It is polesthat the FCC will recommend a major restruciyiiof the current system of intercarrier
compensation for use of local networks, and thisldaffect our rights to claim payment for carréecess charges. There has been a nationa
trend towards reducing the amounts charged foiprecal compensation" for use of our network tarterate local, IntraLATA and other
intra-state calls, in preference for a "bill an@pgéapproach, but this is subject to varying decisiand interests by the state agencies that
govern these intrastate rates. From time to timestate PUCs that regulate intrastate accessashaogduct proceedings that may affect the
rates and charges for those services.

On May 31, 2000, the FCC adopted the aaefssm and universal service plan developed byGbalition for Affordable Local and
Long-Distance Service, or CALLS. The adoption of the CALproposal resolved a number of outstanding isbeésre the FCC. The CALL
plan has a five-year life and provides for thedaling: (i) elimination of the residential pre-subibed IXC charge; (ii) increases in subscriber
line charges; (iii) reductions in switched accesage rates; (iv) the removal of certain implicituensal service support from access charges
and direct recovery from end-users; and (v) committs from participating IXCs to pass through acodssge reductions to end-users. We
have opted into the five-year CALLS plan.

Advanced Telecommunications Services

The FCC has ruled that advanced servicegged by an ILEC are covered by those provisidith® Telecommunications Act that
govern telephone exchange and exchange accessesenvi
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January 2002, the FCC released a Notice of Propeamaking regarding the Regulatory Requirementt$LfEC Broadband
Telecommunications Services. In this proceeding®B€ has sought comment on what changes shouldade m traditional regulatory
requirements to reflect the competitive market emgte incentives for broadband services growthimrestment. The FCC has not yet iss
final rules.

Intercarrier Compensation

On April 27, 2001, the FCC released a NottProposed Rulemaking that commenced a broadrjnimto, and initiated a fundamental
re-examination of, all forms of compensation flowinetween carriers as a result of their networlsgoi@terconnected. There are two
primary forms of intercarrier compensation: (i)ipgocal compensation that applies to local tradind (ii) access charges that apply to long-
distance traffic. The purpose of this FCC procegdsrto examine existing forms of intercarrier cangation and explore alternatives. One
form of compensation that is being examined id ‘&l keep" under which carriers freely exchang#itrand collect charges from their end-
user customers in lieu of the present system irchivbarriers are obligated to compensate one anfithaetwork utilization. The rules
emanating from this rulemaking could result in fanténtal changes in the charges we collect fronr adireiers and our end-users.

On April 27, 2001, the FCC issued an Owaligh regard to intercarrier compensation for In&greervice provider, or ISP-bound traffic.
The Order required carriers serving ISP-bounditr&adf reduce reciprocal compensation rates oveéd-m8nth period beginning with an initial
reduction to $0.0015 per minute of use and endiitig &vrate of $0.0007 per minute of use. In addite cap was placed on the number of
minutes of use on which the terminating carrier mlagrge such rates. This reduction lowered costsak paid CLECs for delivering such
traffic to other carriers, but has not had, andaslikely to have, a material effect on our reswt operations.

On May 3, 2002, the D.C. Circuit Court gbpeals remanded the matter to the FCC to implemesite methodology that is consistent
with the court's ruling. The rules promulgated bg ECC remain in effect while the agency contenaglédirther action. Modifications in the
FCC's rules or prescribed rates could increasexpegnses.

Wireless Local Number Portability

On November 10, 2003, the FCC issued aeradd further notice of proposed rulemaking omllowmber portability, or LNP,
mandating that wireline carriers must port teleghoombers to wireless carriers. The LNP order piexiguidance to both the wireline and
wireless industries on matters related to “interaibdNP, or the ability of customers to switch frawireline carrier to a wireless carrier or
from a wireless to a wireline carrier without chamggtelephone numbers.

In the LNP order, the FCC prescribed thmatipg from a wireline carrier to a wireless cariierequired where the requesting wireless
carrier's coverage area overlaps the geographatitocin which the wireline number is provisionet;luding cases where the wireless carrier
does not have a point of interconnection or nunmgerésources in the rate center to which the phongber is assigned. The FCC also so
comment on and will issue further rules regardmgfacilitation of wireless to wireline porting @ases where the rate center associated with
the wireless number is different from the rate eemt which the wireline carrier seeks to servedhstomer. The LNP order was preceded by
an FCC order, dated October 7, 2003, that dedtt isstues related to implementation of wireless-t@less LNP.

The FCC's rules, particularly those relatedireline-to-wireless LNP, may result in an decation of our access-line losses.
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Voice Over Internet Protocol

On December 1, 2003, the FCC conductedéiqpiorum hearing to gather information concernadyancements, innovations, and
regulatory issues related to VolP services. Chairawell of the FCC has announced an intentionakan/olP a higher priority on the
FCC's agenda in the next year. Furthermore, on IM&0¢ 2004, the FCC issued its Notice of ProposdlérRaking, or NPR, instituting a
formal rulemaking proceeding addressing many isselesed to VolP. This rulemaking raises issues dlarlap, to a degree, with the
rulemaking concerning ILEC Broadband Telecommumicat Services and the Intercarrier Compensationgaaing. There are a number of
issues that have been presented to the FCC the¢icoWolP and that could affect our business. Gnehiether VVolP, and/or other forms of
VolIP, should be subject to ordinary intercarriemp@nsation requirements and other federal or stgigirements such as those that impose a
fee to support "universal service" and supportetktension of telecommunications and Internet féedito rural areas and to public schools
and facilities in inner cities. Another issue ise#lrer VolP providers should have any exemptiomoniinity from either federal or state
regulation and if so, what should be the parametitisis exemption or immunity. We are followingete developments closely, as our
network is capable of VolP transport and similard@n be used to carry combinations of voice andrdtdrens of data in an IP-addressed
packet format. VolIP offerings are likely to growthe technology matures and the regulatory sitnasalarified and such growth in VolP
could contribute to further declines in our salEkoal exchange access lines.

Employees



As of December 31, 2003, we employed apprately 32,000 employees. We continue to reduce@reps in accordance with the ple
that QCII approved in the third quarter of 2003efiehis additional information regarding this restaning in Note 7—Restructuring and
Merger-related Charges to our consolidated findrstéements in Item 8 of this report.

Approximately 27,000 of our employees aeresented by collective bargaining agreementstwvé@élfCommunications Workers of
America, or CWA, and the International BrotherhaddElectrical Workers, or IBEW. In August 2003, wetered into new two-year
collective bargaining agreements with the CWA drelIBEW. Each of these agreements was ratifiedniigrumembers and expires on
August 13, 2005. Among other things, these agretmovide for guaranteed wage levels and contqamployment-related benefits.

Website Access

Our website address is www.qwest.com. Yaly wbtain free electronic copies of our annual respen Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and all mdmeents to those reports at our investor relatiogissite,
www.qwest.com/about/investor/, under the headifgCFilings." These reports are available on ouestor relations website as soon as
reasonably practicable after we electronically iilem with the Securities and Exchange CommissinSEC.
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ITEM 2. PROPERTIES

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

December 31,

2003 2002
Land and building: 7% 7%
Communications equipme 43% 44%
Other network equipmel 44% 43%
Genere-purpose computers and ott 6% 6%
Construction in progres 0% 0%

10C% 10C%

Land and buildings consist of land, langhiovements, central office and certain administeatiffice buildings. Communications
equipment primarily consists of switches, routerd ansmission electronics. Other network equigrpemarily includes conduit and cable.
General-purpose computers and other consists paitgiof computers, office equipment, vehicles atiter general support equipment. We
own substantially all of our telecommunications ipqent required for our business. Total gross itmest in property, plant and equipment
was approximately $42.7 billion and $42.4 billiadrDeecember 31, 2003 and 2002, respectively, befedeicting accumulated depreciation.

We own and lease sales offices in majoraopetitan locations. Our network management cerdegdocated primarily in buildings that
we own at various locations in geographic areaswieaserve. Substantially all of the installati@ficentral office equipment for our local
service business are located in buildings and iod that we own.

ITEM 3. LEGAL PROCEEDINGS
Legal Proceedings Involving Qwe
Securities Action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahi Robin R. Szeliga on behalf of purchasers ofl®6tock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thithgg QCII and the individual
defendants issued false and misleading statemedtsrayaged in improper accounting practices inrd@laccomplish the Merger, to make
QCII appear successful and to inflate the valu®®Gfl's stock. The complaint asserts claims undeti@es 11, 12, 15 and 17 of the Securities
Act of 1933, as amended, or the Securities Act. ddmaplaint seeks unspecified monetary damagespjegent of illegal gains and other
relief. On July 31, 2002, the defendants removésidtate court action to federal district cour€olorado and subsequently moved to
consolidate this action with the consolidated siéiesraction identified below. The plaintiffs han@ved to remand the lawsuit back to s



court. Defendants have opposed that motion, whigiending before the court.
Regulatory Matters

On February 14, 2002, the Minnesota Depamtrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission, or the Minnesota Commission, allegh&g tve, in contravention of federal and state failed to file interconnection
agreements with the Minnesota Commission relatingettain of our wholesale customers, and therébgedly discriminated against
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other CLECs. On November 1, 2002, the Minnesota i@msion issued a written order adopting in fulllagmsal by an administrative law
judge that we committed 26 individual violationsfedleral law by failing to file, as required undection 252 of the Telecommunications .
26 distinct provisions found in 12 separate agregmwith individual CLECs for regulated servicesMinnesota. The order also found that
we agreed to provide and did provide to McLeodU®A Bschelon Telecom, Inc. discounts on regulatedlegale services of up to 10% that
were not made available to other CLECs, therebgwillly discriminating against them. The order fduae also violated state law, that the
harm caused by our conduct extended to both cussoamel competitors, and that the damages to CLEDdamount to several million
dollars for Minnesota alone.

On February 28, 2003, the Minnesota Compnisissued its initial written decision imposingdis and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llinh and ordered us to:

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

. grant all CLECs other than Eschelon and McLeodUSWtinly credits of $13 to $16 per UNE-P line (subjeccertain offsets)
purchased during the months of November 2000 thrdtgpruary 2001;

. pay all CLECs other than Eschelon and McLeodUSA tigreredits of $2 per access line (subject toaierbffsets) purchased
during the months of July 2001 through February2@hd

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

The Minnesota Commission issued its fimalften decision setting forth the penalties aretiitis described above on May 21, 2003. On
June 19, 2003, we appealed the Minnesota Commissiaaters to the United States District Court fer District of Minnesota. The appeal is
pending.

Arizona, Colorado, New Mexico, Washingttowa and South Dakota have also initiated formatpedings regarding our alleged fail
to file required agreements in those states. On2i&yl 2003, we entered into a settlement with ta# ef the Arizona Corporation
Commission, or the Arizona Commission, to settle #md several other proceedings. The proposdeérseitt, which must be approved by
Arizona Commission, requires that we provide appnately $21 million in consideration in the formafoluntary contribution to the
Arizona State Treasury, contributions to certaigamizations and/or infrastructure investments a&figinds in the form of bill credits to
CLECs. On December 1, 2003, an administrative ladgé issued a recommended decision denying th@gedsettiement. The judge also
recommended final orders requiring us to pay apprately $11 million in penalties and to issue ctetlh CLECs for a 24nonth period fron
October 2000 to September 2002 equal to 10% chédls of wholesale intrastate services providedsbyVe filed exceptions to the
recommended decisions with the full Arizona ComimissNew Mexico has issued an order providingriteripretation of the standard for
filing these agreements, identified certain of ocointracts as coming within that standard and operszparate docket to consider further
proceedings. Colorado has also opened an investigato these matters, and on February 27, 20@4Staff of the Colorado PUC submitted
its Initial Comments. The Colorado Staff's Ini@dmments recommended that the PUC open a show peasseding based upon the Staff's
view that Qwest and CLECs had willfully and intemally violated federal and state law and Commissides. The Staff also detailed a
range of remedies available to the Commissionutfinly but not limited to an assessment of penadtiesan obligation to extend credits to
CLECs. The proceedings and investigations in Newibte Colorado and Washington could result in theadsition of fines and
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other penalties against us that could be matéoata and South Dakota have concluded their ingaimsulting in no imposition of penalties
or obligations to issue credits to CLECs in thas¢es. Also, some telecommunications providers litad private actions based on facts
similar to those underlying these administrativegeedings. These private actions, together withsamitar, future actions, could result in
additional damages and awards that could be sognifi



On June 26, 2003, we received from the BQ&ter of inquiry seeking information relatedcrtain agreements with CLECs covering
the provision of a variety of ancillary serviceslinding signaling functions and database access;tdry and operator assistance. We
submitted our initial response to this inquiry afyJ31, 2003. We took the position that we wereinatiolation of our filing obligations und
Section 252 of the Telecommunications Act. On Md2h2004 the FCC released its Notice of Apparaability for Forfeiture in the amout
of $9 million for allegedly not meeting our filingpligations under the Telecommunications Act ared@oemmission's rules. We have thirty
days to pay the proposed forfeiture or file a writstatement seeking reduction or cancellatioh@proposed forfeiture. We continue to w
cooperatively with the Commission to finally reselhis issue.

llluminet, Inc., or llluminet, a traffic ggegator, and several of its customers have fitedmaints with regulatory agencies in Idaho,
Nebraska, lowa, North Dakota and New Mexico, atigghat they are entitled to refunds due to ouppried improper implementation
tariffs governing certain signaling services wevide in those states. The commissions in IdahoNgtaraska have ruled in favor of llluminet
and awarded it $1.5 million and $4.8 million, respeely. We sought reconsideration in both statdsch was denied, and subsequently we
perfected appeals in both states. The proceedinteiother states and in states where lllumingtioa yet filed complaints could result in
agency decisions requiring additional refunds.

As a part of the approval by the FCC ofMerger, the FCC required QCII to engage an inddpenauditor to perform an attestation
review of our compliance with our divestiture ofriegion InterLATA services and our ongoing comptiawith Section 271 of the
Telecommunications Act. In 2001, the FCC begamaastigation of QCII's compliance with the divastd of in-region InterLATA services
and our ongoing compliance with Section 271 forahdit years 2000 and 2001. In connection withithiestigation, QCII disclosed certain
matters to the FCC that occurred in 2000, 2001220@® 2003. These matters were resolved with thmrce of a consent decree on May 7,
2003, by which the investigation was concludedpA# of the consent decree, QCIl made a voluntagyent to the U.S. Treasury in the
amount of $6.5 million, and agreed to a compligples for certain future activities. Separate frdns investigation, QCII disclosed matter:
the FCC in connection with its 2002 compliance gudcluding a change in traffic flow related to elasale transport for operator services
traffic and certain toll-free traffic, certain bithis-labeling for commercial credit card bills, azettain billing errors for public telephone
services originating in South Dakota and for todef services. The FCC has not yet instituted a@sitiyation into the latter categories of
matters. If it does so, an investigation could ltesuthe imposition of fines and other penaltigaimst QCIl. The FCC has also instituted an
investigation into whether QCII may have impernhgsengaged in the marketing of InterLATA servideg\rizona prior to receiving FCC
approval of QCII's application to provide such $egg in that state.

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

Other Matters

From time to time we receive complaints Berdome subject to investigations regarding "slamghfthe practice of changing long-
distance carriers without the customer's cons&er@mming"” (the practice of charging a consumemfoods or services that the consumer has
not
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authorized or ordered) and other sales practidesugh December 2003, we resolved allegations amplaints of slamming and cramming
with the Attorneys General for the states of Ari@ap@olorado, Idaho, Oregon, Utah and Washingtorabh of those states, we agreed to
comply with certain terms governing our sales pecastand to pay each of the states between $20e/20@3.75 million. We may become
subject to other investigations or complaints i filture and any such complaints or investigat@msgd result in further legal action and the
imposition of fines, penalties or damage awards.

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

Legal Proceedings Involving QCI

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

Investigations, Securities Actions and Derivative Ations

The investigations and securities acticescdbed below present material and significaksrie QCII. The size, scope and nature of the
recent restatements of our and QCII's consolidfwemcial statements for fiscal 2001 and 2000 affiee risks presented by these matters,
we can give no assurance as to the impacts omau®g&l1's financial results or financial condititrat may ultimately result from these
matters. As QCII has previously disclosed, it hagagied in preliminary discussions for purpose®sblving certain of these matters. QCII
most recently engaged in these preliminary disonssafter it announced its 2003 financial resuti$=ebruary 19, 2004. These most re«



discussions and further analysis have led QClbtmlude that a reserve should be provided. AccgtdifQCII has recorded a reserve in its
consolidated financial statements for the estimatedmum liability associated with these matterswéver, the ultimate outcomes of these
matters are still uncertain and there is a sigaiftgossiblity that the amount of loss it ultimgtielcurs could be substantially more than the
reserve it has provided.

At this time, QCII believes that it is padfle that all but $100 million of the recorded resewill be recoverable out of a portion of
insurance proceeds, consisting of cash and leifansedit, which were placed in a trust to coverdsses and the losses of individual insureds
following its November 12, 2003 settlement of digsuwith certain of its insurance carriers relatgcamong other things, the investigations
and securities and derivative actions describeovadiHowever, the use and allocation of these prdedas yet to be resolved between QCII
and individual insureds.

The securities actions are in a prelimiramgse and QCII continues to defend against thestera vigorously. None of the plaintiffs or
the defendants in the securities actions has addaenidence concerning possible recoverable daneage®CII has not yet conducted
discovery on these and other relevant issues. @Clirrently unable to provide any estimate afiéotiming of the resolution of any of these
matters. Any settlement of or judgment in one oremaf these matters in excess of QCII's recordserves could be significant, and QCI|I
give no assurance that it will have the resourgedable to pay any such judgment. In the evergroddverse outcome in one or more of tl
matters, QCII's ability to meet its debt servicéigdiions and its financial condition could be miahy and adversely affected. As a wholly
owned subsidiary of QCII, our business operatiorfanancial condition would be similarly affected.
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Investigations

On April 3, 2002, the SEC issued an ordenwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing in its efforts to cooperate fulith the SEC in its investigation. The investigatincludes, without limitation, inquiry into
several specifically identified QCII accounting gtiaes and transactions and related disclosurésthahe subject of the various adjustments
and restatements described in the QCIl Form 10¢rKhe year ended December 31, 2002, or the QCI2 Fadm 10-K. The investigation also
includes inquiry into disclosure and other issweated to transactions between QCII and certaitsofendors and certain investments in the
securities of those vendors by individuals assediatith QCII.

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

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

While QCIl is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoreé@ffice in each of their respective
investigations, QCII cannot predict the outcoméhoke investigations. QCII has engaged in discassigth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidat, and QCII continues to evaluate any possibhge of loss. Such discussions are
preliminary and QCII cannot predict the likelihootiwhether those discussions will result in a setint and, if so, the terms of such
settlement. However, settlements typically involamong other things, the SEC making claims undefeteral securities laws in a compli
filed in United States District Court that, for poses of the settlement, the defendant neithertadmr denies. Were such a settlement to
occur, QCII would expect such claims to addressyntdithe accounting practices and transactionsraladed disclosures that are the subject
of the various restatements QCII has made as weltlditional transactions. In addition, any setdahwith the SEC may also involve, ami
other things, the imposition of disgorgement amivd penalty, the amounts of which could be substdly in excess of QCII's recorded
reserve, and the entry of a court order that woedglire, among other things, that QCII and itsogffs and directors comply with provision:
the federal securities laws as to which there lieen allegations of prior violations.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€&#taings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily froi Merger. On November 21, 2001, the SEC staffinéal QCII of its intent to
recommend that the SEC authorize an action ag@i@#itthat would allege it should have includedhe tarnings release a statement of its
earnings in accordance with generally acceptedustowy principles in the United States of AmeriocaGAAP. At the date of this filing, no
action has been taken by the SEC. However, QCketspthat if its current discussions with the stdiffhe SEC result in a settlement, such
settlement will include allegations concerning Jaauary 24, 2001 earnings release.

Also, as previously announced in July 2B92he General Services Administration, or GSA,@®A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \weéoemed that the Inspector General
of the GSA had referred to the GSA Suspension/Deéat Official the question of whether QCII (incladius and its other subsidiaries)
should be considered for debarment. QCII has h&#enmed that the basis for the referral was therlaaly 2003 indictment against four
former QCIl employees in connection with a traniactvith the Arizona School Facilities Board in @001 and a civil complaint also filed
in
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February 2003 by the SEC against the same formplogees and others relating to the Arizona Schaallfies Board transaction and a
transaction with Genuity Inc., or Genuity, in 20@QCII is cooperating fully with the GSA and belisvihat it and we will remain suppliers of
the government, although QCII cannot predict thie@me of this referral.

Securities Actions and Derivative Actions

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

On August 21, 2002, plaintiffs in the colidated securities action filed their Fourth Comgaled Amended Class Action Complaint, or
the Fourth Consolidated Complaint, which defendamsed to dismiss. On January 13, 2004, the UrStates District Court for the District
of Colorado granted the defendants' motions to idisin part and denied them in part. In that orttez,court allowed plaintiffs to file a
proposed amended complaint seeking to remedy #aalivlg defects addressed in the court's dismisdal and ordered that discovery, which
previously had been stayed during the pendendyeofitotions to dismiss, proceed regarding the simyiglaims. On February 6, 2004,
plaintiffs filed a Fifth Consolidated Amended Cl&smplaint, or the Fifth Consolidated ComplainteTFifth Consolidated Complaint
attempts to expand the putative class period pusiycalleged in the Fourth Consolidated Complagagks to restore the claims dismissed by
the court, including claims against certain indiiatldefendants who were dismissed as defendaritelgourt's dismissal order, and to add
additional individual defendants who have not beamed as defendants in plaintiffs’ previous comgaiThe Fifth Consolidated Complaint
also advances allegations related to a number tiErsand transactions that were not pleaded iedhiger complaints. The Fifth
Consolidated Complaint is purportedly brought ohdeof purchasers of publicly traded securitieQal between May 24, 1999 and
July 28, 2002, and names as defendants QCII, QiGthser Chairman and Chief Executive Officer, J&sBp Nacchio, its former Chief
Financial Officers, Robin R. Szeliga and Robe\&®odruff, other of its former officers and currelitectors and Arthur Andersen LLP. The
Fifth Consolidated Complaint alleges, among othargs, that during the putative class period, Q@i certain of the individual defendants
made materially false statements regarding thdtsestiQCII's operations in violation of section(ftpof the Securities Exchange Act of 19
or the Exchange Act, that certain of the individdelendants are liable as control persons undéioaez0(a) of the Exchange Act and that
certain of the individual defendants sold somehefrtshares of QCII's common stock in violatiorse€tion 20(a) of the Exchange Act. The
Fifth Consolidated Complaint further alleges th&land certain other defendants violated sectibflthe Securities Act by preparing and
disseminating false registration statements andpgactuses for the registration of QCII common stodie issued to U S WEST shareholders
in connection with the Merger of the two companag] for the exchange of $3 billion of QCII's nopessuant to a registration statement
dated January 17, 2001, $3.25 billion of QClII'sesgbursuant to a registration statement datedlI2001, and $3.75 billion of QCII's notes
pursuant to a registration statement dated Oct®®e2001. Additionally, the Fifth Consolidated Cdaipt alleges that certain of the
individual defendants are liable as control persomder section 15 of the Securities Act by readaheir stock ownership, management
positions and/or membership or representation erCiimpany's Board of Directors. The Fifth ConsaédaComplaint seeks unspecified
compensatory damages and other relief. Howevensador plaintiffs has indicated that the purpdrédass will seek damages in the tens of
billions of dollars. On March 8, 2004, QCII and etldefendants filed motions to dismiss the Fiftm§&wsidated Complaint.

Since March 2002, seven putative clas®adiits were filed in federal district court inl@@do purportedly on behalf of all participa
and beneficiaries of the Qwest Savings and InvastiRkzn
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and predecessor plans, or the Plan, from MarcB99 iintil the present. By court order, five of ta@gaitative class actions have been
consolidated and the claims made by the plaintithie sixth case were subsequently included irs#mnd Amended and Consolidated
Complaint, or the Second Consolidated Complairgcdeed below and referred to as the "consolidEfRt5A action.” QCII expects the
seventh putative class action to be consolidatéid the other cases since it asserts substantialgame claims. The Second Consolidated
Complaint filed on May 21, 2003, names as defersjamhong others, QCII, several former and curregettbrs, officers and employees of
QCII, Qwest Asset Management, the QCII Plan De§igmmittee, the Plan Investment Committee, and the Rdministrative Committee
the pre-Merger QCII 401(k) Savings Plan. The cdadstéd ERISA action, which was brought under theplbyee Retirement Income
Security Act, or ERISA, alleges, among other thjrigat the defendants breached fiduciary dutighéd?lan members by allegedly
excessively concentrating the Plan's assets imb@s@®ClI's stock, requiring certain participamghe Plan to hold the matching contributi
received from QCII in the Qwest Shares Fund, fgitim disclose to the participants the alleged acting improprieties that are the subject of
the consolidated securities action, failing to stigate the prudence of investing in QCII's staqtinuing to offer QCII's stock as an
investment option under the Plan, failing to inigete the effect of the Merger on Plan assets lae failing to vote the Plan's shares against
it, preventing plan participants from acquiring Q€6tock during certain periods, and, as agamstesof the individual defendants,
capitalizing on their private knowledge of QCliisgncial condition to reap profits in stock salekintiffs seek equitable and declaratory
relief, along with attorneys' fees and costs astittgion. Plaintiffs moved for class certificatiom January 15, 2003, and QCII has opposed
that motion, which is pending before the court.dhefants filed motions to dismiss on August 22, 2abdse motions are also pending be
the court.



On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedamainst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. CalSTRS allebatithe defendants engaged in
fraudulent conduct that caused CalSTRS to losedess of $150 million invested in QCII's equity atebt securities. The complaint alleges,
among other things, that defendants engaged ihense to falsely inflate QCII's revenue and decriasexpenses so that QCIl would appear
more successful than it actually was during théogein which CalSTRS purchased and sold QCII séiegriThe complaint purported to state
causes of action against QCII for (i) violationQdlifornia Corporations Code section 25400 et ésgpurities laws); (ii) violation of
California Corporations Code section 17200 et &anfair competition); (iii) fraud, deceit and coatment; and (iv) breach of fiduciary duty.
Among other requested relief, CalSTRS sought cosgtteny, special and punitive damages, restitupoesjudgment interest and costs. QCII
and the individual defendants filed a demurrerksgpdismissal of all claims. In response, CalSTeEintarily dismissed the unfair
competition claim but maintained the balance ofdbeaplaint. The court denied the demurrer as td#léornia securities law and fraud
claims, but dismissed the breach of fiduciary duigym against QCII with leave to amend. The colgt alismissed the claims against Robert
S. Woodruff and Robin R. Szeliga on jurisdictiogedunds. On or about July 25, 2003, plaintiff fiedrirst Amended Complaint. The
material allegations and the relief sought remaigely the same, but plaintiff no longer allegesmk against Mr. Woodruff and Ms. Szeliga
following the court's dismissal of the claims agaithem. CalSTRS reasserted its claim against @€hreach of fiduciary duty as a claim of
aiding and abetting breach of fiduciary duty. Qfildd a second demurrer to that claim, and on Ndwemi7, 2003, the court dismissed that
claim without leave to amend. Discovery is procagdn the CalSTRS litigation.

On November 27, 2002, the State of NewedefSreasury Department, Division of Investment)New Jersey, filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things,
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that QCII, certain of QCII's former officers andtaén current directors and Arthur Andersen LLPs=diQCII's stock to trade at artificially
inflated prices by employing improper accountinggtices, and by issuing false statements about'Qilkiness, revenue and profits. As a
result, New Jersey contends that it incurred huttelcé millions of dollars in losses. New Jersegsplaint purports to state causes of action
against QCII for: (i) fraud; (ii) negligent misregzrentation; and (iii) civil conspiracy. Among otliequested relief, New Jersey seeks from the
defendants, jointly and severally, compensatorgsequential, incidental and punitive damages. Oveliber 17, 2003, QCII filed a motion

to dismiss. That motion is pending before the court

On January 10, 2003, the State UniversRiesrement Systems of lllinois, or SURSI, filethavsuit similar to the CalSTRS and New
Jersey lawsduits in the Circuit Court of Cook Coutiiynois. SURSI filed suit against QCII, certawfi QCII's former officers and certain
current directors and several other defendantijdimeg Arthur Andersen LLP and several investmariks. On October 29, 2003, SURSI
filed a second amended complaint which alleges,ranother things, that defendants engaged in fraundw@onduct that caused it to lose in
excess of $12.5 million invested in QCII's commtmtk and debt and equity securities and that defietscengaged in a scheme to falsely
inflate Qwest's revenues and decrease its expbgsegroper conduct related to transactions withAhizona School Facilities Board,
Genuity, Calpoint LLC, KMC Telecom Holdings, INKPNQwest N.V., and Koninklijke KPN, N.V. The secoachended complaint purports
to state the following causes of action againstiQ@lviolation of the lllinois Securities Act;ificommon law fraud; (iii) common law
negligent misrepresentation; and (iv) violatiorsettion 11 of the Securities Act. SURSI seeks, aputher relief, punitive and exemplary
damages, costs, equitable relief including an icijion to freeze or prevent disposition of the ddfems' assets and disgorgement. All the
individual defendants moved to dismiss the actigairast them for lack of personal jurisdiction. Tatel neither QCII nor the individual
defendants have filed a response to the seconddmedeomplaint, and the lllinois' court's schedweginot contemplate that answers or
motions to dismiss be filed until after the chadjen to jurisdiction have been resolved.

On February 9, 2004, Stichting Pensioen§ohBP, or SPA, filed suit against QCII, certainQC€II's current and former directors,
officers and employees, as well as several othiendants, including Arthur Andersen LLP, Citigroimg. and various affiliated corporations
of Citigroup, in the United States District Coust the District of Colorado. SPA alleges that tleéetidants engaged in fraudulent conduct
caused SPA to lose more than $100 million relate®RA's investments in QCII's equity securitiexchased between July 5, 2000 and
March 11, 2002. The complaint alleges, among dthiags, that defendants created a false percepfi@CllI's revenues and growth
prospects. SPA alleges claims against QCII anaiceof the individual defendants for violationssafctions 18 and 10(b) of the Exchange
and SEC Rule 10b-5, violations of the Colorado &tea Act and common law fraud, misrepresentaiod conspiracy. The complaint also
contends that certain of the individual defendanésliable as "control persons" because they hagdlwer to cause QCII to engage in the
unlawful conduct alleged by plaintiffs in violatiari section 20(a) of the Exchange Act, and allegber claims against defendants other than
QCII. SPA seeks, among other things, compensatmhypanitive damages, rescission or rescissionamadas, pre-judgment interest, fees
and costs.

On October 22, 2001, a purported derivdfivesuit was filed in the United States Districtu@iofor the District of Colorado, or the
Federal Derivative Litigation. On February 6, 2084hird amended complaint was filed in the FedBeaivative Litigation, naming as
defendants certain of QCII's present and formeyatlirs and certain former officers and naming @Gla nominal defendant. The Federal
Derivative Litigation is based upon the allegatiomsde in the consolidated securities action aredjali, among other things, that the
defendants breached their fiduciary duties to Q@lengaging in self-dealing, insider trading, ustign of corporate opportunities, failing to
oversee implementation of securities laws that ipibmsider trading, failing to maintain apprope:
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financial controls within QCII, and causing or pétng QCII to commit alleged securities violatigribus (1) causing QCII to be sued for
such violations and (2) subjecting QCII to adveyablicity, increasing its cost of raising capitadampairing earnings. The Federal
Derivative Litigation has been consolidated with tonsolidated securities action. Plaintiff seaksong other remedies, disgorgement of
alleged insider trading profits.

On August 9, 2002, a purported derivataxeduit was filed in the Court of Chancery of that8tof Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of Delaware on or about August2ZZ)2. On October 30, 2002, these two
alleged derivative lawsuits, or collectively, thelBware Derivative Litigation, were consolidatetieTsecond amended complaint in the
Delaware Derivative Litigation was filed on or abdanuary 23, 2003, naming as defendants certa@Cdifs current and former officers and
directors and naming QCII as a nominal defendanthé second amended complaint the plaintiffs allegnong other things, that the
individual defendants: (i) breached their fiduciarties by allegedly engaging in illegal insidexding in QCII's stock; (ii) failed to ensure
compliance with federal and state disclosure, fiatid and insider trading laws within QCII, resodtiin exposure to it; (iii) appropriated
corporate opportunities, wasted corporate asseltsafrdealt in connection with investments inialipublic offering securities through
QCllI's investment bankers; and (iv) improperly adeat severance payments to QCII's former Chief BieeOfficer, Mr. Nacchio and
QCllI's former Chief Financial Officer, Mr. Woodruffhe plaintiffs seek recovery of incentive compit allegedly wrongfully paid to
certain defendants, all severance payments madesers. Nacchio and Woodruff, disgorgement, coatidim and indemnification,
repayment of compensation, injunctive relief, alid@sts including legal and accounting fees. Orrdfial 7, 2003, defendants moved to
dismiss the second amended complaint, or, in tieerative, to stay the action. As described belbwroposed settlement of the Delaware
Derivative Litigation has been reached.

On each of March 6, 2002 and November @R22a purported derivative action was filed in BamDistrict Court, which we refer to
collectively as the Colorado Derivative Litigatiddn February 5, 2004, plaintiffs in one of thessesdfiled an amended complaint naming as
defendants certain of QCII's current and formeicefs and directors and Anschutz Company, and @il as a nominal defendant. The
two purported derivative actions were consolidated~ebruary 17, 2004. The amended complaint allegaeng other things, that various of
the individual defendants breached their legaleduttd QCII by engaging in various kinds of selfldegs, failing to oversee compliance with
laws that prohibit insider trading and self-dealiagd by causing or permitting QCIl to commit aélegsecurities laws violations, thereby
causing QCII to be sued for such violations andextimg QCII to adverse publicity, increasing itsstof raising capital and impairing
earnings.

Beginning in May 2003, the parties to treddfado Derivative Litigation and the Delaware ative Litigation participated in a series
mediation sessions with former United States Qisthudge Layn R. Phillips. On November 14, 2003 assult of this process, the parties
agreed in principle upon a settlement of the cleasserted in the Colorado Derivative Litigation simel Delaware Derivative Litigation,
subject to approval and execution of formal setietrdocuments, approval by the Denver District €and dismissal with prejudice of the
Colorado Derivative Litigation, the Delaware Detive Litigation and the Federal Derivative Litigati. From November 14, 2003 until
February 17, 2004, the parties engaged in commgwtations to resolve the remaining issues coiogthe potential settlement. On
February 17, 2004, the parties reached a formpufation of Settlement, which was filed with ther®er District Court. The stipulation of
settlement provides, among other things, thatpraped by the Denver District Court and upon disalisvith prejudice of the Delaware
Derivative Litigation and the Federal Derivativeigiation, $25 million from the insurance settlemesith certain of QCII's insurance carriers
will be designated for the exclusive use of QClpay losses and QCII will implement a number ofpooate governance changes. The
Stipulation of Settlement also provides that thee District Court may enter awards
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of attorneys' fees and costs to derivative pldsitfounsel from the $25 million in amounts noet@eed $7.5 million and $125,000,
respectively. On February 17, 2004, the DenverrBtsCourt entered a Preliminary Approval Order acteduled a hearing to take place on
June 15, 2004, to consider final approval of treppsed settlement and derivative plaintiffs' colgisequest for an award of fees and costs.
Pursuant to the Preliminary Approval Order, QClliled, on February 27, 2004, notice of the propasstlement and hearing to stockholders
of its Common stock as of February 17, 2004.

On or about February 23, 2004, plaintiffie Federal Derivative Litigation filed a motiamthe United States District Court for the
District of Colorado to enjoin further proceedirrgfating to the proposed settlement of the Colofadavative Litigation, or alternatively, to
enjoin the enforcement of a provision in the Prademy Approval Order of the Denver District Courhieh plaintiff claims would prevent the
Federal Derivative Litigation from being prosecufethding a final determination of whether the setgnt of the Colorado Derivative
Litigation shall be approved. On March 8, 2004, itidividual defendants in the Federal Derivativédation filed a motion to stay all
proceedings in that action pending a determinaifdhe Denver District Court whether to approve pneposed settlement of the derivative
claims asserted in the Colorado Derivative Litigatiwhich would resolve the derivative claims asskm the Federal Derivative Litigation.

Other Matters



In January 2001, an amended purported eletizn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@Ht h duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2BG&0ntiffs further claim that the defendants maip¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D2000. In September 2002, QCII filed a motionfummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On Jlly 2003, the court denied both summary
judgment motions. Plaintiffs’ claims for breacHidficiary duty and breach of contract remain pegdifhe case is now in the cle
certification stage, which QCII is challenging.

Several purported class actions relatindpéainstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCIl on behalf of landowners in Alabama, Californolorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT@&lass certification was denied in the Louisigreceeding and, subsequently,
summary judgment was granted in QCII's favor. A h@wisiana class action complaint has recently bigeth. Class certification was also
denied in the California proceeding, although giffsyhave filed a motion for reconsideration. Gaertification was granted in the lllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintierige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightristall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@gsllI's right to install fiber optic cable in anight-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on th&intiffs' property. The Indiana action purpaxsbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinarg@on, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively Iliheis action purports to be on behalf of lande@ws adjacent to railroad rights-of-way over
which QCII's network passes in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio and Whsto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a nafide class. The complaints seek damages on theafrtesspass and unjust enrichment, as
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well as punitive damages. Together with some obther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters (except those indiana) in the United States District Court fog thorthern District of Illinois. On July 25,
2003, the court granted preliminary approval ofgaglement and entered an order enjoining comgpetass action claims, except those in
Louisiana. The settlement and the court's injumcéire opposed by some, but not all, of the plds\iiounsel and are on appeal before the
Seventh Circuit Court of Appeals. At this time, @€annot determine whether such settlement willlienately approved or the final cost of
the settlement if it is approved.

On October 4, 2002, a putative class aatias filed in the federal District Court for theuBloern District of New York against Willem
Ackermans, the former Executive Vice President@hikf Financial Officer of KPNQwest, in which QGllas a major shareholder. The
complaint alleges, on behalf of certain purchas&€PNQwest securities, that Ackermans engagedfiawulent scheme and deceptive
course of business in order to inflate KPNQwesenexe and securities. Ackermans was the only defémdaned in the original complaint.
On January 9, 2004, plaintiffs filed an amended glaint adding as defendants QCII, certain of QGdisner executives who were also on
the supervisory board of KPNQwest, and others.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not Applicable.
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Not Applicable.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated finahciata should be read in conjunction with, andoaiaified by reference to, the consolidated
financial statements and notes thereto in Item tBisfreport and "Management's Discussion and Asisliyf Financial Condition and Results
of Operations” in Item 7 of this report. The sedectonsolidated financial data for the years emgstember 31, 2003, 2002 and 2001



derived from, and are qualified by reference to,audited consolidated financial statements inauddtem 8 of this report. The results
presented below as of and for the year ended Dese8ih 1999 were previously audited by independaditors who have ceased operatit

Year Ended December 31,

2003 2002 2001 2000 1999

(Dollars in millions)

Operating revenu $ 11,267 $ 1191¢ $ 12537 $ 12,08 $  11,46¢
Operating expense 9,217 9,952 9,75¢ 9,872 8,50¢
Operating incom: 2,04 1,96¢ 2,782 2,21z 2,96(
Income before income taxes and cumulative effect of

change in accounting princig 1,347 1,29¢ 2,24t 1,64¢€ 2,52(
Net income(1 $ 1,05C $ 80t $ 1,407 $ 90z $ 1,56z
Balance sheet dat

Total asset $ 21,75. $ 22528 $ 2438 $ 2256: $  19,97¢
Total debt(2] 9,87: 9,15¢ 9,58¢ 8,73¢ 7,092
Debt to total capital ratio(: 76% 67% 68% 66% 60%
Other data

Cash provided by operating activiti $ 461z $ 425 $ 3,66 $ 4,01¢ $ 4,24C
Cash used for investing activiti (1,695 (1,819 (4,449 (4,560 (3,802)
Cash (used for) provided by financing activit (2,229 (2,359 824 592 (44%)
Capital expenditure 1,66: 1,82 4,50¢ 4,60( 3,75¢

(1)  Amounts that follow in this footnote are on an efix basis.

2003. 2003 net income includes a charge of $140 millmmimpairment of assets (primarily cell sites, shés, related tools and
equipment inventory and certain information teclogglsystems supporting the wireless network), ageghaf $35 million for
restructuring activities and a $219 million credit cumulative effect of a change in accountinghgiple.

2002. 2002 net income includes a charge of $505 millmmalsset impairments and a net charge of $12 miftbo Merger-related,
restructuring and other (credits).

2001. 2001 net income includes charges aggregating $2idmfor restructuring and Merger-related, restiuring and other
charges, a charge of $136 million for a depream#idjustment on access lines returned to servickaaye of $30 million for asset
impairments, and a gain of $31 million on the sHleural exchanges.

2000. 2000 net income includes a charge of $498 millmnMerger-related costs and a charge of $205 mifiar asset
impairments.

(2)  Amounts include borrowings from third parties anahi affiliates and exclude future purchase commitisieoperating leases, letters
of credit and guarantees. At December 31, 2003atheunt of those future purchase commitments, tipgrieases and letters of
credit was approximately $1.565 billion.

(3)  The debt to total capital ratio is a measure ofaim®unt of debt in our capitalization. The ratiedculated by dividing debt by total

capital. Debt includes current borrowings and loagn borrowings as reflected in our consolidateldize sheets in Item 8 of this
report. Total capital is the sum of debt and tetatkholder's equity.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements set forth below underdaption constitute "forward-looking statememsthin the meaning of the Private Securities
Litigation Reform Act of 1995. See "Special Notegaeding Forward-Looking Statements" at the endhisf item 7 for additional factors
relating to such statements as well as for a d&onof certain risk factors applicable to our Inesis, financial condition and results of
operations.

Business Overview and Presentati



We provide local telecommunications andtesl services, IntraLATA long-distance services wirdless, data and video services within
our local service area, which consists of the Bestegion of Arizona, Colorado, Idaho, lowa, Miso&, Montana, Nebraska, New Mexico,
North Dakota, Oregon, South Dakota, Utah, Washimgtod Wyoming

The results for the years 2003, 2002 arid 20e presented below. The analysis is organizadnay that provides the information
required, while highlighting the information thaewelieve will be instructive for understanding thkevant trends going forward. In addition
to the discussion of the historical informationttreviews the current reporting presentation of@ansolidated financial statements, an
overview of the operational results is providedobel

Our operations are integrated into andparé of the segments of the QCII consolidated grdine chief operating decision maker, or
CODM, for us is the same as that for the consadidigroup. The CODM makes resource allocation detisand assessments of financial
performance for the consolidated group based oeliwé, wireless and other segmentation. For mdoerimation about QCII's reporting
segments, see QCII's annual report on Form 10-khfyear ended December 31, 2003. Our businesstmgdrs to the segments reported by
QCII, but the QCII CODM reviews our financial infoation only in connection with this filing. See thuer discussion in Note 13—
Contributions to QCII Segments to our consoliddieancial statements in Item 8 of this report.

Restatement of 2001 and 2000 Consolidated Finan8tdtement:

Our annual report on Form 10-K for the yeatled December 31, 2002, or the 2002 Form 10-K fikad in January 2004 and contains
our restated consolidated financial statementthiyears ended December 31, 2001 and 2000. Qédlits annual report for 2002, or the
QCII 2002 10-K, in October 2003. In these filingse and QCII also attempted to address comments/egt&om the SEC on QCII's
previous filings. To date, we have not received e@nts from the SEC regarding our restatement, 002 Zorm 10-K, QCII's 2002 Form 10-
K or the adequacy of our responses to its previousments.

Business Trend:

Our results continue to be impacted by mlmer of factors influencing the telecommunicatiordustry and our local service area. First,
technology substitution and competition are expbttecontinue to cause access line losses. We explestry-wide competitive factors to
continue to impact our results and we have develomsv strategies for offering complementary servggch as satellite television and
wireless. Second, our results continue to be ingohloy regulatory responses to the competitive leaqoks for both our local and long-distance
services. Third, the weak economy in our local iserarea has impacted demand from both our consantebusiness customers. We believe
demand for our products and services will contittuke affected because of a slow recovery in oallservice area.
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Revenue Trends

Historically, at least 85% of our revenwenes from our wireline services, including voicevgges and data and Internet services. In
general, we have experienced a decline in loca@lerodlated revenue as a result of a decrease @ssadines and our competitors' accelerated
use of UNE-P, to deliver voice services. Accessdiare expected to continue decreasing primardgumse of technology substitution,
including wireless and cable substitution for wireltelephony, and cable modem substitution foraialnternet access lines. UNE-P rules
which require us to sell access to our wirelinevoek to our competitors, at wholesale rates, wolhiinue to impact our results. The use of
UNE-P is expected to cause incremental lossedaif excess lines and apply downward pressure onexenue. Increasingly, however, we
expect wireless and DSL revenue within our locaise region to offset some of these revenue desliBroadband services have been
expanded to allow more of our customers to corfvent dial-up Internet connections to our DSL sesgicWe have also bundled QCII's long-
distance offering with complementary local sernatferings.

We have also begun to experience and expeetased competitive pressure from telecommuinicgafproviders either emerging from
bankruptcy protection or reorganizing their capstalicture to more effectively compete againstissa result of these increased competitive
pressures, we have been and may continue to bedftearespond with less profitable product offesiamd pricing plans that allow us to
retain and attract customers.

Our wireless revenue has declined as dtresieduced marketing efforts, intense industynpetition and the impact of the economic
slowdown. Starting in late 2003, we have expandeconsumer and small business product offerindmitalle wireless with our local voice
services, broadband and long-distance servicesffBying our customers a complete telecommunicat&slution, we may experience a
decrease in the rate of our wireline access linsds. We have redesigned our local services pattiggevide customers with choice and
simplification. Wireless offerings are being expaddhrough a new arrangement with Sprint. Thisrareanent will enable utilization of
Sprint's nationwide digital wireless network toesfbur customers new voice and data capabilities.

Expense Trends

Our expenses continue to be impacted Htirghidemand due to increased competition and tipamsion of our product offering



Expenses associated with our new product offertieigd to be more variable in nature. While exisfingducts tend to rely upon our
embedded cost structure, the mix of products weexp sell, combined with regulatory and markétipg stresses may pressure operating
margins.

In order to improve operational efficierssiand in response to the decline in revenue, we imaplemented restructuring plans in which
we reduced the number of employees and consolidatédubleased idle real estate properties. Wedlaseaeduced capital expenditures and
expect to continue at this reduced level for thhegeeable future. We will continue to evaluatesiaffing levels and cost structure and adjust
these areas as deemed necessary.

Results of Operation
Overview

We generate revenue from the provisionadte services, data and Internet services, wiralessces, other services and services to our
affiliates. Certain prior year revenue amounts Haaten reclassified to conform to the current yeasgntation. Depending on the product or
service
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purchased, a customer may pay an up-front fee,rahtyofee, a usage charge or a combination of thEse following is a description of the
sources of our revenue:

. Voice services.Voice services revenue includes local voice sewiintraLATA long-distance voice services anceasc
services. Local voice services revenue includesme# from basic local exchange services, switch@mgices, custom calling
features, enhanced voice services, operator senpoblic telephone services, collocation serviares CPE. Local voice
services revenue also includes revenue from thégiom of, on a wholesale basis, network transgalling services and
access to our local network. IntraLATA long-distanmice services revenue includes revenue fromall'kT A long-distance
services within our local service area. Accessiseswevenue includes fees charged to other losiguitie providers to connect
to our network.

. Data and Internet servicesData and Internet services revenue includessdataces (such as traditional private lines,
wholesale private lines, frame relay, ISDN, ATM aethted CPE) and Internet services (such as D8érret dial access and
related CPE).

. Wireless services.Our wireless services are provided through owllytowned subsidiary, Qwest Wireless. We offerelgss
services to residential and business customersiding them the ability to use the same telephamalver for their wireless
phone as for their home or business phone. In AAG3, Qwest Wireless entered into a serviceseageat with a subsidiary
of Sprint that allows us to resell Sprint wirelessvices, including access to Sprint's nationwi@& Rvireless network, to
consumer and business customers, primarily withinacal service area. We began offering thesenSpdrvices under our
brand name in March 2004. We intend to transfereraimp of Qwest Wireless in the near future, afteich we will no longer
have significant wireless operations.

. Other services. Other services revenue is predominately deriveunh fthe sublease of some of our unused real extatds,
such as space in our office buildings, warehousdsogher properties.

. Affiliate services. Affiliate revenue is derived from telecommunicais services provided to our affiliated entitiese W
generally provide the same products and servicesttaffiliated entities as we do in the marketplathese services include
both retail and wholesale products and services.
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The following table summarizes our resaoftsperations:
Year ended December 31, Increase/Decrease Percentage Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Operating revenu $ 1126 $ 1191¢ $ 12537 $ (655 $ (62]) (5)% (5)%



Operating expense

Cost of sales (exclusive of depreciation and
amortization detailed belov

Selling, general and administrati
Depreciatior

Intangible assets amortizati

Asset impairment chargs

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

Operating incom:

Other expense

Interest expen—net

Gain on sale of rural exchanges and other
fixed asset:

Other incom—net

Total other expen—net

Income before income taxes and cumulative
effect of change in accounting princij
Income tax expens

Income before cumulative effect of change in
accounting principlt

Cumulative effect of change in accounting
principle, net of ta;

Net income $

2,87 2,69¢ 3,06t 17€ (369) 7% (12)%
3,252 3,451 3,21¢ (199 23t (6)% 7%
2,45:% 2,65¢ 2,902 (202) (247) (8)% (9)%
358 302 191 51 111 17% 58%
23C 82¢ 49 (599) 78C (72%  nm
57 49 21z 8 (1639) 16% (7%
— (30 12C 30 (150) nm nm
2,044 1,964 2,782 80 (81¢) 4% (29%
72€ 69¢ 61z 27 86 4% 14%
— — (52) — 51 nm nm
(29 (29 (29 — 4 — (16)%
697 67C 537 27 13: 4% 25%
1,347 1,29¢ 2,24t 53 (957) 4% (42)%
(51€) (489 (83¢) 27) 34¢ (6)% 42%
831 80t 1,407 26 (602) 3% (43)%
21¢ — — 21¢ — nm —
1,05C $ 80t $ 1,407 $ 24t $ (602 30% (43)%

nm—not meaningful

Operating Revenue

The following table compares operating rexefor 2003, 2002 and 2001:

Year ended December 31, Increase/Decrease Percentage Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)
Voice service: $ 7,882 % 8,60 $ 9,29« $ (71¢) $ (692 (8)% (7%
Data and Internet servic 2,12¢ 2,18¢ 2,16¢ (64) 21 (3)% 1%
Wireless service 594 694 68¢ (200) 6 (14)% 1%

Other service 19 20 19 (D] 1 5% 5%
Affiliate services 63¢ 411 36€ 22¢ 43 55% 12%

$ 11,260 $ 11,91¢ $ 12537 $ (655 $ (621) 5% (5%

Total operating revenue

28

For a description of the products and sewincluded in each revenue line item, see "Ogarvabove.
Voice Services
Voice services revenue decreased $718omjlor 8%, in 2003 and decreased $692 million %y in 2002.

The voice services revenue decrease inyess was primarily the result of access linedespricing declines and a reduction in act



services revenue. Additional reasons include fedtwsses and lower long-distance volumes. We heperienced competition from
technology substitution and CLECs and other telenamications providers reselling our services bynasiNE-Ps.

Local voice services revenue and othereveirvices revenue declined $589 million for 2008 $390 million in 2002. The declines
were primarily associated with the losses of aclires, as we have experienced competition frorh bethnology substitution and other
telecommunications providers reselling our servimesising UNE-Ps. Access lines declined by appretéty 797,000, or 5%, in 2003 and by
781,000, or 4%, in 2002. During 2003, UNE-P lingkjch are sold at lower wholesale rates, increégesi43,000, or 52%, partially offset by
the consumer and business retail access line ésahhl,340,000 (which included 145,000 lines thet to the impact of the MCI
bankruptcy), or 8%. In 2002, we experienced conswamd business retail access line declines of 901 6 5%, while UNE-Ps increased by
120,000, or 13%. Local voice revenue also decremmskdth years due to reductions in demand forisesvsuch as collocation, public
telephone services and directory assistance.

In addition to the revenue decreases destiabove, long-distance voice services revenuamddcd52 million in 2003 and $95 million
in 2002. These decreases were primarily due tardescin IntraLATA long-distance services driventhg soft telecommunications market
and competitive pricing. Throughout 2003 and 2002 evaluated specific long-distance products. Bapeah this evaluation, we de-
emphasized and stopped promoting certain prodincisiding IntraLATA long-distance.

We also experienced a revenue decline 8frfiilion in access services revenue for 2003 &@F3$nillion in 2002. This was primarily
due to the access line losses described aboveraimppdeclines. Pricing declines were driven atstregulatory actions and the CALLS
order. The CALLS order capped prices for certaiwises, including reductions in usage rates foeascservices. Additionally, in 2003 we
recorded a reserve of $34 million against reveouafiticipated customer credits resulting from tatgury rulings that redefined tariffs on
local calls.

Data and Internet Service

Data and Internet services revenue hadadl secrease of $64 million, or 3%, in 2003 and aered relatively flat during 2002. The 2C
decline is primarily due to the loss of revenuenrfrine bankruptcies of large customers, primaril2@2, such as Touch America, Inc., MCI
and Genuity. Pursuant to the amendment of our aggaewith Microsoft in July 2003, we became resjigagor providing broadband
services to end-user customers, while we previopislyided related services to Microsoft on a whaledasis. As a result, we are
recognizing revenue at higher retail rates rathan the lower wholesale rates we charged Micro¥éét.have also increased our DSL
subscriber base by 25%.

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

Wireless services revenue decreased $1i0mor 14%, in 2003 and remained relatively fla2002. The decrease in wireless revenue
in 2003 was due to our strategic decision to dekerae marketing of wireless services on a staodeabasis coupled with tightened credit
policies and intense industry competition. Althoulyé wireless industry grew in total in 2002, oureless revenue was relatively flat in 2C
due in part to our limited ability to offer a contipee wireless product. Our wireless offerings,igthwere expanded to allow the bundling of
wireless and local voice services, will be furtekehanced in 2004 through our aforementioned arraagewith Sprint.

Affiliate Services

Affiliate services revenue consists of telmmunications services provided to affiliated gutises. Affiliate services revenue increased
$228 million, or 55%, in 2003 and increased $43iom| or 12%, in 2002. In 2003, the increases filiafe services revenue were primarily
caused by a migration of telecommunications sesvigam third-party providers onto our network anyd@ClI's entrance into InterLATA
long-distance business with FCC's authorizatioitsofection 271 filings. A new affiliate, Qwest LgpDistance Corporation, or QLDC, was
established to provide long-distance services-@@ion customers. These services and related wevienreases were related primarily to
increases in private line services, and increasesarketing, sales and billing and collection segsiprovided to QLDC.

In 2002, the increases in affiliate sergioevenue were caused by a migration of telecomrations traffic from third-party providers
onto our network.

Operating Expenses



The following table shows a breakdown oém@ing expenses:

Year ended December 31, Increase/Decrease Percentage Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Operating expense

Cost of sales $ 2872 $ 269 $ 3068 $ 17€ $ (369 7% (12)%
Selling, general and administrative 3,252 3,451 3,21¢ (299 23t (6)% 7%
Depreciation 2,45¢ 2,65k 2,90z (202) (247) (8)% (9)%
Intangible assets amortization 353 30z 191 51 111 17% 58%
Asset impairment charges 23C 82¢ 49 (599) 78C (72)% nm

Restructuring and other charges—net 57 49 212 8 (163) 16% 7N%
Merger-related (credits) charges—net — (30 12C 30 (150) nm (125)%
Total operating expenses $9,217 $ 995 $ 9,75 $ (735 $ 197 (7% 2%

nm—not meaningful
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Cost of Sales
The following table details cost of salgsniajor component:
Year ended December 31, Increase/Decrease Percentage Chang
2002\
2003 v 2002 v 2003 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)

Employee and servi-related cost $ 1,70¢ $ 1611 $ 169 $ 98 $ (87 6% (5)%
Network costs 327 331 49€ 4) (16%) D% (3%
Non-employee related cos 394 374 534 20 (160) 5% (30)%
Affiliate costs 442 38C 337 62 43 16% 13%
Total cost of sales $287: $ 269 $ 306 $ 17€ $ (369 7% (12%

Cost of sales includes salaries and wdpssefits, network costs, materials and suppliestraoted engineering services and computer
systems support. Network costs include third-pexiyenses to repair and maintain the network anplispo provide services to customers.

Cost of sales, as a percentage of revemase 26% for 2003, 23% for 2002 and 24% for 2001allcost of sales increased $176 million,
or 7%, in 2003 and decreased $369 million, or 1292002. The increases in cost of sales as a pagewnf revenue in 2003 were caused in
part by the deterioration in product margins asifeccess line losses are partially offset by lomargin UNE-Ps sold to our competitors at
regulated rates. Also during 2003, our expensegased due to higher employee and service-relatgd,dnvestment in DSL line
conditioning expense, higher retiree healthcaréscarsd regulatory fees. During 2002, our expensebrabd primarily due to lower staffing
requirements and lower sales volumes. More disonssithese changes is provided below.

Employee and service-related costs, sudalasies and wages, benefits, commissions ardiplairty customer service costs increased
$98 million, or 6%, in 2003 and decreased $87 aillior 5%, in 2002. While we have realized savithgs to reduction in salaries and wages
and professional fees resulting from our restructuefforts, we continue to experience offsettingreases in costs related to our pension and
post-retirement benefit plans, as described mdhg helow. The net pension expense allocated to absales was $127 million in 2003 and
the net pension credit allocated to cost of sales $84 million and $190 million, for 2002 and 20fEspectively. Additionally, in 2003 we
experienced increased incentive compensation amdased information technology costs as resourees partially shifted to syste



maintenance activities from development activitigich are generally capitalized. Partially offgetthe increases were lower staffing costs
and other employee costs resulting from prior testiring efficiencies, the reductions describedvaband lower professional fees due to
decreased use of third-party vendors. The deciea@02 was related to lower headcount requiremasgsciated with prior restructuring
efficiencies and moving work previously performeadthird-party contractors to employees, partiaffiset by a lower pension credit and
higher healthcare costs in 2002. Also in 2002, igeiicantly reduced our employee incentive comggios.

Our network costs, which include third-gagkpenses to repair and maintain our network apglges to provide services to customers,
were essentially unchanged in 2003 and decreagfsir$illion, or 33%, in 2002. In 2003, we experiethceduced contracted engineering
costs and lower costs associated with fewer wisdhesdset sales. Additionally, the July 2003 amenrdrof our agreement with Microsoft
required that we become responsible for all cos¢s@ated with providing broadband services to eset-customers. As a result, the revenue
and costs associated with this expanded serviegindf increased. During 2002, we reduced our reiaom third-party contractors to provide
network maintenance services by shifting this wiorkur employees. We also experienced lower castsciated with wireless handset sales
as a result of lower unit prices and decreasesan t
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number of new wireless subscribers. We have estililie cost to transition all of our wireless cases to Sprint's network is estimated to
be $55 million, of which $10 million had been inmagt as of December 31, 2003. Some of these costbeneapitalized.

Non-employee related costs, such as réafleesosts and reciprocal compensation paymeres {ée terminating our customers' local
calls onto other networks), increased $20 milli@n5%, in 2003 and decreased $160 million, or 3@P2002. The increase in 2003 is
primarily due to increases in regulatory fees. Rexial compensation costs, declined in 2003 an@ 20@ to the decline in local voice
services, and also as a result of regulatory actitwich limited the amount of charges. The decré&a@002 is also attributable to lower
postage and shipping costs associated with impromesthgement expense controls and lower cost of alelata and Internet CPE
associated with lower CPE sales.

Affiliate costs, such as services for cogbe administration, information technology, adigéng and technical support increased
$62 million, or 16%, in 2003 and increased $43iomll or 13%, in 2002. The increases in 2003 weretdthigher costs for technical support
and sales and affiliate employee and related ckaltgs are allocated to us. We replaced old equipmih new equipment and entered into
maintenance contracts with an affiliate in the rextbgy area. The affiliate increased its technézgdport personnel by 85 and accordingly,
software support and other technical assistands tust are allocated to us increased. The incri@a2@02 is primarily due to increases of
purchased technical support resources and buyimgdistance services from an affiliate rather thahird party.

Selling, General and Administrative (SG&A) Expen

The following table shows a breakdown oGy major component:

Year ended December 31, Increase/Decrease Percentage Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2001 2001

(Dollars in millions)

Employee and servi-related cost $ 84C $ 884 $ 117¢ $ (44 $ (299 5% (25%
Bad debi 17k 331 27¢ (15€) 53 (47% 19%
Property and other tax 412 42¢ 38¢€ (16) 42 (4% 11%
Non-employer-related cost 43t 51¢ 35€ (83 162 (16)% 46%
Affiliate costs 1,39(C 1,29( 1,01¢ 10C 27z 8% 27%

Total SG&A $ 3252 $ 3451 $ 321¢ $ (199 $ 23t (6)% 7%

SG&A expenses include salaries and waggsatte not directly attributable to products ovsmrs, employee benefits, sales
commissions, bad debt charges, taxes other thamimtaxes, rent for administrative space, advagjgirofessional service fees and
computer systems support.

SG&A, as a percent of revenue, was 29926063, 29% for 2002 and 26% for 2001. The variamkigng the percentage changes are
described below. Total SG&A decreased $199 millmm6%, in 2003 and increased $235 million, or #2002. The 2003 decrease
primarily results from decreases in professionasfdad debt expense and other factors describadrie detail below.

Employee and serv-related costs, such as salaries and wages, besafit's commissions, overtime and professional(fesh as



telemarketing and customer service costs) decregbednillion, or 5%, in 2003 and decreased $294ianil or 25%, in 2002. The decrease in
2003 was due to reduced salaries and wages ragfritim staffing reductions implemented in 2003 2062, reduced professional fees to
third-party vendors as we re-incorporated certa@vipusly outsourced customer service functionsunoperations and reduced sales
commissions due to lower revenue and
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a revision to our sales compensation plan. Thesereductions were partially offset by increasemaentive compensation and our pension
and post-retirement benefit plan expenses. Thpeargtion expense allocated to SG&A was $62 millibB003, and the net pension credit
allocated to SG&A was $19 million and $77 millicor 2002 and 2001, respectively. The decrease i@ 2% due to reduced salaries and
wages resulting from staffing reductions implemdrite2002 and 2001, reduced professional feescextlincentive compensation and
reduced sales commissions. Partially offsettingalsecreases were expenses associated with thbéshsétg reserves for outstanding
litigation and increases in our pension and paster@ent benefit plan expenses.

Bad debt expense decreased $156 millioA7%%, in 2003 and increased $53 million, or 19%2002. Bad debt expense decreased as a
percentage of revenue to 1.6% in 2003 from 2.820B2. The decrease in our 2003 expense as comiwa26@2 was primarily caused by
large provisions associated with uncollectible resdgles from MCI, Touch America and others thatreeorded in 2002 and improved
collection practices and tighter credit policieB03. The 2002 increase was due primarily to hastkies of wholesale customers and weak
economic conditions offset by improved collectigmactices and tighter credit policies.

Property and other taxes, such as taxesvored or leased assets and real estate, and ttiansaidems such as certain sales, use and
excise taxes, decreased $16 million, or 4%, in 20@8increased $42 million, or 11%, in 2002. Therdase in 2003 resulted from reduced
property and other taxes, which resulted from loagset valuations related to our impairments. fiheease in 2002 is attributable to capital
expansion for the traditional telephone network thek place during 2001 and 2000.

Non-employee related costs, such as maiketnd advertising, rent for administrative spaue software expenses, decreased
$83 million, or 16%, in 2003 and increased $162iom| or 46%, in 2002. The decrease in 2003 wagedrby lower marketing and
advertising spending which decreased due to ineckagmnagement of these costs by an affiliate, ateteease from prior year reserves for
outstanding litigation. In 2002, non-employee exgeeimcreases were driven by a shift in informateahnology resources to maintenance
activities from development activities that werigible for capitalization, and establishing resarf@ outstanding litigation.

Affiliate expenses, such as services fopomte administration, information technology, edising and technical support, increased
$100 million, or 8%, in 2003 and $272 million, of%8, in 2002. The 2003 increases were due to higtherinistrative costs described in more
detail as follows: increases in the allocationsgmf marketing, advertising and public relatiogsulting from ouSpirit of Service™
campaign; allocated legal expenses grew as thédegartment in one of our affiliates had a netéase in personnel; and billing and
allocation rates from the affiliate entities wenereased. Partially offsetting the increases irB208re decreases in software support costs an
decreases in self-insurance due to lower premiud<kims. The 2002 increase was primarily duentinerease in marketing, advertising,
and administrative costs from affiliates. Previgusl portion of these services were provided byssoployees; however, as noted above and
explained more fully below, these employees weaesferred to an affiliate and the costs are chabge# to us.

Prior to a company realignment that ocaliireMarch 2001, our employees performed servicasdre now performed by QSC
employees. Employees that were transferred to Q8@ded services such as technical support, martsesiales, product management and
risk management. In addition, the level of serf®C employees were providing to us for our corgofimance, accounting, human
resources, executive management and public paticsices increased. As a result, during 2002 otliaéfs increased the proportionate share
of administrative costs billed to us.

In addition to the increases due to reatignt, allocation of marketing costs from QSC taneseased in 2002 due to a proportionate
increase in revenue from the sale of our prodwtgive to the revenue generated from the saleioéfiiliates’ products.
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Pension and Post-Retirement Benefits

Our results include an allocation by QGlpension credits and post-retirement benefit egpenwhich we refer to on a combined basis
as a net pension expense or credit. We recordetlgension expense of $189 million in 2003, a reispn credit of $53 million in 2002 and
a net pension credit of $267 million in 2001. Tk pension expense or credit is a function of theunt of pension and post-retirement
benefits earned, interest on projected benefigakibns, amortization of costs and credits fronomplienefit changes and the expected return
on the assets held in the various plans. The netipe expense or credit is allocated primarily dstof sales and the remaining balance to
SG&A.



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

We expect that our 2004 net pension expefilsbe higher than 2003 due to a reduction inglkpected rate of return on plan assets, the
effect of amortizing losses incurred in the voaghuity market of 2000 through 2002, a lower distoate and rising healthcare rates.

In December 2003, the Medicare Prescripbang, Improvement and Modernization Act of 2008the Medicare Act, became law in
United States. The Medicare Act introduces a pigen drug benefit under Medicare as well as a&fatlsubsidy to sponsors of retiree he
care benefit plans that provide a benefit that Isa@st actuarially equivalent to the Medicare lfién@ accordance with Financial Accounting
Standards Board, or FASB, Staff Position No. 108Atcounting and Disclosure Requirements RelatettiéoMedicare Prescription Drug,
Improvement and Modernization Act of 2003", we &elcto defer recognition of the effects of the Medée Act in any measures of the ber
obligation or cost. Specific authoritative guidamecethe accounting for the federal subsidy is paeg@ind that guidance, when issued, could
require us to change previously reported infornmat@urrently, we do not believe we will need to acheur plan to benefit from the
Medicare Act.

For additional information on our pensiordgost-retirement plans see Note 9—Employee Bantefiour consolidated financial
statements in Item 8 of this report. Also, for scdission of the accounting treatment and assungptegarding pension and post-retirement
benefits, see the discussion of Critical Accountradicies below.

Depreciation

Depreciation expense decreased $202 mikinB8%, in 2003 and decreased $247 million, or B22002. The decrease in 2003 was the
result of the asset impairment charges we recaadexf June 30, 2002 and September 30, 2003 amdghking decreases in the depreciable
basis of our fixed assets, certain assets becofillyglepreciated in 2002 and the completion otaercapitalized lease agreements in 2002.
The decrease in 2002 was primarily the result ghér depreciation in 2001 due to a one-time "cafechadjustment of $222 million related
the termination of plans to sell access lines. By@A002, we also recorded an impairment chargéisasssed below. The impact of the
June 30, 2002 impairment reduced our annual degireciexpense by approximately $125 million, begigrduly 1, 2002. The impact of the
September 30, 2003 impairment further reduced pnual depreciation expense by approximately $30anjlbeginning October 1, 2003.

Intangible Assets Amortization

Amortization expense increased $51 milli@n17%, in 2003 and increased $111 million, or 58%2002. The increase in both 2003 and
2002 is attributable to increases in capitalizeftivare costs
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due in part to improvements in our customer supipdotmation technology systems as well as othedpct development and DSL
deployment.

Asset Impairment Charges

During 2003, 2002 and 2001, we recordedtasgpairment charges of $230 million, $829 milliand $49 million, respectively, detailed
as follows:

Year ended December 31,

2003 2002 2001

(Dollars in millions)

Property, plant and equipment and internal useveoé projectt $ 23C $ 828  §$ —
Capitalized softwar — 4 49

Total asset impairment charg $ 23 $ 82 ¢ 49

Pursuant to the agreement with Sprintallatvs us to resell Sprint wireless services, oirel@ss customers who are currently being
serviced through our proprietary wireless netwoilk e transitioned onto Sprint's network. Duetie eainticipated decrease in usage of our
own wireless network following the transition oframustomers onto Sprint's network, in the thirdrtgraof 2003 we performed an evaluation
of the recoverability of the carrying value of dong-lived wireless network asse



In accordance with Statement of Financie¢@unting Standard, or SFAS No. 144 "Accountinglfopairment or Disposal of Long-lived
Assets", we compared gross undiscounted cash ftojggiions to the carrying value of the wirelessnogk assets and determined that the
carrying value of those assets was not expectbd tecovered through future projected cash flows.thén estimated the fair value using
recent selling prices for comparable assets aretrd@tied that our cell sites, switches, relatedsamld equipment inventory and certain
information technology systems that support theless network were determined to be impaired bggamegate amount of $230 million.

The fair value of the impaired assets bezbthe new basis for accounting purposes. Appragim&25 million in accumulated
depreciation was eliminated in connection withdlseounting for the impairments. The impact of thpairments is expected to reduce our
annual depreciation and amortization expense byoappately $40 million, beginning October 1, 2003.

Effective June 30, 2002, a general detation of the telecommunications market, downwakdsiens to our expected future results of
operations and other factors indicated that ouestments in long-lived assets may have been ingairthat date. We performed an
evaluation of the recoverability of the carryinduaof our long-lived assets using gross undisaaicash flow projections. For impairment
analysis purposes, we grouped our property, plateguipment, capitalized software and customes éiad then projected cash flows by our
traditional telephone network and our wireless mekwBased on the gross undiscounted cash floveptions, we determined that the value
of our traditional telephone network was not impdirHowever, we determined that the value of oueless network, which provides PCS in
select markets in our local service area, was iregaat June 30, 2002. For the wireless networkthee estimated the fair value based on
replacement cost. Based on our analysis, the astihfiair value of the wireless assets was lessdbararrying amounts and we recorded an
impairment charge of $825 million as of June 3@M2®Replacement cost was determined by using duccest adjusted for physical
deterioration, functional obsolescence and econofsolescence.
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Approximately $410 million in accumulateepteciation was eliminated in connection with thecanting for the impairments. The
impact of the impairments reduced our annual dégtiea and amortization expense by approximate5shillion, beginning July 1, 2002.

We also recorded asset impairment charfy4 million and $49 million in 2002 and 2001, resfively, related to internal software
projects that we terminated.

Restructuring and Merger-related Charges

During the year ended December 31, 200Badsof an ongoing effort of evaluating costs péations, QCII reviewed our employee
levels in certain areas of our business. As atiesal established a reserve and recorded a chama 2003 consolidated statement of
operations for $71 million to cover the relatedtsas this plan. The 2003 activities include chargé$65 million for severance benefits and
other charges pursuant to established severanimegolAs part of this plan, QCII identified appnarately 1,600 employees from various
functional areas to be terminated. Through DecerBbeP003, approximately 1,100 of the planned rédns had been completed. The
remaining 500 reductions will occur over the nexary Severance payments generally extend for tvi@ tmonths. In addition, we establist
a reserve of $6 million for real estate obligatiomkich primarily include estimated future net pants on abandoned operating leases. As a
result of these restructuring activities, we expeatalize annual cost savings of approximatelySillion. Also during 2003, we reversed
$14 million of the 2001 and 2002 restructuring pleserves as those plans were complete, and thal acimulative costs associated with
those plans were less than had been anticipated.

In response to shortfalls in employee réidas as part of the 2001 restructuring plan (asudised below), during 2002 QCII identified
employee reductions in several functional areasa Aessult, we established a reserve and recordedrt®d002 consolidated statement of
operations $109 million for these restructuring\aties. This reserve was comprised of $79 millfonseverance costs and $30 million for
real estate exit costs. The 2002 restructuring pleluded the anticipated termination of 2,400 esypks. During 2002 we recorded an
additional charge of $75 million relative to theD20restructuring plan, which was associated wighér than originally anticipated real estate
exit costs. In addition, during 2002 we reverse83btillion of severance and real estate exit relaiecruals relative to the 2001 restructuring
plan, as actual terminations and real estate egisovere lower than had been planned. The 20@irelersal was comprised of $113 million
of severance and $22 million of real estate exstecAlso, during the year ended December 31, 2802Jation to the Merger, we reversed
$30 million of reserves that were originally receddn 2000. The reversals resulted from favorableetbpments relative to matters
underlying the related contractual settlements.

During the fourth quarter of 2001, a plaasvapproved by QCII to reduce our employee levadscansolidate or abandon certain real
estate locations and projects. As a result, webbsiteed a reserve and recorded a charge to our @iisolidated statement of operations of
$212 million for these restructuring activities.iheserve was comprised of $188 million for semeeacosts and $24 million for real estate
exit costs. The 2001 restructuring plan includedlahticipated termination of 4,800 employees. latian to the Merger as earlier described,
during 2001,we charged to our consolidated statéwfevperations $114 million for additional conthaal settlements, legal contingencies
other related costs, and $6 million for additioseverance charges, net of Merger reversals. Theadd provisions and reversals of Merger-
related costs were due to additional Merger-relattivities and modification to the previously ased Merger-related activities.
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Total Other Expense—Net

Other expense—net includes interest expereteof capitalized interest, gain on sales odlrakchanges and other fixed assets, and othe
income—net.

Year ended December 31, Absolute Change Percentage Chang
2002\

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

(Dollars in millions)

Interest expen—net $ 726 $ 69¢ $ 61 $ 27 % 86 4% 14%

Gain on sale of rural exchanges and other fixedta — — (52) — 51 nm nm

Other incom—net (29 (29 (25) — 4) — (16)%
Total other expen—net $ 697 $ 67C $ 537 % 27 $ 13¢ 4%  25%

nm—not meaningful

Interest expense—net.Interest expense—net was $726 million for 2@@8npared to $699 million for 2002. The increasmiarest
expense was primarily due to an increase in agtgeatebt of $714 million during 2003. This incre@séotal debt was primarily due to a
$1.75 billion term loan entered into in June 2a08, proceeds of which were used to retire approtaty&1.1 billion in debt. In addition,
affiliate borrowings increased $230 million durig@03. Interest expense was $699 million for 2002ymared to $613 million for 2001. The
increase in interest expense was primarily attablat to the issuance of new indebtedness in 2@02arch 2002, we issued $1.5 billion of
10-year bonds at an 8.875% interest rate.

Income Tax Provision

The effective income tax rate increase8&@®% in 2003 from 37.8% in 2002 because 2002 auedebeneficial state audit and accrual
adjustments. The 2002 effective tax rate of 37.8% mcreased as compared to the 2001 rate of 3Be3%use of prior year Federal audit
adjustments reflected in 2001.

Liquidity and Capital Resource

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

As of December 31, 2003, QCII and its cdidsted subsidiaries had total borrowings of $15ilkon. Some of the borrowings issued by
QCIl and QSC are secured by liens on our stoclka fesult, ownership of our stock could transfeitiier QCIl or QSC were to default on its
debt obligations.

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

Near-Term View

Our working capital deficit, or the amounytwhich our current liabilities exceed our currassets, was $3.001 billion, $3.825 billion
$5.847 billion as of December 31, 2003, 2002 ar@l20
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respectively. Our working capital deficit decrea$8@4 million in 2003 compared to 2002 and decreédge$2.022 billion in 2002 compared
to 2001. Our working capital position improved ahgri2003 and 2002 primarily due to refinancing afrent borrowings to long tern



The current working capital deficit is peanly due to short-term borrowings from affiliateyidends that we declare to QSC and the
current portion of long-term debt. Borrowings fraffiliates by our wholly owned subsidiary, Qwestréléss, amounted to $2.118 billion as
of December 31, 2003. The affiliate borrowings matn January 2005; although we expect that theirtigs of the borrowings will be
extended by our affiliates as necessary. As disgclibslow, we continue to produce significant casimfoperating activities. We believe that
our financial resources together with our cash fiésem operations will be sufficient to meet ousleaeeds for the remainder of 2004.
However, if we or QCII become subject to signifitardgments and/or settlements as further discussédegal Proceedings” in Item 3 of
this report, we may need to obtain additional fitiag or explore other methods to generate castrefdre, in the event of an adverse
outcome in one or more of these matters, QCII'itylbd meet its debt service obligations and it&hcial condition could be materially and
adversely affected. As a wholly owned subsidiar@€fll, our business operations and financial caoitvould be similarly affected.

We have historically declared and paid fagdividends to our parent, QSC, based on oural@izted net income. In August 2003, we
modified our dividend practice to exclude the impafoour wireless subsidiary's net income (losspanconsolidated earnings for purpose
determining the amount of regular dividends we a@echnd pay. As a result, we now declare and gaylaedividends based only on the
earnings of our wireline operations. We also ptaddclare and make additional dividend paymentkerfuture relating to net income from
prior periods that was not declared or paid asdéivils in those periods. We estimate that the anwisuich additional dividend payments
will be approximately $1.360 billion.

Long-Term View

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

In addition to our periodic need to obthirancing in order to meet our debt obligationgresy come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of non-strategic assets) if cash
provided by our and QCII's operations does not avey if revenue and cash provided by operationsimea to decline, if economic
conditions do not improve or if we or QCII beconubject to significant judgments and/or settlemeast$urther discussed in Item 3 of this
report. Therefore, in the event of an adverse anécim one or more of these matters, QCII's ahitityneet its debt service obligations and its
financial condition could be materially and advérsdfected. As a wholly owned subsidiary of QQur business operations and financial
condition would be similarly affected.
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Payment Obligations and Contingencies
Payment obligation:

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

Payments Due by Period

2004 2005 2006 2007 2008 Thereafter Total

(Dollars in millions)

Future Contractual Obligations(1)(2)

Long-term debr $ 298 $ 457 $ 0 $ 141C $ 322 $ 4,831 $ 10,00¢
Interest on debt(z 72€ 51t 487 44C 394 5,101 7,665
Capital lease and other obligatic 16 7 2 1 1 9 36
Operating lease 152 147 11C 10C 85 48¢ 1,08z
Purchase commitment obligatio 151 99 99 61 60 10 48C

Total future contractual cash obligations $4,03C $ 122 $ 69 $ 201z $ 86z $ 10,43¢ $ 19,26¢

(1) This table does not include our net pension andrgibstemployment benefit obligations, as we cannot pribseletermine when suc
payments will be made.

(2)  This table does not include accounts payable ofi$88lion, dividends payable to QSC of $200 millj@tcrued expenses and other
current liabilities of $958 billion, income taxeayable to QSC of $154 million, deferred income &aae$2.5 billion and other lon-



term liabilities of $288 million, all of which amrecorded on our December 31, 2003 consolidatedbalsheet. This table does not
include our open purchase orders as of Decemb&0BB, as they are primarily cancelable withoutgltgrand therefore do not
represent a contractual obligation.

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

Purchase Commitment Obligatior

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

Letters of Credit and Guarantee
At December 31, 2003, we had letters oflitief approximately $3 million and no guaranteesstanding.
Contingencies

We and QCII are defendants in a numbeegdll actions, and QCII is the subject of a numibémestigations by federal and state
agencies. While we and QCII intend to defend agadirese matters vigorously, the ultimate outconfabase cases are very uncertain, an
can give no assurance as to the impacts on ourdialaresults or financial condition as a resulttefse matters. For a description of these
legal actions and the potential impact on our tiifyi please see "Legal Proceedings" in Item 3iaf teport and the "Near-Term View" and
the "Long-Term View" above.
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Historical View
Operating Activities
We generated cash from operating activafe®4.612 billion, $4.253 billion and $3.662 billi in 2003, 2002 and 2001, respectively.

The $359 million increase in cash provitbgdperating activities in 2003 as compared to 2088 primarily the result of favorable
changes in certain operating asset and liabiligpants of $1.054 billion, partially offset by a dease in income from operations of
$695 million after adjusting for non-cash itemslinting depreciation, amortization, cumulative effetchanges in accounting principles and
asset impairments. This decrease in adjusted indammeoperations is a direct result of the contirgudecline in operating revenues. The 5%
annualized decrease in revenue over the last ytleas is attributed to increasing competition, piicubstitution and general downturn in
economy and telecommunications industry evidengeacless line losses and pricing declines. We éxqpetinued downward pressure on
revenues and profit margins regardless of improvesi@ the economy or telecommunications sectoes&tactors may negatively impact
cash provided by operations. The increase in ceslided by operations over the last three yeardkas primarily driven by favorable
changes in certain operating assets and liabititpants. We do not expect this trend to continue.

The $591 million increase in cash provitgdperating activities in 2002 as compared to 2084 primarily the result of favorable
changes in certain operating asset and liabiligpants of $1.283 billion, partially offset by a dease in income from operations of
$692 million after adjusting for non-cash itemsliming depreciation, amortization and asset impairts. This decrease in adjusted income
from operations is also a direct result of the twrihg decline in operating revenues evidenceddoess line losses and pricing declines.

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

Investing Activities

Cash used for investing activities was $3.6illion, $1.818 billion and $4.448 billion in @8, 2002 and 2001, respectively. Cash used in
investing activities in 2003 decreased $123 miltompared to 2002 primarily as a result of a $1@0an reduction in capital expenditures
in 2003. Cash used in investing activities durifg22decreased $2.630 billion compared to 2001 piiyreas a result of a $2.682 billion
reduction in capital expenditures in 2002. Thisrdase in capital expenditures during 2002 wasehelt of our decision to reduce our
expansion efforts as a result of the general ecamdownturn and the completion of many of our majapital projects in 2001.

Capital expenditures were $1.663 billioh,823 billion and $4.505 billion in 2003, 2002 &@D1, respectively. We expect that our 2



capital expenditures will approximate 2003 levels.
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Financing Activities

Cash (used in) provided by financing aties was ($2.228) billion in 2003, ($2.353) billian2002 and $824 million in 2001. At
December 31, 2003 we were in compliance with aljgions or covenants of our borrowings. For addgil information regarding the
covenants of our existing debt instruments, see 8etBorrowings to our consolidated financial statats in Item 8 of this report.

2003 Financing Activities

On June 9, 2003, we entered into a seaian toan with two tranches for a total of $1.75iduil principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ratenche, due in 2007, and a $500 million fixee taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our curredébtedness. The floating rate tranche cannprdyeaid for two years and thereafter is
subject to prepayment premiums through 2006. Therano mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associated witbther long-term debt. The net proceeds were useefinance debt due in 2003 and fund or
refinance our investment in telecommunicationstasse

The floating rate tranche bears interetioaidon Interbank Offered Rates, or LIBOR, plusS847(with a minimum interest rate of
6.50%) and the fixed rate tranche bears intere®989 per annum. The interest rate on the floatibg tranche was 6.50% at December 31,
2003. The lenders funded the entire principal amhotithe loan subject to the original issue disddonthe floating rate tranche of 1.00% ¢
for the fixed rate tranche of 1.652%.

Affiliate borrowings of our wholly owned ksidiary, Qwest Wireless, in the form of short-tarnsecured lines of credit, were
$2.118 hillion and $1.888 hillion at December 3002 and 2002, respectively. These affiliate bormgsifluctuate based on operating needs
of Qwest Wireless and mature on January 15, 2005.

We paid dividends during the year endedebder 31, 2003 of $2.880 billion to QSC.
2002 Financing Activities

Until February 2002, we maintained comnarpaper programs to finance our short-term opegatash needs. QCIl and we had a
$4.0 billion syndicated credit facility, or the @ieFacility, of which $1.0 billion was designateus. As a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarter2if02. During the first quarter of 2002, '
paid down approximately $1.0 billion of our curréatrrowings including substantially all of our catsding commercial paper.

In March 2002, we issued $1.5 billion imds with a 10-year maturity and an 8.875% stateatést rate. At December 31, 2003, the
interest rate was 9.125%. Once we have registbeeddtes with the SEC, the interest rate will nretior8.875%, the originally stated rate. The
proceeds from the sale of the bonds were usedytaymaroximately $1.0 billion outstanding under @redit Facility, other short-term
obligations and currently maturing long-term boritogs. QCIl and QSC amended the Credit Facility irgast of 2002. Following the
amendment, we are no longer a party to the Crexdillify.

We paid dividends during the year endedebder 31, 2002 of $1.915 billion to QSC.
Credit ratings

Qwest's credit ratings were lowered by Mgsdnvestor Services, or Moody's, Standard and'®oar S&P, and Fitch Ratings, or Fitch,
on multiple occasions during 2002. The table below
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summarizes the ratings for the years ended Dece8ih@003 and 2002. The December 31, 2003 ratiregst#l in effect and represent
ratings of long-term debt.

December 31,

2003 2002



Moody's Ba3 Ba3
S&P B- B-
Fitch B B

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

With respect to S&P, any rating below BBMlicates that the security is speculative in natdirB- rating indicates that the issuer
currently has the capacity to meet its financiahondtment on the obligation, but adverse busingsantial or economic conditions will like
impair the issuers' capacity or willingness to nieetinancial commitment on the obligation.

With respect to Fitch, any rating below BBRonsidered speculative in nature. A B ratingassidered highly speculative, meaning -
significant credit risk is present, but a limitedugin of safety remains. Financial commitmentscameently being met; however, capacity for
continued payment is contingent upon a sustairaréble business and economic environment.

Debt ratings by the various rating agenoéfiect each agency's opinion of the ability af thsuers to repay debt obligations as they ¢
due. In general, lower ratings result in higherbaing costs and/or impaired ability to borrow. écsrity rating is not a recommendation to
buy, sell, or hold securities and may be subjecétision or withdrawal at any time by the assigniating organization.

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

Critical Accounting Policies and Estimates

We have identified the policies and estasdielow as critical to our business operationstia@dinderstanding of our results of
operations. For a detailed discussion on the agidic of these and other significant accountindgged, see Note 2—Summary of Significant
Accounting Policies to the consolidated financtatements in Item 8 of this report. These polieied estimates are considered "critical”
because they have the potential to have a matemct on our financial statements and becausertayire significant judgments and
estimates. Note that our preparation of this anre@drt on Form 10-K requires us to make estimatelsassumptions that affect the reported
amounts of assets and liabilities, disclosure otiogent assets and liabilities at the date ofaamumsolidated financial statements and the
reported amounts of revenue and expenses durimgplogting period. There can be no assurance thaalaresults will not differ from those
estimates.

Estimates and Other Reserves

Our consolidated financial statements aepared in accordance with GAAP. These accountiimgiples require us to make certain
estimates, judgments and assumptions. We belietdht estimates, judgments and assumptions magle adtounting for items and matters
such as long-term contracts, customer retentiotewest, allowance for bad debts, depreciation, awmadion, asset valuations, internal labor
capitalization rates, recoverability of assets,ampent assessments, employee benefits, taxesyessend other provisions and contingen
are reasonable, based on information
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available at the time they are made. These estapjaidgments and assumptions can affect the rapart®unts of assets and liabilities as of
the date of the consolidated financial statemexgtsyell as the reported amounts of revenue ancherpealuring the periods presented. We
also assess potential losses in relation to periiiggtion. If a loss is considered probable ane amount can be reasonably estimated, we
recognize an expense for the estimated loss. 8ee3t—Legal Proceedings in this report. To the extesre are material differences between
these estimates and actual results, our consdlidisizncial statements are affected.

Restructuring

Periodically, we commit to exit certain mess activities, eliminate office or facility la@ans and/or reduce our number of employees.
The charge to record such a decision depends wgioug assumptions, including future severancesgesblease income or disposal costs,
length of time on market for abandoned rentedifés| contractual termination costs and so fdgtich estimates are inherently judgmental
and may change materially based upon actual exyerid he number of employees and the related dstiofideverance costs for employees
combined with the estimate of future losses onesag®# income and disposal activity generally hasnibst significant impact. Due to the
estimates and judgments involved in the applicatioeach of these accounting policies, changesiirptans and these estimates and market
conditions could materially impact our financiahcition or results of operation



Revenue Recognition and Related Reserv

Revenue from services is recognized whersémvices are provided. Up-front fees receiveidhamily activation fees and installation
charges, as well as the associated customer aiguisosts, are deferred and recognized over theat®d customer relationship period,
generally one to ten years. Payments receivedvaraet are deferred until the service is providagst@mer arrangements that include both
equipment and services are evaluated to deterntie¢her the elements are separable based on oljesfidence. If the elements are
separable and separate earnings processes etastansideration is allocated to each elementdasehe relative fair values of the separate
elements and the revenue associated with each mlésmecognized as earned. If separate earnirggepses do not exist, total consideration
is deferred and recognized ratably over the lon§é¢ne contractual period or the expected custamlationship period. We believe that the
accounting estimates related to customer relatipnsriods and to the assessment of whether aatepsairnings process are "critical
accounting estimates" because: (1) it requires gemant to make assumptions about how long we etdlim customers; (2) the assessment
of whether a separate earnings process existsecaulijective; (3) the impact of changes in actetntion periods versus these estimates on
the revenue amounts reported in our consolidatedraents of operations could be material; andh@pssessment of whether a separate
earnings process exists may result in revenueglveported in different periods than significanttiums of the related costs. As the
telecommunications market experiences greater ctitimpeand customers shift from traditional landsbed telephony services to mobile
services, our estimated customer relationship denall likely decrease and when customers termitiagir relationship with us, we may
recognize revenue that had previously been defemddr the expectation that services would be pgexvio that customer over a longer
period.

GAAP requires us to record reserves agausteceivable balances based on estimates a&fatllections and to not record revenue for
services provided or equipment sold if collectililbf the revenue is not reasonably assured. Wewueethat the accounting estimates related
to the establishment of reserves for uncollectipi®unts in the results of operations is a "critazaounting estimate" because: (1) it requires
management to make assumptions about future dotegtilling adjustments and unauthorized usagd;(2) the impact of changes in actual
performance versus these estimates on the accmasivable balance reported on our consolidateghloal sheets and the
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results reported in our consolidated statementgefations could be material. In selecting thesaragtions, we use historical trending of
write-offs, industry norms, regulatory decisionslaacognition of current market indicators aboutegal economic conditions that might
impact the collectibility of accounts.

Software Capitalization

Internally used software, whether purchasedeveloped, is capitalized and amortized udiegstraight-line method over an estimated
useful life of 18 months to five years. In accordamwith American Institute of Certified Public Aegttants Statement of Position 98-1,
"Accounting for the Costs of Computer Software Deped or Obtained for Internal Use", we capitaliegtain costs associated with
internally developed software such as payroll cofamployees devoting time to the projects anérew direct costs for materials and
services. Costs associated with internally develgudtware to be used internally are expensed th&ipoint at which the project has reached
the development stage. Subsequent additions, matidins or upgrades to internal-use software gogatzed only to the extent that they
allow the software to perform a task it previougigt not perform. Software maintenance and traiiosts are expensed in the period in wi
they are incurred. The capitalization of softwagquires judgment in determining when a projectrbashed the development stage and the
period over which we expect to benefit from the ofthat software. Further, the recovery of sofevarojects is periodically reviewed and
may result in significant write-offs.

Pension and Post-Retirement Benefits

Pension and post-retirement health cardinthsurance benefits earned by employees dutieg/ear, as well as interest on projected
benefit obligations, are accrued currently. Prenwie costs and credits resulting from changgdan benefits are amortized over the average
remaining service period of the employees expeittedceive benefits. Pension and post-retiremestsare recognized over the period in
which the employee renders service and becomeblelig receive benefits as determined using tlogepted unit credit method.

In computing the pension and post-retirenbemefit costs, QCIl must make numerous assumpadiout such things as employee
mortality and turnover, expected salary and wageeases, discount rates, expected rate of retuptamnassets and expected future cost
increases. Two of these items generally have th& mignificant impact on the level of cost—discotate and expected rate of return on plan
assets.

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

The expected rate of return on plan assele longterm rate of return QCII expects to earn on trgsets. QCII establishes the expe
rate of return by reviewing the investment composibf plan assets and the l-term risk and return forecast for each asset cagedbe



forecasts for each asset class are generatedhistogcal information as well as an analysis ofrent and expected market conditions. The
expected risk and return characteristics for easlktaclass are reviewed annually and revised,@&sgary, to reflect changes in the financial
markets.

To compute the expected return on pendiam gssets, QCII applies an expected rate of rétutine market-related value of the plan
assets. The markedlated asset value is a computed value that réoegohanges in fair value of pension plan assetsaperiod of time, n
to exceed five years. In accordance with SFAS No'Bmployers' Accounting for Pensions”, QCII esztto recognize actual returns on
pension plan assets ratably over a five year peviveh computing market-related
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value of pension plan assets. This method hasftbet ®f reducing the annual market volatility timaay be experienced from year to year. As
a result, the expected return is not significaitipacted by the actual return on pension plan sgsqterienced in the current year.

Changes in any of the assumptions QCII niademputing the pension and paestirement benefit costs could have a material thpa
various components that are the basis for thecatlon to us. Factors to be considered includstitemgth or weakness of the investment
markets, changes in the composition of the empltwese, fluctuations in interest rates, significamployee hirings or downsizings and
medical cost trends. Changes in any of these factmuld impact our cost of sales and SG&A in oursalidated statements of operations as
well as the value of the asset or liability on oansolidated balance sheets. If QCII's assumedcegbeate of return of 9.0% for 2003 was
100 basis points lower, the impact would have leencrease our net pension expense by $100 millioresponse to current and expected
market conditions, effective January 1, 2004, Q@AMered its assumed expected long-term rate ongdaats to 8.5%. If QCII's assumed
discount rate of 6.75% for 2003 was 100 basis pdower, the impact would have been to increaseathocated net pension expense by
$51 million in 2003.

Impairment of Long-Lived Assets

Pursuant to the 2003 services agreemehtSyitint that allows us to resell Sprint wireless/ges, our wireless customers who are
currently being serviced through our proprietaryehdss network will be transitioned onto Springswork. Due to the anticipated decrease in
usage of our own wireless network following thensigion of our customers onto Sprint's networkthie third quarter of 2003 we performed
an evaluation of the recoverability of the carryirjue of our long-lived wireless network assets.

We compared gross undiscounted cash flejegtions to the carrying value of the loliged wireless network assets and determinec
certain asset groups were not expected to be remdtlerough future projected cash flows. For thasset groups that were not recoverable,
we then estimated the fair value using estimatesarket prices for similar assets. Cell sites, alvés, related tools and equipment inventory
and certain information technology systems thapstpthe wireless network were determined to beaiingal by $230 million.

Estimating the fair value of the asset groinvolved significant judgment and a variety s§amptions. Comparable market data was
obtained by reviewing recent sales of similar aggets. However, the market for cell sites andavas is not highly developed or liquid. As
such, our estimates of the fair value of such asmet highly subjective and the amounts we migteive from an orderly liquidation of such
assets could differ by $25 million or more from estimates of the fair value of these assets usegtbrd the impairment.

Effective June 30, 2002, the general detetion of the telecommunications market, the doamglarevisions to our expected future
results of operations and other factors indicated dur investments in lorlgred assets may have been impaired at that dagepéiformed a
evaluation of the recoverability of the carryinduaof our long-lived assets using gross undiscaiisash flow projections. For impairment
analysis purposes, we group our property, planteapgpment and projected cash flows by our trad@idelephone network and our wireless
network. Based on the assessment of recoverahiléyconcluded that our traditional telephone nekwaas not impaired. However, we
determined that our wireless network was impaitetliae 30, 2002. For our wireless network, we #simated the fair value based on
replacement cost. Based on our analysis, the dstihfiair value of the wireless assets was lessdbarcarrying amounts and we recorded an
impairment charge of $825 million as of June 3M2®eplacement cost was determined by using ducoest adjusted for physical
deterioration, functional obsolescence and econatmsolescence. In respect to the wireless asskypahetical 10% increase or decrease in
the current cost factors would
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have changed the impairment charge by $17.1 milkdso relative to the wireless assets, a hypathefi00 basis point change in the disct
factors related to physical deterioration, functibobsolescence and economic obsolescence woudddi@nged the impairment charge by
$10.4 million.

Recently Adopted Accounting Pronouncements and Cunative Effect of Adoption



FASB Interpretation, or FIN, No. 45, "Guai@r's Accounting and Disclosure Requirements foa@ntees, Including Indirect
Guarantees of Indebtedness of Others", was issuddvember 2002. The interpretation provides guigaon the guarantor's accounting and
disclosure of guarantees, including indirect guseas of indebtedness of others. We have adoptedigbl®sure requirements of the
interpretation as of December 31, 2002. The ac@ogiguidelines are applicable to certain guaranteeduding affiliate guarantees, issuel
modified after December 31, 2002, and requireweatecord a liability for the fair value of suchagantees on our consolidated balance s
The adoption of this interpretation did not haveaterial effect on our consolidated financial stagets.

On January 1, 2003, we adopted SFAS No, "B ounting for Asset Retirement Obligations”,2FAS No. 143, which addresses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdiassets and the associated asset
retirement costs, generally referred to as asietmeent obligations. SFAS No. 143 requires ertitrecord the fair value of a legal liability
for an asset retirement obligation. If a reasonabtenate of fair value can be made, the fair valuhe liability shall be recognized in the
period it is incurred, or if not, in the periodeasonable estimate of fair value can be made.csisis initially capitalized and then amortized
over the estimated remaining useful life of theeas&/e have determined that we have legal assegment obligations associated with the
removal of a limited group of long-lived assets aacbrded a cumulative effect of a change in actiogmprinciple charge upon adoption of
SFAS No. 143 of $7 million (an asset retiremenigdilon of $12 million net of an incremental adjusnt to the historical cost of the
underlying assets of $5 million) in 2003.

Prior to the adoption of SFAS No. 143, weluded in our group depreciation rates estimagtdemoval costs (removal costs less
salvage). These costs have historically been tefiieio the calculation of depreciation expensetaadefore recognized in accumulated
depreciation. When the assets were actually resinellremoval costs were expended, the net remogts were recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsl@ation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million before taxes upon adoptaf SFAS No. 143 in 2003. The net income impadhefadoption is $219 million
($365 million less the $7 million charge disclosdmbve, net of income taxes of $139 million). BegignJanuary 1, 2003, the net costs of
removal related to these assets are being chaogmd tonsolidated statement of operations in grégd in which the costs are incurred.

In January and December 2003, the FASBebsund then revised FIN No. 46, "Consolidation afigble Interest Entities", or FIN
No. 46, which is effective immediately for all vabie interest entities created after January 3032BIN No. 46 must be applied for the fi
fiscal year or interim period ending after March 2604 for variable interest entities, or the fogtarter 2004 for us. FIN No. 46 requires
existing unconsolidated variable interest entiteebe consolidated by their primary beneficiarfebé entities do not effectively disperse risks
among the parties involved. A primary beneficialpgarbs the majority of the entity's expected losélsey occur, receives a majority of the
entity's expected residual returns, if they ocoulyoth. Where it is reasonably possible that tii@rmation about our variable interest entity
relationships must be disclosed or consolidatedyust disclose the nature, purpose, size and fctifithe variable interest entity and the
maximum exposure
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to loss as a result of our involvement with theiatale interest entity in all financial statemergisued after January 31, 2003. We believe it is
unlikely that the adoption of FIN No. 46 will regeiconsolidation of any significant unconsolidag¢edities.

Risk Management

We are exposed to market risks arising fobianges in interest rates. We have excluded »ped-iate affiliate borrowings from the
following discussion as they are not subject tokmarisk. The objective of our interest rate risamagement program is to manage the level
and volatility of our interest expense. We may ewyiglerivative financial instruments to manage oteriest rate risk exposure. We may also
employ financial derivatives to hedge foreign conogexposures associated with particular debt.

As of December 31, 2003 and 2002, approtely&1.25 billion and $0, respectively, of floajirate debt was exposed to changes in
interest rates. This exposure was linked to LIBARypothetical increase of 100 basis points in LB®@ould increase annual ptax interes
expense by $12 million. As of December 31, 2003 20@R, we also had approximately $0.9 billion aed%illion, respectively, of long-
term fixed rate debt obligations maturing in thiédiwing 12 months. Any new debt obtained to refioathis debt would be exposed to
changes in interest rates. A hypothetical 10% caamghe interest rates on this debt would not Heaca material effect on our earnings. We
had approximately $5.8 billion and $6.1 billionlohg-term fixed rate debt at December 31, 200324302, respectively. A 100 basis point
increase in interest rates would result in a degréathe fair value of these instruments of apjnakely $400 million and $300 million at
December 31, 2003 and 2002, respectively. A 10 psnt decrease in interest rates would resuhitincrease in the fair value of these
instruments of approximately $500 million and $40illion at December 31, 2003 and 2002, respectively

As of December 31, 2003, we had $921 mmilbd cash invested in money market and other sleant-investments. Most cash
investments are invested at floating rates. Ag@sterates change so will the interest income ddrfvom these accounts.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K contains or incorporategéference "forward-looking statements," as thahterused in federal securities laws, about
our financial condition, results of operations &ndiness. These statements include, among others:

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

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

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

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

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

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiomterisify. We have faced greater
competition in our core local business from calimpanies, wireless providers (including ourselvigg)ilities-based providers using their
own networks as well as those leasing parts ohetwork (UNES) and resellers. Regulatory developgsibave generally increased
competitive pressures on our business, such agtkat decision allowing for number portabilityfiavireline to wireless phones.

Due to these and other factors, we bel@rapetitive telecommunications providers are ngésrhindered by historical barriers to en
As a result, we are seeking to distinguish oursefi@n our competitors through a number of custoseevice initiatives. These initiatives
include expanded product bundling, simplified bijj improved customer support and other ongoingsomrea. However, these initiatives are
new and untested. We may not have sufficient ressuto distinguish our service levels from thosewfcompetitors, and we may not be
successful in integrating our product offeringgexsally products for which we act as a resellechsas Sprint's wireless services. Even if we
are successful, these initiatives may not be daffido offset our continuing loss of access lines.

We have also begun to experience and expehber increased competitive pressure from tet@oanications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agairstAs a result of these increased
competitive pressures, we have been and may centinbe forced to respond with lower profit marginduct offerings and pricing schemes
that allow us to retain and attract customers. &lpesssures could adversely affect our operatisigitseand financial performance.

Continued downturn in the economy in our local sére area could adversely affect our operating resul

Our operations in our local service areAmtona, Colorado, Idaho, lowa, Minnesota, Montadabraska, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyorhange been impacted by the continuing weaknessirrégion's economy. Because
customers have less discretionary income, demargkfmond lines or additional services has decliibis economic downturn has also led to
an increased customer disconnection rate. In audiseveral of the companies with which we do essrappear to be in financial difficulty
or have filed for bankruptcy protection. Some @ have requested renegotiation of long-term aggees with us because of their financial
circumstances and because they believe the terthesé agreements are no longer appropriate forrteeds. Our revenues have been



are likely to continue to be adversely affectedh®yloss or reduction of business with many ofaustomers as a result of this downturn and
our continued efforts to accommodate our custonmeiextis in this changing business environment.

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

The telecommunications industry is experieg significant technological changes, and oulitgtib execute on our business plans and
compete depends upon our ability to develop newlymts and accelerate the deployment of advancedsarxices, such as broadband data,
wireless and video services. The development apbbgment of new products could require substamtiglenditure of financial and other
resources in excess of contemplated levels. Ifrgenat able to develop new
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products to keep pace with technological advarmei$ such products are not widely accepted byamstrs, our ability to compete could be
adversely affected and our market share couldmkechny inability to keep up with changes in tediogy and markets could also adversely
affect the trading price of our securities and alitity to service our debt.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of investigations of QCII cuntly being conducted by the SEC and the U.S. Atteyis Office or the assessme
being undertaken by the GSA could have a materidlvarse impact on us, on the trading price for oulzt securities and on our ability to
access the capital markets.

On April 3, 2002, the SEC issued an ordénwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing its efforts to cooperate fullytivthe SEC in its investigation. The investigatiooludes, without limitation, inquiry into
several specifically identified QCIlI accounting gtiaes and transactions and related disclosurésthahe subject of the various adjustments
and restatements described in the QCIl 2002 Forid. Ihe investigation also includes inquiry int@cbsure and other issues related to
transactions between QCII and certain of its vesdod certain investments in the securities ofah@ndors by individuals associated with

QCll.

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradéa criminal investigation of QCII. QCII
believes the U.S. Attorney's Office is investiggtirarious matters that include the subjects ofrikiestigation by the SEC.

While QCII is continuing its efforts to goerate fully with the SEC and the U.S. Attorneyffic@ in each of their respective
investigations, QCII cannot predict the outcomé¢hose investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidat. While QCII's most recent discussions amdHer analysis have led it to conclude th
reserve should be provided for this matter andétsurities actions (see Item 3—Legal Proceedingisisireport), such discussions are
preliminary and QCII cannot predict the likelihootiwhether those discussions will result in a sett#nt and, if so, the terms of such
settlement. However, settlements typically involaong other things, the SEC making claims undefeteral securities laws in a compli
filed in United States District Court that, for pases of the settlement, the defendant neithertadrmi denies. Were such a settlement to
occur, QCII would expect such claims to addressyntdithe accounting practices and transactionsraladed disclosures that are the subject
of the various restatements QCII has made as weltlditional transactions. In addition, any setdahwith the SEC may also involve, ami
other things, the imposition of disgorgement amivd penalty, the amounts of which could be mathyiin excess of QCII's recorded rese!
and the entry of a court order that would requarapng other things, that QCII and its officers divdctors comply with provisions of the
federal securities laws as to which there have ldlegations of prior violations.

In addition, the SEC has conducted an itigatson concerning QCII's earnings release forftheth quarter and full year 2000 issued on
January 24, 2001. The release provided pro formaalzed earnings information that excluded certainrecurring expense and income
items resulting primarily from the Merger. On Novesn 21, 2001, the SEC staff informed QCII of iteeimt to recommend that the SEC
authorize an action against QCII that would allégdould have included in the earnings releagatarment of its earnings in accordance with
GAAP. At the date of this filing, no action has haaken by the SEC. However, QCII expects thasiturrent discussions with the staff of
the SEC result in a settlement, such settlementdriaalude allegations concerning the January B®12earnings release.
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Also, the GSA is conducting a review of@htracts with QCII for purposes of determiningg®@nt responsibility. On September 12,
2003, we were informed that the Inspector Gendrile@GSA had referred to the GSA Suspension/Debari@fficial the question of
whether QCII (including us and its other subsidigyishould be considered for debarment. QCII iperaing fully with the GSA and
believes that it and we will remain suppliers a&f tiovernment, although QCII cannot predict the @mute of this referra



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

Further review by the SEC could result in additiohadjustments to our and QCII's annual and quarterieports.

QCIl has engaged in discussions with thé sf the SEC's Division of Corporation Financgasding its periodic filings. They have
reviewed and commented upon QCII's 2001 Form 10wKies March 2002 Form 10-Q. As appropriate, Q@l$ httempted to address the
Staff's comments in its current filings and hasvjated responses to those other comments that litd @aldress. It is also possible that these
comments may lead to further investigations from$fEC's Division of Enforcement. QCII may receiddiional comments from the staff
the Division of Corporation Finance and may be nemlito make further adjustments or additional ldisares.

While QCII has attempted to address allnttaters identified in its internal analysis ofatscounting policies, practices and procedures,
due to the breadth of this analysis, the passatimefand the turnover in accounting personnel egga by QCII, QCII may have overlook
some matters in its internal analysis.

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

Several lawsuits have been filed againsti, QG well as certain of QCII's past and preséirters and directors. These lawsuits include
putative class action lawsuits in which the pldiatallege numerous violations of securities lalmsone of these actions, lead counsel for the
plaintiffs has indicated that plaintiffs will sedlamages in the tens of billions of dollars. Foeadiption of these legal actions, please see
"Legal Proceedings" in Iltem 3 of this report.

The consolidated securities action, thesobdated ERISA action, the CalSTRS, New Jerse\RSland SPA actions described in "Le
Proceedings” in Item 3 of this report present nialt@nd significant risk to QCII. Some of the ali¢igns in these lawsuits include many of
same subjects that the SEC and U.S. Attorney's©f#ie investigating. The size, scope and natutleeafecent restatements of our and Q¢
consolidated financial statements for fiscal 200d 2000 affect the risks presented by these mattatswe can give no assurance as to the
impacts on our or QCII's financial results or fingh condition that may ultimately result from teawmatters. As QCII has previously
disclosed, QCII has engaged in preliminary disaurssfor purposes of resolving certain of these enatQCII's most recent preliminary
discussions and further analysis have led it teckmte that a reserve should be provided. Accorglif@Cll has recorded a reserve in its
consolidated financial statements for the estimatgdmum liability associated with these matterswéver, the ultimate outcomes of these
matters are still uncertain and there is a sigaifigossibility that the amount of loss QCII ultielgt incurs could be substantially more than
the reserve QCII has provided.

The securities actions are in a prelimiramgse and QCII continues to defend against theseera vigorously. None of the plaintiffs or
the defendants in the securities actions has aédaenidence concerning possible recoverable daneage®CII has not yet conducted
discovery on these and other relevant issues. @ClLlrrently unable to provide any estimate asiéotiming of the
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resolution of any of these matters. Any settlenoémr judgment in one or more of these mattersxaess of QCII's recorded reserves could
be significant, and QCII can give no assuranceitheill have the resources available to pay anghsudgment. In the event of an adverse
outcome in one or more of these matters, QCII'ktalbd meet its debt service obligations and it&hcial condition could be materially and
adversely affected. As a wholly owned subsidiar@@fll, our business operations and financial caoitvould be similarly affected.

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

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

As a result of our accounting issues amdrtoreased scrutiny of financial disclosure, ineesonfidence in us has suffered and could
suffer further. Congress, the SEC, other governrastitorities and the media are intensely scrutigizi number of financial reporting issues
and practices. In addition, as discussed earhierSEC and the U.S. Attorney's office are curreciyducting investigations including,
without limitation, inquiries into several speciity identified accounting practices and transaxiand related disclosures and our earnings
release for the fourth quarter and full year 2000.

A criminal trial of former Qwest executivisstaking place in the first quarter of 2004. Atlshal civil and criminal trials could take pla
in the future. Evidence that is introduced at swielis may result in the further scrutiny by govaental authorities and othe



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

Our 2002 Form 10-K was filed in January£2@@d contains our restated consolidated finastééments for the years ended
December 31, 2001 and 2000. These restatementsd@ay@mong other matters, revenue recognitioresselated to termination fees,
installation fees and wireless revenue. We canssira you that the information in our 2002 FormKL6EF in this annual report will not be
subject to change upon receipt of any comments thenSEC, and any such changes could be materiatidition, we cannot assure you that
we will not have to further restate earnings faopperiods as a result of any formal actions er 8tC's review of our filings.

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

Our operations are subject to extensivera@degulation, including the Communications Ati834, as amended, and FCC regulations
thereunder. We are also subject to the applicalwe bnd regulations of various states, includiggilaion by PUCs and other state agencies.
Federal laws and FCC regulations generally appigtarstate telecommunications (including interoadl telecommunications that originate
or terminate in the United States), while statail@ipry authorities generally have jurisdiction oteecommunications that originate and
terminate within the same state. Generally, we rob&tin and maintain certificates of authority froegulatory bodies in most states where
we offer intrastate services and must obtain pegulatory approval of rates, terms and conditfon®ur intrastate services in most of these
jurisdictions. Our businesses are subject to nuosgrand often quite detailed, requirements undieréd, state and local laws, rules ¢
regulations. Accordingly, we cannot ensure thatweealways in compliance with all of these requigats at any single point in time.
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Regulation of the telecommunications indui changing rapidly, and the regulatory envir@emtvaries substantially from state to state.
All of our operations are also subject to a var@tgnvironmental, safety, health and other govermial regulations. There can be no
assurance that future regulatory, judicial or ligige activities will not have a material adveeséect on our operations, or that domestic
regulators or third parties will not raise matersalues with regard to our compliance or noncompgawith applicable regulations.

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

Risks Affecting Our Liquidity

QCIlI's high debt levels, the restrictive terms ¢ idebt instruments and the substantial litigatipending against it pose risks to our
viability and may make us more vulnerable to adweezonomic and competitive conditions, as well #seo adverse developments.

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of December 313,20 consolidated debt was $7.8 hillion,
excluding affiliate borrowings, which is included QCII's total consolidated debt of $17.5 billionat such date. A significant amount of our
and QCII's debt obligations come due over the feaxtyears. While we currently believe we, togethéh QCII, will have the financial
resources to meet our obligations when they coneewda cannot anticipate what our or QCII's futuwadition will be. We may have
unexpected costs and liabilities and we may hamidd access to financing.

In addition to our periodic need to obtfiirancing in order to meet our debt obligationdreey come due, we may also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotieeaale of non-strategic assets) if cash
provided by our and QCII's operations does not ower if revenue and cash provided by operationsirmoa to decline, if economic
conditions do not improve or if we or QCII beconubject to significant judgments and/or settlemastéurther discussed in "Legal
Proceedings" in Item 3 of this report and in "Lidjty and Capital Resources" above. Also, we mayrpacted by factors relating to or
affecting QCII's liquidity and capital resourcesedo perception in the market, impacts on credimga, or provisions in our and QCII's
financing agreements that may restrict our flekipiinder certain conditions.

Additionally, the degree to which we, tdgatwith QCII, are leveraged may have importanttlimg consequences on us, including the
following:

. Our ability to obtain additional financing in thetfire for working capital, capital expenditureggeneral corporate purposes
may be impaired;

. Our leverage may place us at a competitive disadganas compared with our less leveraged compgtitariuding some who
have significantly reduced their debt through akipaptcy proceeding;

. Our leverage may make us more vulnerable to theestior future downturns in general economic ceod# or in any of ou



businesses;

. Ouir flexibility in planning for, or reacting to, ahges in our business and the industry in whicloperate may be limited; and
. QCllI's high debt levels could adversely impact cnadit ratings.
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We may be unable to significantly reduce the sulmgtal capital requirements or operating expensescegsary to continue to operate our
business, which may in turn affect our operatingsats.

We anticipate that our capital requiremealsating to maintaining and routinely upgrading anetwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatecwitfuture contractual cash obligatic
including future purchase commitments, which matuim affect our operating results. As we will néednaintain the quality of our products
and services in the future, we may be unable théursignificantly reduce such capital requiremamteperating expenses, even if revenues
are decreasing. Such nondiscretionary capital ysitizay lessen our ability to compete with othewvjaters who face less significant spending
requirements.

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

Our current practice is to distribute to@&ash dividends in an amount equal to our incoeferb extraordinary items from wireline
entities, generally during the quarter subsequettiat in which the income is earned. We expecbtttinue this practice for the foreseeable
future.

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

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

Other Risks Relating to Qwest

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

The preparation of financial statements r@fated disclosures in conformity with GAAP re@siimanagement to make judgments,
assumptions and estimates that affect the amoeptsted in our consolidated financial statementsaatompanying notes. Our critical
accounting policies, which are described in thim@0-K, describe the significant accounting pelicand methods used in the preparation of
our consolidated financial statements. These adoaypolicies are considered "critical" becauseytregjuire judgments, assumptions and
estimates that materially impact our consolidatedrfcial statements and related disclosures. Asualt; if future events differ significantly
from the judgments, assumptions and estimatesrigritical accounting policies or different assuiops are used in the future, such even
assumptions could have a material impact on ousadatated financial statements and related discéssu

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

We are a party to collective bargainingtcacts with our labor unions, which represent aisicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvbenable to successfully extend or
renegotiate our collective bargaining agreementh@gexpire from time to time. If we fail to extkor renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouf unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a
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significant disruption of operations, which coulaMe a material adverse effect on our businessujust 2003 we reached agreements with
the CWA and the IBEW on new two-year labor congaEfach of these agreements was ratified by uniemlmers and expires on August 13,
2005.



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

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

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA
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Independent Auditors' Report

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying conselitlbilance sheets of Qwest Corporation and sulisilia wholly owned subsidiary of
Qwest Communications International Inc., as of Datoer 31, 2003 and 2002, and the related consotiddtements of operations,
stockholder's equity, and cash flows for each efythars in the three-year period ended Decembe&tO®B. These consolidated financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these consolidated financial
statements based on our audits.

We conducted our audits in accordance auitiiting standards generally accepted in the UrStates of America. Those standards
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of
Qwest Corporation and subsidiaries as of Decembg2@®3 and 2002, and the results of their opearatand their cash flows for each of the
years in the thre-year period ended December 31, 2003, in conformitly accounting principles generally acceptechim tynited States of
America.

As discussed in note 2 to the accompangamgolidated financial statements, effective JantiaR003, the Company adopted Statement
of Financial Accounting Standards No. 148counting for Asset Retirement Obligatioddso, as discussed in note 2, effective January 1
2002, the Company adopted Statement of Financiebéating Standards No. 14@podwill and Other Intangible Assetand Statement of
Financial Accounting Standards No. 14¢counting for the Impairment or Disposal of Lonigdd Assetsand effective January 1, 2001, the
Company adopted Statement of Financial Accounttagdards No. 133 ccounting for Derivative Instruments and Hedgirgjivities .

/sl KPMG LLP

Denver, Colorado
March 2, 2004
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Operating revenu $ 10,62: $ 11,50 $ 12,16¢
Operating reveni—affiliates 63¢ 411 36¢



Total operating revent 11,26: 11,91¢ 12,531
Operating expense

Cost of sales (exclusive of depreciation and arnatitn) 2,43( 2,31¢ 2,72¢
Cost of sale—affiliates 44z 38C 337
Selling, general and administrati 1,862 2,161 2,19¢
Selling, general and administrat—affiliates 1,39( 1,29( 1,01¢
Depreciatior 2,45:¢ 2,65¢ 2,90z
Intangible assets amortizati 353 30z 191
Asset impairment chargs 23C 82¢ 49
Restructuring and other char—net 57 49 212
Mergerrelated (credits) charg—net — (30 12C
Total operating expens 9,217 9,952 9,75k
Operating incom: 2,04¢ 1,96/ 2,782
Other expense (income
Interest expen—net 57z 541 46€
Interest expen—ne—affiliates 154 15¢ 147
Gain on sale of rural exchanges and other fixedta — — (52)
Other incom—net (29) (29 (25)
Total other expen—net 697 67C 537
Income before income taxes and cumulative effechafhge in accounting
principle 1,343 1,29¢ 2,24¢
Income tax expens (51€) (489) (83¢)
Income before cumulative effect of change in actiogrprinciple 831 80¢< 1,40
Cumulative effect of change in accounting principlet of taxes of $139, $0
and $0, respectivel 21¢ — —
Net income $ 1,05C $ 80t $ 1,407

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

CONSOLIDATED BALANCE SHEETS

December 31,

2003 2002

(Dollars in millions)

ASSETS
Current asset:
Cash and cash equivalel $ 921 $ 23z
Accounts receivab—net 1,24: 1,49¢
Accounts receivab—affiliates 10€ 12C
Deferred income taxe 18< 13<
Prepaid and other ass: 354 323

Prepaid income tax—QSC — 25E



Total current asse 2,807 2,557
Property, plant and equipm—net 16,45¢ 17,31
Intangible asse—net 1,14C 1,27t
Other asset 1,34¢ 1,382
Total asset $ 21,75: $ 22,52t
I L]
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Current borrowing: $ 881 $ 1,25¢
Current borrowing—affiliates 2,11¢ 1,88¢
Accounts payabl 541 587
Accounts payab—affiliates 413 331
Dividends payab—QSC 20C 774
Accrued expenses and other current liabili 95¢ 952
Income taxes payal—QSC 154 —
Deferred revenue and advance billit 542 59t
Total current liabilities 5,80¢ 6,382
Long-term borrowings (net of unamortized debt discodr#1b7 and $142, respectivel 6,87¢ 6,01¢
Pos-retirement and other p-employment benefit obligatior 2,78t 2,612
Deferred income taxe 2,544 2,181
Deferred revenu 37¢€ 482
Other lon¢-term liabilities 28¢ 35¢
Total liabilities 18,67¢ 18,02¢
Commitments and contingencies (Notes 15 anc
Stockholder's equity
Common stoc—one share without par value, owned by C 8,23¢ 8,40(
Note receivabl—affiliate (28¢€) (28¢€)
Accumulated defici (4,877) (3,61%)
Total stockholder's equit 3,077 4,49
Total liabilities and stockholder's equ $ 21,75 $ 22,52
I |

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2003 2002

20

01

(Dollars in millions)

OPERATING ACTIVITIES
Net income $ 1,05 $

Adjustments to net income:
Depreciation and intangible assets amortization 2,80¢

80¢

2,957

$

1,40

3,09¢



Gain on sale of assets — — (1)

Provision for bad debts 17¢ 331 27¢
Deferred income taxes 17t (16) 687
Asset impairment charges 23C 82¢ 49
Cumulative effect of change in accounting principieet (219 — —
Income tax benefit distributed to QSC (1793 (110 —
Other non-cash items 23 (34) 9
Changes in operating assets and liabilities:
Accounts receivable 76 (96) (349
Accounts receivable—affiliates 14 (43 13
Prepaids and other current assets (14 85 26
Prepaid income taxes—QSC 25k (36) (219
Accounts payable, accrued expenses and other tligkifities a7 (32¢) (93¢)
Accounts and income taxes payable, and deferrefitsreaffiliates 23€ 62 (39
Deferred revenue and customer deposits (15¢) (10¢€) 5
Other non-current assets and liabilities 15z 47 (302
Cash provided by operating activities 4,612 4,25: 3,66%
INVESTING ACTIVITIES
Expenditures for property, plant and equipment (1,669 (1,829 (4,505
Proceeds from sale of property and equipment — 28 94
Other (32 (23) (37
Cash used for investing activities (1,695 (1,819 (4,449
FINANCING ACTIVITIES
Repayments of current portion of long-term borraygin (1,277 (482) (397
Net (repayments of) proceeds from s-term borrowings — 2,019 42¢F
Net proceeds from (repayments of) s-term borrowings—affiliates 23C (404) 771
Proceeds from long-term borrowings 1,72¢ 1,47¢ —
Dividends paid to QSC (2,880 (1,919 —
Debt issuance costs (36) (34) —
Other — 19 19
Cash (used for) provided by financing activities (2,229 (2,359 824
CASH AND CASH EQUIVALENTS
Increase in cash 68¢ 82 38
Beginning balance 232 15C 112
Ending balance $ 921 $ 23z % 15C

The accompanying notes are an integral part oktbeasolidated financial statements
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

Note Receivable- (Accumulated
Common Stock Affiliate (note 11) Deficit) Total

(Dollars in millions)



Balance, December 31, 20C $ 8,48</ $ (286) $ (3,617) $ 4,581

Net income — — 1,401 1,401
Dividends declared on common stock — — @,407% (1,407
Stock-based compensation 6 — — 6
Other net asset transfers (8) — — @)
Balance, December 31, 2001 8,482 (28€) (3,617) 4,57¢
Net income — — 80¢% 80t
Dividends declared on common stock — — (805) (805)
Stock-based compensation 2 — — 2
Tax benefit on stock compensation 16 — — 16
Income tax benefit distributed to QSC (110 — — 210
Other net asset transfers 10 — — 10
Balance, December 31, 2002 8,40( (28€) (3,617 4,491
Net income — — 1,05( 1,05(
Dividends declared on common stock — — (2,306 (2,306
Stock-based compensation 1 — — 1
Income tax benefit distributed to QSC (1793 — — @79
Other net asset transfers 8 — — 8
Balance, December 31, 2003 $ 8,23t $ (286) $ (487) $  3,07i

The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31, 2003, 2002 and 200

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

Note 1: Business and Background
Description of busines

We are wholly owned by Qwest Services Caafon ("QSC"), which is wholly owned by QCII. Weqgvide local telecommunications
and related services, IntraLATA lordistance services and wireless, data and videdcssrwithin our local service area, which consigtthe
14-state region of Arizona, Colorado, Idaho, loMinesota, Montana, Nebraska, New Mexico, North@akOregon, South Dakota, Utah,
Washington and Wyoming.

On June 30, 2000, QCII completed its adgtiaisof U S WEST, Inc. ("U S WEST") (the "Merger'y)) S WEST (our pre-Merger parent)
was deemed the accounting acquirer and its hisidiftancial statements, including those of its ihowned subsidiaries, have been carried
forward as the predecessor of the combined compdre/Merger has been accounted for as a reversésémn under the purchase method
of accounting with U S WEST being deemed the actiogracquirer and QCII (prior to the Merger, "preeider QCII") the acquired entity.

Our wireless services are provided by oolly owned subsidiary Qwest Wireless LLC ("Qwest&éss"). We intend to transfer
ownership of Qwest Wireless to an affiliate in thear future. After this transfer, we will no londeave significant wireless operations. T



transfer will take place as soon as we have redallenecessary regulatory approvals, perhapsrsasathe second quarter of 2004.
Note 2: Summary of Significant Accounting Policies

Basis of presentation. The accompanying consolidated financial statémmclude our accounts and the accounts of cusidiaries
over which we exercise control. All intercompanyaamts and transactions with our consolidated sidrsé$ have been eliminated.

We record intercompany charges at the atschilted to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distied cost, as more fully described in Note 14—Rel&®arty Transactions. Regulators
periodically review our compliance with regulatioAsljustments to intercompany charges that resoihfthese reviews are recorded in the
period they become known. We purchase serviceh, asitnarketing and advertising, information techgg) product and technical services
as well as general support services from affiliatée provide to our affiliates telephony, data s and wireless as well as other services.

Use of estimates. Our consolidated financial statements are pegbian accordance with accounting principles gdhesazcepted in the
United States of America ("GAAP"). These accountinignciples require us to make certain estimatedgments and assumptions. We bel
that the estimates, judgments and assumptions wilagle accounting for items and matters such as ferg-contracts, customer retention
patterns, allowance for bad debts, depreciatiomréination, asset valuations, internal labor cdiidion rates, recoverability of assets,
impairment assessments, employee benefits, tee®mvies and other provisions and contingencieseasdnable, based on information
available at the time they are made. These estapjaidgments and assumptions can affect the rapart®unts of assets and liabilities as of
the date of the consolidated financial statemexgtsyell as the reported amounts of revenue ancheggeaduring the periods presented. We
also assess
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potential losses in relation to pending litigateomd, if a loss is considered probable and the atmmambe reasonably estimated, we recognize
an expense for the estimated loss. Actual resalikldiffer from these estimates. See Note 15—Cdmamts and Contingencies.

Reclassifications. Certain prior year balances have been recladdid conform to our current year presentation.

Revenue recognition. Revenue for services is recognized when tlaaélservices are provided. Payments receivedvianag are
deferred until the service is provided. Up-froregaeceived, primarily activation fees and instaltacharges, as well as the associated
customer acquisition costs, are deferred and rézedmver the expected customer relationship psriathich range from one to 10 years.
Expected customer relationship periods are estunatang historical data of actual customer retenfiatterns. Termination fees or other fees
on existing contracts that are negotiated in coetjon with new contracts are deferred and recogh@esr the new contract term.

Revenues related to equipment sales aognézed upon acceptance by the customer, and whire @onditions for revenue recognition
have been satisfied. Customer arrangements tHatmboth equipment and services are evaluatedttine whether the elements are
separable based on objective evidence. If the elenaze separable and separate earnings procegstesotal consideration is allocated to
each element based on the relative fair valueseo$éparate elements and the revenue associatedagh element is recognized as earned. If
separate earnings processes do not exist, totaldmyation is deferred and recognized ratably gweifonger of the contractual period or the
expected customer relationship period.

Advertising costs. Costs related to advertising are expensedcasrizd. Advertising expense was $127 million, $&filion and
$310 million for the years ended December 31, 22082 and 2001, respectively and is included ihmgglgeneral and administrative in the
accompanying consolidated statements of operations.

Legal costs. In our normal course of business, we incurctshire and retain external legal counsel tosalus on regulatory and
litigation matters. We expense these costs asserutices are received.

Income taxes. We are included in the consolidated federabine tax return of QCII. The QCII tax allocation ipgltreats our
consolidated results as if we were a separate yaxpahe policy requires that each subsidiary payjrttax liabilities in cash based upon each
subsidiary's separate return taxable income. Textent a subsidiary has taxable losses, no fundingceived and therefore such benefit is
retained by QCII. We are also included in combistde tax returns filed by QCII, and the same alion policy applies.

The provision for income taxes consistamfimount for taxes currently payable and an anfoutéx consequences deferred to future
periods. Deferred income tax assets and liabildiesrecognized for the future tax consequencabutible to the differences between the
financial statement and tax basis of assets ahiliti@s using enacted tax rates expected to afupthie year in which the differences are
expected to affect taxable income. The effect darded income tax assets and liabilities of a cleangax rate is recognized in operations in
the period that includes the enactment date ofdteechange. Deferred tax assets are reviewedeondee if they are more likely than not to
be realized and, if not, then valuation allowaraesestablished to reduce deferred income taxsags#ie amounts expected to be recove
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We use the deferral method of accountimgrieestment tax credits earned prior to the repéalich credits in 1986. We also defer
certain transitional investment tax credits earaelr the repeal, as well as investment tax creditaed in certain states. Investment tax
credits are included in other long-term liabilit@s our consolidated balance sheets. We amortegetbredits over the estimated service lives
of the related assets as a decrease to our in@nexpense in our consolidated statements of apesat

Cash and cash equivalentsWe utilize the cash management services of Q@UIl manages our cash in accordance with its cash
investment policy, which restricts investmentsngure preservation of principal and maintenandeuoidity. Although cash and cash
equivalents balances are generally unsecured,adandes are maintained with financial institutitimst QCII and we believe are creditwort
We consider cash on hand, deposits in banks amgtiments purchased with original maturities oféhr@nths or less to be cash and cash
equivalents. Our cash investment policy limits ¢tbacentration of investments with specific finahaiatitutions or among certain products
and includes criteria related to credit worthinesany particular financial institution.

Allowance for doubtful accounts.The allowance for doubtful accounts receivabfeects our best estimate of probable losses értier
in our receivable portfolio determined on the ba$ikistorical experience, specific allowancesknown troubled accounts and other
currently available evidence.

Property, plant and equipment.Property, plant and equipment is carried at and, effective January 1, 2003, with our adoptbn
Statement of Financial Accounting Standards ("SHAR). 143, "Accounting for Asset Retirement Obligas" ("SFAS No. 143"), is adjust
for legal retirement obligations. Property, plant@quipment is depreciated using the straightdimeip method. Under the straight-line
group method, assets dedicated to providing regditelecommunications services (which comprisentagrity of our property, plant and
equipment) that have similar physical charactesstise and expected useful lives are categoniztitbiyear acquired on the basis of equal
life groups of similar assets for purposes of dejateon and tracking. Generally, under the straigie group method, when an asset is sold or
retired; the cost is deducted from property, pkard equipment and charged to accumulated depi@tiaithout recognition of a gain or loss.
A gain or loss is recognized in our consolidatedeshents of operations only if a disposal is abrdromusual; when a sale involves land;
assets associated with the sale of customer cositi@cassets constructed or acquired for salesdleadd improvements are amortized over
shorter of the useful lives of the assets or tasdderm. Expenditures for maintenance and regarexpensed as incurred. Interest is
capitalized during the construction phase of netvaard other internal-use capital projects. Emplengdated costs directly related to
construction of internal use assets are also daithduring the construction phase. Property, fodanal equipment supplies used internally are
carried at average cost, except for significanividdial items for which cost is based on specidieritification.

Impairment of long-lived assets.We review long-lived assets and other intarggdssets with long lives for impairment whenevetsa
and circumstances indicate that the carrying ansooithe assets may not be recoverable. An impairioss is recognized only if the
carrying amount of the asset is not recoverableexgdeds its fair value. Recoverability of assetse held and used is measured by
comparing the carrying amount of an asset to ttimated undiscounted future net cash flows expetd generated by the asset. If the
asset's carrying value is not recoverable, an impEit charge is recognized for the amount by wthiehcarrying amount of the asset exceeds
its fair value. We determine fair values by refeeto replacement cost or discounted cash flowappeopriate.
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Prior to the adoption of SFAS No. 142, "@will and Other Intangible Assets" ("SFAS No. 142id SFAS No. 144, "Accounting for
Impairment or Disposal of Long-Lived Assets" ("SFAS. 144" on January 1, 2002, we reviewed our {ived assets, such as intangible
assets and property, plant and equipment for impeit in accordance with SFAS No. 121, "Accountiaigthe Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed8§FAS No. 121"). Under SFAS No. 121, we reviewed long-lived assets for
impairment whenever events or changes in circurnstaimdicated that the carrying amount of an asgggtt not be recoverable. We
evaluated the recoverability of our lofiged assets based on estimated undiscounted foasteflows and provided for impairment when ¢
undiscounted cash flows were insufficient to reedlie carrying amount of the long-lived asset.

Software capitalization. Internally used software, whether purchasedieseloped, is capitalized and amortized using tifseght-line
method over an estimated useful life of 18 monthiéve years. In accordance with American Institote€ertified Public Accountants
Statement of Position 98-1, "Accounting for the Saff Computer Software Developed or Obtained fiterhal Use," we capitalize certain
costs associated with internally developed softvgaidh as costs of employees devoting time to thgegis and external direct costs for
materials and services. Costs associated withnialigrdeveloped software to be used internallyeaqgensed until the point at which the
project has reached the development stage. Sub¥eapditions, modifications or upgrades to intennsd software are capitalized only to the
extent that they allow the software to performskta previously did not perform. Software mainteoa and training costs are expensed in the
period in which they are incurred. The capitaliaatof software requires judgment in determining wheproject has reached the development
stage and the period over which we expect to befrefn the use of that software. Capitalized sofev@evelopment costs are included in
intangible assets in our consolidated balance sk



Intangible assets. Intangible assets, such as wireless spectieendes and capitalized software, are recordedsat co

Intangible assets with finite lives are atized on a straight-line basis over that life. \WWhthere are no legal, regulatory, contractual or
other factors that would reasonably limit the ukbfel of an intangible asset, we classify the igible asset as indefinite lived and as such
these intangible assets are not amortized. Pritret@doption of SFAS No. 142 these intangibletassere amortized on a straight-line basis
over their estimated useful lives.

Impairment of indefinite-lived intangiblesets. Intangible assets with indefinite lives areiegwed for impairment annually or
whenever an event occurs or circumstances chaagevtuld more likely than not reduce fair valuedvelcarrying value. These assets are
carried at historical cost if their estimated featue is greater than their carrying amounts. Hawei their estimated fair value is less than
carrying amount, indefinite-lived intangible assats reduced to their estimated fair value throailgimpairment charge to our consolidated
statements of operations.

Restructuring and Merger-related chargesPeriodically QCII commits to exit certain busas activities, eliminate administrative and
network locations, and/or reduce our number of eyg#s. At the time a restructuring plan is apprdwe@CII, we record a charge to the
consolidated statement of operations for our egéthaosts associated with the plan. Charges assdaiath these exit or restructuring plans
incorporate various estimates, including severaosts, sublease income and costs, disposal cestghlof time on the market for abandoned
rented locations and contractual
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termination costs. We also record a charge whepexmanently cease use of a leased location. Egtinoditcharges associated with the
abandoned operating leases, some of which entajtierm lease obligations, are based on existimg@haonditions and net amounts that we
estimate we will pay in the future. In accordanétBFAS No.146, "Accounting for Costs Associatathviexit or Disposal

Activities," ("SFAS No. 146"), charges associatdthvabandoned operating leases recorded in 2008 measured using the present value of
the estimated net amounts we will pay and chamgesrded in 2002 and 2001 were measured on an wodita basis. We utilize real estate
brokers to assist in assessing market conditiodsnahamounts that we expect to pay.

Fair value of financial instruments. Our financial instruments consist of cash aamshcequivalents, accounts receivable, accounts
payable and borrowings. The carrying values of eaghcash equivalents, accounts receivable, accpagtble and short-term borrowings
approximate their fair values because of their stesm nature. Our borrowings, excluding affiliferrowings, had a fair value of
approximately $8.2 billion and $6.5 billion at Dedeer 31, 2003 and 2002, respectively. The faireslof our borrowings are based on
guoted market prices where available or, if notlabée, based on discounted future cash flows usurgent market interest rates.

Stock based compensationSome of our employees participate in QClII'slstaption plans. These plans are accounted fogubia
intrinsic-value method allowed under Accountingneiples Board Opinion No. 25 "Accounting for Stdskued to Employees," ("APB
No. 25") under which no compensation expense isgized for our options granted to employees wherekercise price of those optic
equals or exceeds the value of the underlying #igaur the measurement date. Any excess of th&k gtice on the measurement date over
the exercise price is recorded as deferred compiensand amortized over the service period durimicty the stock option award vests using
the accelerated method described in Financial Aaibog Standards Board ("FASB") Interpretation ("FiNlo. 28, "Accounting for Stock
Appreciation Rights and Other Variable Stock Optwward Plans”, ("FIN No. 28"). QCII allocatesus, through a contribution, our share
of the deferred compensation expense describethHeaeed on options granted.

Had compensation cost for our employeasigization in the QCII stock-based compensaticanplbeen determined under the fair-value
method in accordance with the provisions of SFAS M8, "Accounting for Stock-Based Compensatiom,rai income would have been
changed to the pro forma amounts indicated below:

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Net income:
As reportec $ 1,05C $ 80t $ 1,407
Add: Stock-based employee compensation expensgdiedlin net income, net of related tax
effects 1 1 4
Deduct: Total stock-based employee compensatioarespdetermined under the fair-value-
based method for all awards, net of related tascts (28) (44) (88)
Pro forma $ 1,02: $ 76z % 1,32:
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The pro forma amounts reflected above nwye representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thless is not known and the assumptions usedi¢ordime the fair value can vary
significantly. Following are the weighted-averagswamptions used with the Black-Scholes option-pgenodel to estimate the fair value of
all QCII options granted to our employees in 2@XK)2 and 2001:

Years Ended December 31,

2003 2002 2001
Risk-free interest rat 2.7% 4.1% 4.1%
Expected dividend yiel 0.C% 0.C% 0.2%
Expected option life (year: 4.4 4.4 4.4
Expected stock price volatilil 88.(% 57.€% 41.2%
Weightec-average grant date fair val $ 237 $ 2.2E $  9.4C

Stockholder's equity. In the normal course of business we transfeetago and from our parent, QSC. It is QClI's andpolicy to
record asset transfers to and from QSC based oyirgavalues.

Recently Adopted Accounting Pronouncements and Cuative Effects of Adoptior

FIN No. 45, "Guarantor's Accounting anddliasure Requirements for Guarantees, IncludingéatliGuarantees of Indebtedness of
Others" ("FIN No. 45") was issued in November 20D2e interpretation provides guidance on the guaranaccounting for and disclosure
guarantees, including indirect guarantees of ireliriss of others. We adopted the disclosure rageires of FIN No. 45 as of December 31,
2002. The accounting guidelines are applicableettain guarantees, excluding affiliate guarantessied or modified after December 31,
2002, and required that we record a liability toe fair value of such guarantees on our consolidééance sheet. The adoption of this
interpretation had no material effect on our coigsdéd financial statements.

On January 1, 2003, we adopted SFAS No. TH3 statement addresses financial accountingeatting for obligations associated
with the retirement of tangible long-lived assatd ¢the associated asset retirement costs, genezfdlyed to as asset retirement obligations.
SFAS No. 143 requires entities to record the falug of a legal liability for an asset retiremehligation. If a reasonable estimate of fair
value can be made, the fair value of the liabilflf be recognized in the period it is incurred,ifonot, in the period a reasonable estimate of
fair value can be made. This cost is initially ¢alized and then amortized over the estimated re@nuseful life of the asset. We have
determined that we have legal asset retiremengatidins associated with the removal of a limiteougrof long-lived assets and recorded a
cumulative effect of a change in accounting pritecigharge upon adoption of SFAS No. 143 of $7 onll{an asset retirement obligation of
$12 million net of an incremental adjustment to liisgorical cost of the underlying assets of $3iam)) in 2003.

Prior to the adoption of SFAS No. 143, weliided in our group depreciation rates estimagtdemoval costs (removal costs less
salvage). These costs have historically been teflieio the calculation of depreciation expense,thrdefore, recognized in accumulated
depreciation. When the assets were actually retinelremoval costs were expended, the net remostd evere recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where the
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removal costs exceeded the estimated salvage antliere did not have a legal removal obligationsThsulted in income from the
cumulative effect of a change in accounting prikeigf $365 million before taxes upon adoption oASANo. 143. The net income impact of
the adoption is $219 million ($365 million less ®i& million charge disclosed above, net of incomes of $139 million) in 2003. Beginning
January 1, 2003 the net costs of removal relatéhe®e assets are charged to our consolidatednstat®f operations in the period in which
the costs are incurred.

In January 2003 and December 2003, the FiaSiR=d and then revised FIN No. 46, "ConsolidatibWariable Interest Entities” ("FIN
No. 46"), which is effective immediately for allni@ble interest entities created after January2803. FIN No. 46 must be applied for the 1
fiscal year or interim period ending after March 2804 for variable interest entities or the fogtarter 2004 for us. FIN No. 46 requires
existing unconsolidated variable interest entiteebe consolidated by their primary beneficiarfebé entities do not effectively disperse risks
among the parties involved. A primary beneficialbgarbs the majority of the entity's losses, orenezs a majority of the entity's expected
residual returns, if they occur, or both. Wheris iteasonably possible that the information aboutvariable interest entity relationships must
be disclosed or consolidated, we must disclosadiere, purpose, size and activity of the variatierest entity and the maximum expos



to loss as a result of our involvement with thealale interest entity in all financial statemergsued after January 31, 2003. We believe it is

unlikely that the adoption of FIN No. 46 will regeiconsolidation of any significant unconsolidag¢edities.

Note 3: Accounts Receivable

The following table presents details of aocounts receivable balances:

December 31,

2003

2002

(Dollars in millions)

Trade receivable $ 98C $ 1,131
Earned and unbilled receivabl 207 25C
Purchased and other receivak 18¢ 25&
Subtotal 1,37¢ 1,63¢
Less: Allowance for bad dek (132) (140
Accounts receivab—net 1,24: 1,49
Accounts receivab—affiliates 10€ 12C
Total accounts receivable—net $ 1,34¢ $ 1,614
| |

We are exposed to concentrations of cregktfrom customers within our local service ared &om other telecommunications service
providers. We generally do not require collatesadécure our receivable balances. We have agreemiéhtother telecommunications serv
providers whereby we agree to bill and collecthwirtbehalf for services rendered by those progideiour customers within our local serv
area. We purchase accounts receivable from otleot@munications service providers on a non-re@heasis and include these amounts in
our accounts receivable balance. We have not eexquard any significant losses related to these psezhreceivables.
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Note 4: Property, Plant and Equipment
Property, Plant and Equipmer

The components of property, plant and egeipt are as follows:

December 31,

Depreciable
Lives 2003 2002
(Dollars in millions)
Land N/A $ 102 $ 103
Buildings 38 years 2,95¢ 2,90¢
Communications equipme 7-10 years 18,46¢ 18,50¢
Other network equipmel 8-57 years 18,66: 18,21
General purpose computers and o 5-11 years 2,33¢ 2,51¢
Construction in progres N/A 14z 17z
Total property, plant and equipment 42,66: 42,41:
Less: accumulated depreciati (26,207 (25,10)
Property, plant and equipment—net $ 16,45¢ $ 17,31:

Asset Impairmentt



A summary of asset impairments recognizeabifollows:

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Property, plant and equipment and internal usevsoé project: $ 23C % 82t % —
Capitalized software due to restructuring and Meegtivities
(Note =—Intangible Assets — 4 49
Total asset impairmen $ 23C % 82¢ % 49
| | |
2003 Activities

In August 2003, we entered into a servagreement with a subsidiary of Sprint Corporatit3p(int") that allows us to resell Sprint
wireless services, including access to Sprint'®natde personal communications service ("PCS"gless network, to consumer and
business customers, primarily within our local smarea. We began offering these Sprint serviodguour brand name in March 2004.
Under the services agreement, we retain contrallgfales and marketing, customer service, biling collection, pricing, promotion and
product offerings relating to the Sprint servideatiwe resell. The services agreement providesSguant will be our exclusive wireless
provider and has an initial term of five years (wdiutomatic renewal for successive one-year temtibaither party provides notice of non-
renewal). Through Qwest Wireless, we continue terafe a PCS wireless network that serves seledtetsawithin our local service area,
including Denver, Seattle, Phoenix, MinneapolisitRad, Salt Lake City and other smaller marketsr ®ireless customers who are currel
being serviced through our proprietary wirelessvoek will be transitioned onto Sprint's
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network over time. Due to the anticipated decréasmsage of our own wireless network following trensition of our customers onto Spril
network, in the third quarter of 2003 we perfornaedevaluation of the recoverability of the carryirdue of our long-lived wireless network
assets.

In accordance with SFAS No. 144, we compp@ress undiscounted cash flow projections to #reying value of the wireless network
assets and determined that the carrying valueosktlassets were not expected to be recovered thfotuge projected cash flows. We then
estimated the fair value using recent selling price comparable assets and determined that olusitasd, switches, related tools and
equipment inventory and certain capitalized sofenthat support the wireless network were impaingdrbaggregate amount of $230 million.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new masiedounting purposes. As such,
approximately $25 million in accumulated depreaativas eliminated in connection with the accounferghe impairments. The impact of
the impairments will reduce our annual depreciatinod amortization expense by approximately $4Gonillbeginning October 1, 2003.

2002 Activities

Effective June 30, 2002, a general detation of the telecommunications market, downwaxdsiens to our expected future results of
operations and other factors indicated that ouestments in long-lived assets may have been intpairthat date. We performed an
evaluation of the recoverability of the carryinduaof our long-lived assets using gross undisaicash flow projections. For impairment
analysis purposes, we grouped our property, plateguipment, capitalized software and customes éiad then projected cash flows by our
traditional telephone network and our wireless ekwBased on the gross undiscounted cash floveptiops, we determined that our
traditional telephone network was not impaired. ldwar, we determined that our wireless network, wipiovides PCS in select markets in
our local service area, was impaired at June 302.2Bor our wireless network, we then estimateddfresalue using replacement cost. Based
on our analysis, the estimated fair value of theel@ss assets was less than our carrying amoudts@mnecorded an impairment charge of
$825 million as of June 30, 2002. Replacementwastdetermined by using current cost adjustedtgsigal deterioration, functional
obsolescence and economic obsolescence.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new masaedounting purposes. As such,
approximately $410 million in accumulated depreoiatvas eliminated in connection with the accoupfior the wireless assets impairment.
The impact of the impairments reduced our annugtetgation and amortization expense by approxinga&@B5 million, beginning July 1,
2002.

Asset Retirement Obligatior



As discussed in Note 2—Summary of Significccounting Policies, we adopted SFAS No. 143amuary 1, 2003.
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Our asset retirement obligations primardiate to the costs of removing circuit equipment wireless towers from leased properties
when the leases expire. The following table redesdhe change in asset retirement obligationsiduhie year:

Change in Asset
Retirement
Obligations

(Dollars in millions)

Liability recognized upon adoption on January 102 $ 12
Liability incurred —

Liability settled —
Accretion expense

=

Balance as of December 31, 2( $ 13

If the provisions of SFAS No. 143 had badopted for the prior years presented, net incomddwhave decreased by approximately
$45 million and $40 million for the years ended Beber 31, 2002 and 2001, respectively. The assetment obligation would have been
approximately $10 million and $8 million at DecemBB&, 2001 and December 31, 2000, respectively.

Note 5: Intangible Assets
The components of intangible assets afell@svs:

December 31,

2003 2002

Amortizable Carrying Accumulated Carrying Accumulated
Lives Cost Amortization Cost Amortization

(Dollars in millions)

Intangibles with indefinite lives:

Spectrum licenses $ 115 $ — 8 112 $ —
Intangibles with finite lives:

Capitalized software and other 1.5-5years 1,88¢ (861) 1,70¢ (542)

Total intangible assets $ 2001 $ (861) $ 1,817 $ (542
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Amortization Expense

We recorded amortization expense of $39Bomiin 2003 for intangible assets with finite ¢is. Based on the current amount of
intangible assets subject to amortization, theregtd amortization for each of the succeeding Bsyisaas follows:

Estimated
Amortization
Expense

(Dollars in millions)

2004 $ 377



2005 30¢

2006 20¢
2007 99
2008 36

Total $ 1,02t

Adoption of SFAS No. 14.

Effective January 1, 2002, we adopted SR&S142, which requires companies to cease amogtgoodwill and intangible assets wh
have indefinite useful lives. SFAS No. 142 alsauiegp that goodwill and indefinite-lived intangitdesets be reviewed for impairment upon
adoption and annually thereafter, or more oftevénts or circumstances warrant.

We ceased amortizing our intangible assétsindefinite lives, primarily wireless spectrdioenses on January 1, 2002. We also
reviewed the useful lives of our amortizable inthtgyassets, primarily capitalized software, anttdained that they remained appropriate.
We performed a transitional impairment test of mgible assets with indefinite lives on JanuarydQ2and determined the carrying values
remained appropriate. We performed the annual imyit test for 2003 and also determined the cagryalues remained appropriate.

Intangible asset impairmen

In June 2002, as discussed in Note 4—Ptppelant and Equipment, we recorded an asset irmait charge to other intangible assets
with finite lives. These include impairments rethte capitalized computer software of $34 milliarhich is included in the $825 million
wireless asset impairment charge. In September, 2808iscussed in Note 4—Property, Plant and Eceripmve recorded an asset
impairment charge to Property, Plant and Equiprf@ar$230 million, which includes capitalized compusoftware of $15 million. We
recorded asset impairment charges of $4 milliong@imillion in 2002 and 2001, respectively, refate internal software projects that we
terminated, including customer database systeneqisj
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Note 6: Borrowings
Current Borrowings

As of December 31, 2003 and 2002, our ctiberrowings consisted of:

December 31,

2003 2002

(Dollars in millions)

Current borrowings, affiliate $ 2,118 $ 1,88¢
Current portion of lon-term borrowings 867 1,17¢
Current portion of capital lease obligations arttko 14 76
Total current borrowings $ 299¢ % 3,14:
I I

Current borrowings—affiliates representrstterm borrowings by our wholly owned subsidia@uvest Wireless, on unsecured lines of
credit from affiliates (the "Affiliates Lines of @dit") that are wholly owned by QCII. The Affiliatd.ines of Credit mature in January 2005
and have an interest rate of 7.50% per annum. \Weatxhat the maturities of these lines of credlithve extended by our affiliates as
necessary.

Until February 2002, we maintained comnarpaper programs to finance our short-term opggatash needs. QCIl and we had a
$4.0 billion syndicated credit facility ("Credit Eisity"), of which $1.0 billion was designated ts.uAs a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarter2ef02. During the first quarter of 2002, '
also paid down approximately $1.0 billion of ourramt borrowings including substantially all of cautstanding commercial paper.

In March 2002, we used approximately $1lih of the proceeds from our March 2002 bondeaifig, discussed below, to reduce our
amount outstanding under the Credit Facility tamz€CIl and QSC amended the Credit Facility in Astgaf 2002. Following the amendme



we are no longer a party to the Credit Facility.
Long-term Borrowings

As of December 31, 2003 and 2002, our ltmmg: borrowings consisted of the following:

December 31,

2003 2002

(Dollars in millions)

Notes with various rates ranging from 5.50% to 9%2including LIBOR*

plus 4.75%, with maturities from 2004 to 2C $ 7881 $ 7,31¢€
Unamortized discount and ott (157 (142

Capital lease obligations and otl 25 97

Less: current portio (881) (1,25

Total lon¢-term borrowings $ 6,87¢ % 6,01¢€

| |

* London interbank offering rate
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The indentures governing the notes in thesa table contain certain covenants including,naatimited to: (i) a prohibition on certain
liens on the assets of Qwest and (ii) a limitatbenmergers or sales of all, or substantially dlthe assets of Qwest, which limitation requires
that a successor assume the obligation with refgatttese notes. These indentures do not contaicrasg-default provisions. We were in
compliance with all of the covenants at December2803.

On June 9, 2003, we completed a senior keamin two tranches for a total of $1.75 billiprincipal amount of indebtedness. The term
loan consists of a $1.25 bhillion floating rate the, due in 2007, and a $500 million fixed ratedtee, due in 2010. The term loan is
unsecured and ranks equally with all of our indébéss. The floating rate tranche cannot be prdpaisvo years and thereafter is subject to
prepayment premiums through 2006. There are no atandprepayment requirements. The covenant araltléérms are substantially the
same as those associated with our other long-tebh @he net proceeds were used to refinance ajppatedy $1.1 billion of our debt due in
2003 and fund or refinance our investment in tel@twinications assets.

The floating rate tranche bears intere&iROR plus 4.75% (with a minimum interest rate6o50%) and the fixed rate tranche bears
interest at 6.95% per annum. The interest ratderfldating rate tranche was 6.50% at Decembe2@13. The lenders funded the entire
principal amount of the loan subject to the origjisaue discount for the floating rate tranche 0% and for the fixed rate tranche of
1.652%.

In March 2002, we issued $1.5 billion imds with a 10-year maturity and an 8.875% interatst. At December 31, 2003 the interest
rate was 9.125%. Once we have registered the natieshe Securities and Exchange Commission (tHeC'S, the interest rate will return to
8.875%, the original stated rate.

Our long-term borrowings had the followingerest rates and maturities at December 31, 2003:

Maturities

Interest Rates 2004 2005 2006 2007 2008 Thereafter Total

(Dollars in millions)

Above 5% to 6% $ 117 $ 41 $ — $ 70 $ 32C ¢ — $ 54¢
Above 6% to 7% — 41¢ — 1,34( — 1,50¢ 3,25¢€
Above 7% to 8% 2,86¢ — — — 2 1,581 4,451
Above 8% to 9% — — — — — 25C 25C
Above 9% to 10¥ — — — — — 1,50C 1,50(

Total $ 298 $ 457 $ — $ 141 $ 32z % 4,831 10,00¢



Capital leases and other 25
Unamortized discount and other (157)
Less current borrowings (2,999
Total long-term debt $ 6,87«
|

Other debt related matters

At December 31, 2003, QCII and its consaikd subsidiaries had total borrowings of $17.kobil Some of these borrowings issued by
QCIll and QSC are secured by liens on our stocla Assult, ownership of our stock could transfeitifier QCIl or QSC were to default on
their debt obligations.
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At December 31, 2003, QCII was in compliance wittpeovisions and covenants of their borrowings.|Qébtained extensions under the
QSC Credit Facility for the delivery of certain amhand quarterly financial information. The waieatended the compliance date to provide
certain annual and quarterly financial informatiorMarch 31, 2004. On February 5, 2004, the QS@iCFacility was paid off and

terminated.
Interest

The following table presents the amourgrofss interest expense, capitalized interest asiul jgaid for interest during 2003, 2002 and
2001:

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Gross interest expen $ 73¢ 3% 724 % 65¢
Capitalized interes (13 (25) (46)
Net interest expens $ 72¢ $ 69¢ $ 612
| | |

Cash interest pai $ 731 % 632 % 60€
| | I

Of the cash interest paid shown above, oashest paid to affiliates amounted to $151 milli$162 million and $142 million for 2003,
2002 and 2001, respectively.

Note 7: Restructuring and Merger-related Charges

The restructuring reserve balances discuissw are included in our consolidated balan@e=thin the category of accrued expenses
and other current liabilities for the current portiand other long-term liabilities for the longsteportion. As of December 31, 2003 and 2002,
the amounts included as current liabilities are 8Bi8on and $53 million, and the long-term port®are $14 million and $30 million,
respectively.

2003 Activities

During the year ended December 31, 200Badsof an ongoing effort of evaluating costs péations, QCII reviewed our employee
levels in certain areas of our business. In conmeetith this restructuring and, as a result, wialglished a reserve and recorded a charge to
our 2003 consolidated statement of operations Tarisillion to cover the costs associated with treet@ns, more fully described below.
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An analysis of activity associated with 8893 restructuring plan as well as prior yearruestiring and Merger plans is as follows:

Year Ended December 31, 2003

January 1, December 31,
2003 2003
Balance Provisions Utilization Reversals Balance

(Dollars in millions)

2003 restructuring pla $ — 3 71 $ 20 $ — $ 51
2002 restructuring pla 60 — 36 3 21
2001 restructuring pla 21 — 10 11 —
Merger-related 2 — 2 — —

Total $ 83 $ 71 $ 68 $ 14 3 72

The 2003 restructuring reserve includedgbsof $65 million related to severance benefitspant to established severance policies
$6 million for real estate exit obligations, whighimarily include estimated future net paymentsaabandoned operating leases. QCII
identified approximately 1,600 of our employeesirearious functional areas to be terminated asqdattis restructuring. Through
December 31, 2003, approximately 1,100 of the mdmeductions had been completed. The remainingédlictions are expected to occur
over the next year, with severance payments gependlending from two to 12 months. The real estdié costs include the net present value
of rental payments due over the remaining ternhefi¢ases, net of estimated sublease rentals sinthes] costs to terminate the leases.
Through December 31, 2003, we had utilized $20ionilbf the 2003 restructuring reserves for sevezgrayments.

SFAS No. 146 established standards forrtegpinformation about restructuring activitiedféetive for exit or disposal activities
initiated after December 31, 2002, SFAS No. 14&ireg disclosure of the total amount of costs etgubto be incurred in connection with
these activities for each reportable segment. Weaddave separate segments although we contib@€I1's segments. Our contribution to
QCllI's restructuring expense by segment includésriiilion for wireline and $5 million for other.

During the year ended December 31, 200tized $30 million of the established reserveisseverance payments made to employees
that were terminated under the 2002 restructuriag and $6 million for real estate exit-related payts. QCII had identified 2,400 of our
employees to be terminated as part of the 2002 plasthas of December 31, 2003 these employee iedsiatere complete, with some
severance payments extending into 2004. As the g0Rterminations were completed and actual agstg less than originally estimated,
we reversed $3 million of the 2002 plan reserveinduthe year ended December 31, 2003. The renta2002 plan reserve includes
$4 million for severance payments, which we expecttilize in 2004 and $17 million for real estatat costs. The real estate exit reserve:
expected to be utilized over the next several y&a@| had anticipated that 4,800 of our employeesild be terminated as part of the 2001
plan. We have terminated 3,700 employees undeptais During the year ended December 31, 2003)tileed $10 million of the 2001
plan reserves, primarily for real estate exit coatsthe employee severance-related activitiesiveléo the 2001 plan were complete, the
remaining combined reserve of $11 million was regdrduring the year ended December 31, 2003. BetBQ01 and 2002 plan reversals
were necessary as actual costs for the plans wesdhan originally estimated.
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During the year ended December 31, 2003tdiezed the remaining Merger-related reserveldisthed during 2000.
2002 Activities

During the year ended December 31, 200&sponse to shortfalls in employee reductionsasisg the 2001 restructuring plan (as
discussed below) and due to continued declinesiimevenue and general economic conditions, Q@Htified employee reductions in
various functional areas and permanently exitedralber of operating and administrative locationscdnnection with that restructuring, we
established a restructuring reserve and recordbduge of $109 million to our 2002 consolidatedesteent of operations to cover the costs
associated with these restructuring actions mdhe described below.

Year Ended December 31, 2002

January 1, December 31,
2002 2002
Balance Provisions Utilization Reversals Balance

(Dollars in millions)

2002 restructuring plan and ott $ — 3 10¢ $ 49 $ — $ 60
2001 restructuring pla 20¢ 75 127 13t 21
Merger-related 38 — 6 30 2



Total $ 24 $ 184 $ 18z $ 165 $ 83

The 2002 plan provision included $79 milli@r severance costs and $30 million for realtestait costs. During the year ended
December 31, 2002, $42 million of the reserve waied for severance costs and $7 million waszed for real estate exit costs. Relative to
the 2001 plan, during the year ended December(12,26110 million of the reserve was utilized fevarance costs and $17 million was
utilized for real estate exit costs. Also during trear ended December 31, 2002, we accrued ancaddi$75 million for additional 2001 ple
real estate exit costs and reversed $135 millic206fL plan severance and real estate exit resgmiegrily as actual 2001 plan terminations
of 3,700 were lower than the 4,800 which were gdied in the plan.

During the year ended December 31, 200tized $6 million of Merger-related reservesaddished during 2000 and also reversed
$30 million of the Merger-related reserves as tteraployee reductions and contractual settlements s@mplete.

2001 Activities

During the year ended December 31, 200lesta@blished a reserve and charged to our contedidéatement of operations $212 million
for restructuring activities in conjunction withetl@CIl 2001 restructuring plan. This reserve wasmaised of $188 million for severance
costs and $24 million for real estate exit costsifly the year ended December 31, 2001, in relatidhe Merger, we charged to our
consolidated statement of operations $114 millmrefdditional contractual settlement, legal corgimgy and other related costs and
$6 million for additional severance and employdatesl charges, net of reserve reversals. The additprovisions and reversals of our
Merger-related costs were due to additional Merg&ated activities and modifications to previouatcrued Merger-related activities.
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Cumulative Plan Utilization

The following table outlines our cumulativilization of the 2003, 2002 and 2001 and restnticg and Merger-related plans, through
December 31, 2003:

December 31, 2003-
Cumulative Utilization

Severance Real Estate
and Exit and
Related Related Total
(Dollars in millions)
2003 restructuring pla $ 20 $ — $ 20
2002 restructuring pla 72 13 85
2001 restructuring pla 11€ 25 141
Mergerrelated 254 64¢ 90:3
Total cumulative utilization $ 46z $ 687 $ 1,14¢
| | |
Note 8: Other Financial Information
Accrued expenses and other current liabiliti
Accrued expenses and other current ligdslitonsist of the following:
December 31,
2003 2002

(Dollars in millions)

Accrued property taxes and other operating ti $ 321 $ 357
Employee compensatic 19¢€ 16E
Current portion of state regulatory and legal lizibs 19¢€ 182



Accrued interes 121 14C

Other 66 55
Restructuring 58 53
Total accrued expenses and other current liakslitie $ 95¢ $ 952
| I

Note 9: Employee Benefits
Pension, Posretirement and Other Post-employment Benefits

Our employees participate in the QCII penspost-retirement and other post-employment higplefhs. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide lsrniefother employees of QCII or its
affiliates. The plan administrator allocates thetad pension and post-retirement health care if@ihsurance benefits and required
contributions to us. The allocation is based upopleyee demographics of our employees comparetl tioearemaining participants. For
further discussion of the QCII pension, post-retieait and other post-employment benefit plans please¢he QCII annual report on Form 10-
K for the year ended December 31, 2003 ("QCII 2B68n 10-K").
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In accordance with SFAS No. 132 "EmployBistlosures about Pensions and Other PostretireBeefits”, we are required to
disclose the amount of our contributions to QCléatige to the QCII pension, post-retirement anceofost-employment benefit plans. No
pension funding was required during 2003 or 2002 as1of December 31, 2003 and 2002, the fair vafitlee assets in the qualified pension
trust exceeded the accumulated benefit obligatidheoqualified pension plan. In addition, we dimt make any contributions to the post-
retirement healthcare or life trusts in 2002; hogrewe did contribute $8 million to the post-retirent healthcare trust in 2003. We expect to
contribute approximately $13 million to the postinement healthcare trust during 2004.

Our allocated pension credits for 2003,280d 2001 were $108 million, $160 million and $27dion, respectively. Our allocated
post-retirement benefit costs for 2003, 2002 ar@ll2Bere $297 million, $107 million and $12 millioespectively. These allocated amounts
represent our share of the pension credits andrpistment benefit costs based on the actuarikdtgrmined amounts.

For 2003, the net pension expense allodatedst of sales was $127 million, and for 200& 2001 the net pension credit allocated to
cost of sales was $34 million and $190 million pegtively. For 2003, the net pension expense abalc® Selling, General and
Administrative ("SG&A") was $62 million, and for 2@ and 2001 the net pension credit allocated to 8@&s $19 million and $77 million,
respectively.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

In December 2003, the Medicare Prescripbang, Improvement and Modernization Act of 200th€'Medicare Act") became law in 1
United States. The Medicare Act introduces a pigen drug benefit under Medicare as well as adraldsubsidy to sponsors of retiree
health care benefit plans that provide a benéddit ithat least actuarially equivalent to the Meridaenefit. In accordance with FASB Staff
Position FAS No. 106-1, "Accounting and DisclosRexjuirements Related to the Medicare PrescriptiagDmprovement and
Modernization Act of 2003," QCII elected to defecognition of the effects of the Medicare Act iryaneasures of the benefit obligation or
cost. Specific authoritative guidance on the actiagrfor the Federal subsidy is pending and thadayce, when issued, could require QCII
and us to change previously reported informatiamréhtly, QCII does not believe it will need to amdéts plan to benefit from the Medicare
Act. The measurement date used to determine peastbther postretirement benefit measures fopéimsion plan and the postretirement
benefit plan is December 31.

Other benefit plans
401(k) plan

QCII currently sponsors a defined contiitautenefit plan covering substantially all managetrand occupational (union) employees.
Under this plan, employees may contribute a peagenof their annual compensation to the plan wettain maximums, as defined by the
plan and by the Internal Revenue Service. Curre@{yll on our behalf, matches a percentage of mpl@yee contributions in QCtlommon
stock. We made cash contributions in connectioh witr employee's participation in QCIlI's 401(K)rpte $5 million for 2002 and
$59 million for 2001. In addition, QCII, on our kafh made contributions of QCIl common stock vala&46 million in 2003 and
$44 million in 2002. QCII did not make any contrilmns of QCII common stock on our behalf in 2001.
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Deferred compensation plans

QCII sponsors several deferred compensatims for a select group that includes certaiousfcurrent and former management and
highly compensated employees, certain of whichgse open to new participants. Participants ingh@ans may, at their discretion, invest
their deferred compensation in various investmaniaes, including QCII's common stock.

Our portion of QCII's deferred compensatditigation is included on our consolidated balasiveet in other long-term liabilities.
Investment earnings, administrative expenses, @wmimginvestment values and increases or decr@ates deferred compensation liability
resulting from changes in the investment valuesecerded in our consolidated statement of oparati@ur deferred compensation liability
in the QCII plan as of December 31, 2003 and 2088 $5 million and $7 million, respectively. Our fpon of QCII's deferred compensation
plans' assets were $1 million at December 31, 2808,s included in other long-term assets on onsclidated balance sheets.

Note 10: Stock Incentive Plans
Stock Options

Our employees participate in the QCII ergplostock option plans. The QCII plans are stodedaompensation plans that permit the
issuance of stock-based instruments including st@tions, stock appreciation rights, restrictedstand phantom units, as well as substitute
stock options and restricted stock awards.

QCllI's stock option plans, in which our dayges participate, are accounted for using thénsit-value method under which no
compensation expense is recognized for optiongenlan employees with a exercise price that equaéxceeds the value of the underlying
security on the measurement date. In certain instgrthe exercise price has been establishedtpribe measurement date, in which event
any excess of the stock price on the measuremémbgar the exercise price is recorded as defewethensation and amortized over the
service period during which the stock option awagdts, in accordance with FIN No. 28. We recordedksbased compensation expense of
$1 million, $2 million and $6 million in the yeaended December 31, 2003, 2002 and 2001, respactival further discussion of QCII
employee stock incentive plans see the QCIl 200H®D-K.

QCII charges us for stock-option compemsagixpense through a contribution to common stockiir share of the deferred
compensation expense.

Employee stock purchase pl¢

Our employees may participate in QCII's loyipe Stock Purchase Plan ("ESPP"). Under the tefrttee ESPP, eligible employees may
authorize payroll deductions of up to 15% of th®ise compensation, as defined, to purchase QGitisnon stock at a price of 85% of the
fair market value of the stock on the last tradilag of the month in which the stock is purchasedadcordance with APB No. 25, we do not
recognize compensation expense for the differerb@d®en the employees' purchase price and the taketvalue of the stock.
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Note 11: Stockholder's Equity
Common stock (no par value)

We have one share of issued and outstamdimgnon stock owned by QSC.
Transfer of assets and other transfers with QSC

In the normal course of business, we tema$sets to and from QSC. It is our policy to rét¢bese asset transfers as contributions or
distributions, based on carrying values. QSC tenaél to us $6 million in stock compensation du20@1. We transferred net assets to QSC
of $8 million in 2001. During 2002, QSC transfertedus $10 million of net assets, $16 million of teenefits on stock options and $2 million
for stock compensation. During 2003, QSC transtetoeus $8 million of net assets and $1 milliongtyck compensation. During 2003 and
2002, we transferred to QSC $173 million and $110an in tax benefits, respectively.

Dividends

We have historically declared and paid tagdividends to our parent, QSC, based on oural@ized net income. In August 2003, we
modified our dividend practice to exclude the impafoour wireless subsidiary's net income (losspanconsolidated earnings for purpose



determining the amount of regular dividends we a@echnd pay. As a result, we now declare and gaylaedividends based only on the
earnings of our wireline operations.

We declared cash dividends to QSC of $2t8ién, $805 million and $1.407 billion during @8, 2002 and 2001, respectively. The
2003 dividends declared include regular dividerfds10227 billion and dividends of $1.079 billiorlagng to net income from prior periods
that was not declared or paid as dividends in tipesmds. We plan to declare and make additionatldhd payments in the future until all |
income from wireline entities from prior periodsshzeen declared and remitted as dividends. We agtithat the incremental amount (in
addition to the $1.079 billion declared in 2003)ath dividends will be approximately $1.360 billio

We paid cash dividends of $2.880 billior &1.915 billion in 2003 and 2002, respectively Dd¥cember 31, 2003, we had $200 million
in dividends payable. In February 2004, we paiddgimds of $200 million. All dividends are paid t&Q, our parent.

Contested liability trust

We have established a contested liabilitgtt or grantor trust, related to the paymentesfain contingent obligations. The assets in the
trust set aside for payments of these contingeraeizsiot legally restricted. During 2000, the tnuas funded with a contribution of a note
receivable of $286 million. We recorded $286 millias an increase to common stock, and the rel2@@ illion note receivable into
common stock as well.
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Note 12: Income Taxes
The components of the provision for incdmeare as follows:
Years Ended December 31,
2003 2002 2001
(Dollars in millions)
Current tax provision
Federal $ 31 $ 464 3 152
State and local 37 51 16
35E 51t 16¢
| | |
Deferred tax expense (benef
Federal 132 (20 57C
State and local 29 (6) 99
161 (26) 66¢
Provision for income taxe $ 51€ % 48 % 83¢
| | |

The effective tax rate differs from thetstary tax rate as follows:

Years Ended December 31,

2003 2002 2001

(in percent)

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

State income tax—net of federal effec 3.2 2.3 3.3

Other 0.1 0.5 (1.0
Effective income tax rate 38.2% 37.&% 37.2%



The components of the deferred tax assetdiabilities are as follows:

December 31,

2003 2002

(Dollars in millions)

Property, plant and equipme $ (2949 $ (2,540
Intangible asset (372) (38¢)
Other deferred tax liabilitie (45) (139
Total deferred tax liabilities (3,36)) (3,06))
Pos-retirement benefi—net of pensiol 751 737
Allowance for doubtful accoun 76 86
Unamortized investment tax cre 45 49
Restructuring reserve 30 29
Other deferred tax asse¢ 98 112
Total deferred tax assets 1,00¢ 1,01z
Net deferred tax liabilitie $ (2,360) $ (2,049
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We paid $135 million, $646 million and $52@lion to QCII, through QSC, for income taxes2f03, 2002 and 2001, respectively.

We had unamortized investment tax credit&ld4 million and $125 million as of December 3003 and 2002, respectively, which are
included in other long-term liabilities on the colidated balance sheets. These credits are antbuizer the life of the related asset.
Amortization of investment tax credits of $11 nahi, $10 million and $19 million are included in thevision for income taxes for the years
ended December 31, 2003, 2002 and 2001, respgctAethe end of 2003, we had $13 million ($8 naifli net of federal income tax) of state
investment tax credit carryforwards that will expretween 2010 and 2016, if not utilized.

In accordance with SFAS No. 109, "Accougtiar Income Taxes", we have performed an evalnaifour deferred tax assets. It is our
opinion that it is more likely than not that theeteed tax assets will be realized and should eatluced by a valuation allowance.

Note 13: Contribution to QCIl Segments

Our operations are integrated into andoaré of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for QCII makes resource allocation decisaand assessments of financial performance fardhsolidated group based on
wireline, wireless and other segmentation. For niafiermation about QCII's reporting segments, $eeQCIl 2003 Form 10-K. Our business
contributes to the segments reported by QCII, lhetQCIll CODM reviews our financial information orityconnection with this filing.
Consequently, we do not provide discrete finariafarmation for Qwest Corporation to a CODM on gutar basis. However, for reporting
purposes only, we have separated our operatingteifor all periods presented into segments fimsamner consistent with the consolidated
segment results regularly reviewed by QCII's COOMis segment presentation excludes affiliate regeand expenses that are eliminated in
consolidation by QCII.
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SFAS No. 146 established standards forrtegpinformation about restructuring activitiedféctive for exit or disposal activities
initiated after December 31, 2002, SFAS No. 14&ireg disclosure of the total amount of costs etqubto be incurred in connection with
these activities for each reportable segment. HA&SS146 disclosure information is included in N@te-Restructuring and Merger-related
charges.

The revenues and expenses shown beloweared from transactions with external customers:

Years Ended December 31,



2003 2002 2001
(Dollars in millions)
Operating revenue
Wireline services $ 10,01t $ 10,79 $ 11,46¢
Wireless services 594 694 68¢
Other services 13 16 12
Total contribution to QCII segment revenue $ 10.62: $ 11,50 $ 12,16¢
| I |
Operating expense
Wireline services $ 292 % 3,121 % 3,54(
Wireless services 34t 502 723
Other services 1,022 853 663
Total contribution to QCIl segment operating exgns $ 429: $ 4477 $ 4,92¢
| I |
Segment income (loss
Wireline services $ 7,090 $ 767 $ 7,92¢
Wireless services 24¢ 191 (35
Other services (1,009 (837) (657)
Total contribution to QCII segment income (loss) $ 6,33 $ 7,02¢ % 7,24
| I |
Capital expenditure:
Wireline services $ 137t $ 1,41C $ 3,60¢
Wireless services 13 55 31C
Other services 28¢ 38:¢ 64t
Total capital expenditures 1,67¢ 1,84¢ 4,56:
Non-cash investing activities (13 (25) (58)
Total contribution to QCIlI segment cash capitalenglitures $ 166 $ 1,82 $ 4,50¢
| I |

Revenue and expenses are based on thedfypesducts and services described below. Netwdrlstructure is designed to be scalable
and flexible to handle multiple products and sesicAs a result, QCIl does not allocate networkaistfucture costs to individual product
results. Direct administrative costs include satestomer support, collections and marketing. Batiadministrative costs such as finance,
information technology, real estate, legal, margtervices and human resources are included iotliee services operating expenses. QCII
manages indirect administrative services costsayntconsequently, these costs are not allocatedreline or wireless services. Similarly,
depreciation, amortization, interest expense, ésteincome and other income (expense) are notadiddo either wireline or wireless servi
operating expenses.
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Wireline services include revenue from phevision of voice services and data and Interaetises. Voice services consist of local vc
services (such as basic local exchange servicéshaug services, custom calling features, enhangacke services, operator services, public
telephone services, collocation services and reagfrom the sales of customer premises equipm€&mE"); IntraLATA long-distance voice
services (long-distance services within our loeaViee area); and access services (which are ghymanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs") ufee of our local network to connect their
customers to their long-distance networks. An 1X@ itelecommunications company that provides lastgace services to end-users by
handling calls that are made from a phone exchangee local access transport area ("LATA"), tceanhange in another LATA or between
exchanges within a LATA. Data and Internet servioetude data services (such as traditional priliatss, wholesale private lines, integrated
services digital network, frame relay, asynchronmassfer mode and related CPE) and Internet sss\{guch as digital subscriber line,
Internet dial access, professional services arde@ICPE). Depending on the product or servicehased, a customer may pay an up-front
fee, a monthly fee, a usage charge or a combinafitimeese fees and charg



Our wireless services are provided throoghwholly owned subsidiary, Qwest Wireless. In Aspg2003, Qwest Wireless entered into a
services agreement with a subsidiary of Sprintaiiatvs us to resell Sprint wireless services,udaig access to Sprint's nationwide PCS
wireless network, to consumer and business cusmmemarily within our local service area. We begdfering these Sprint services under
our brand name in March 2004. Through Qwest Wiggleg continue to operate a PCS wireless netwattksttrves select markets within our
local service area, including Denver, Seattle, Rhgo@inneapolis, Portland, Salt Lake City and athmaller markets. Our wireless custon
who are currently being serviced through our pretary wireless network will be transitioned ontaiBgs network over time.

We intend to transfer ownership of Qwestaldiss to an affiliate in the near future. Aftasttransfer, we will no longer have significant
wireless operations.

Other services revenue is predominatelivddrfrom subleases of some of our unused reateeassets, such as space in our office
buildings, warehouses and other properties. Owratarvices expenses include unallocated corpexgenses for functions such as finance,
information technology, real estate, legal, margservices and human resources.
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The following table reconciles our conttibn to QCII segment operating income to our nebime for each of the years ended
December 31, 2003, 2002 and 2001:

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Total contribution to QCIl segment incor $ 6,33C $ 7,026 $ 7,24
Add:
Affiliate revenue 63¢ 411 36¢
Cumulative effect of change in accounting principlet of taxes 21¢ — —
Deduct:
Affiliate expense 1,83 1,67C 1,35¢
Depreciation 2,45¢ 2,65¢ 2,902
Intangible asset amortization 353 30z 191
Asset impairment charges 23C 82¢ 49
Restructuring and other charges 57 49 212
Merger-related (credits) charges — (30 12C
Total other expense—net 697 67C 537
Income tax expense 51€ 48¢ 83¢
Net income $ 1,05C $ 80t $ 1,407

We do not have any single major customat phovides more than ten percent of the totalunfrevenues derived from external
customers.

Note 14: Related Party Transactions

We purchase services from our affiliateshsas marketing and advertising, information tedbgy, product and technical services as
well as general support services. We provide toaffiitates telephony and data services, wirelegb@ther services.

Our affiliates provide services and alsotcact services from third parties on our behalfthe latter case, the third parties bill our
affiliates who in turn charge us for our respecthare of these third party expenses. Our affgiatearge us for services rendered by their
employees applying a fully distributed costs ("FP@iethodology. FDC rates are determined using \saddes, including factors for taxes,
employee benefits and facilities and overhead casisse salary rates are charged to us based os \Wwotked or charges are allocated to us
based on estimates.

We charge our affiliates based on tariffeies for telephony and data services. We bill @iting third-party rates for wireless services
and for other services we bill either FDC or mariedés.

We describe in further detail below thevgass provided by our affiliate



Marketing, Sales and Advertisin

Marketing, sales and advertising, whichpgurppreparation for joint marketing of our sengcnclude the development of marketing and
advertising plans, sales unit forecasts, marketaied, sales training and compensation plans.
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Information Technology Service

Information technology services primaritgliude the labor cost of developing, testing anplémenting the system changes necessary tc
support order entry, provisioning and billing of\dees, as well as the cost of improving, maintagnand operating our shared internal
communications networks.

Product and Technical Service

Product and technical services relate tedasting demand volumes and developing plans droetwork utilization and optimization,
developing and implementing plans for overall preddievelopment, provisioning and customer care.

General Support Services

General support services include legaljlagry, general finance and accounting, tax, huneanurces and executive support.
Other

This category includes the costs of misecabus services such as rental of office spaceumment and communications services.

Included in our consolidated statementpdrations and balance sheets are the following:

Year Ended December 31,

2003 2002 2001

(Dollars in millions)

Revenue—affiliates $ 63¢ $ 411 $ 36¢
Cost of sale—affiliates $ 447 $ 38C $ 337
SG&A—affiliates $ 1,39( $ 1,29( $ 1,01¢
Interest expen—ne+—affiliates $ 154 % 15¢ % 147
As of December 31,
2003 2002

(Dollars in millions)

Accounts receivab—affiliates $ 10€ $ 12C
Prepaid income tax—QSC $ — $ 25k
Current borrowing—affiliates $ 2,11¢ $ 1,88¢
Accounts payab—affiliates $ 41z $ 331
Income taxes payal—QSC $ 154 $ —
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Note 15: Commitments and Contingencies
Commitments
Future Contractual Obligations

The following table summarizes our futucentnitments, excluding repayments of debt, as ofebdaer 31, 200:



Payments Due by Period

2004 2005 2006 2007 2008 Thereafter Total

(Dollars in millions)

Capital leases and oth $ 16 $ 7 % 2 3 1 % 1 % 9 $ 36
Operating lease 152 147 11C 10C 85 48¢ 1,08z
Purchase commitment obligatio 151 99 99 61 60 10 48C

Total commitments $ 31¢ % 252 % 211 % 16z $ 14€ $ 507 $ 1,59¢

Capital Leases

We lease certain office facilities and @uouént under various capital lease arrangementgts\asquired through capital leases during
2003, 2002 and 2001 were $9 million, $16 milliord &58 million, respectively. Assets recorded urmdgitalized lease agreements included
in property, plant and equipment consisted of $8liam, $243 million and $454 million of cost, lesscumulated amortization of $27 millic
$153 million and $260 million at December 31, 208302 and 2001, respectively.

The future minimum payments under capéakkes as of December 31, 2003 are reconciled toatamce sheet as follows:

Capital Lease
Obligations

(Dollars in millions)

Total minimum payment $ 36
Less: amount representing inter (11)
Present value of minimum payme| 25
Less: current portio (14)
Long-term portion $ 11

Operating Leases

Certain office facilities, real estate aglipment are subject to operating leases. Wehalge easement (or right-of-way) agreements
with railroads and public transportation authostikat are accounted for as operating leases.é€kpense under these operating leases was
$247 million, $287 million and $318 million durirgp03, 2002 and 2001, respectively, net of subleasls of $6 million, $6 million and
$5 million respectively. Minimum operating leaseypeents have not been reduced by minimum subleasalseof $49 million due in the
future under non-cancelable subleases. In 2002 284 2001, contingent rentals representing tHerdifice between the fixed and variable
rental payments were not material.
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Purchase Commitment Obligations

We have purchase commitments with Competitiocal Exchange Carriers ("CLECSs"), IXCs anddkparty vendors that require us to
make payments to purchase network services, cgpauit telecommunications equipment. These commisnequire us to maintain
minimum monthly and/or annual billings, in certaises based on usage.

Letters of credit

At December 31, 2003, the amount of lettérsredit outstanding was $3 million and we did have any outstanding guarantees.

Contingencies

Legal Proceedings Involving Qwest Corporation



Securities Actior

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahth Robin R. Szeliga on behalf of purchasers ofl@@&lock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thitigg QCII and the individual
defendants issued false and misleading statemedtsrayaged in improper accounting practices inrd@laccomplish the Merger, to make
QCII appear successful and to inflate the valu®0Gfl's stock. The complaint asserts claims undeti@es 11, 12, 15 and 17 of the Securities
Act of 1933, as amended ("Securities Act"). The plaimt seeks unspecified monetary damages, disguwgeof illegal gains and other reli
On July 31, 2002, the defendants removed this staiet action to federal district court in Coloraaiod subsequently moved to consolidate
this action with the consolidated securities actaemtified below. The plaintiffs have moved to @md the lawsuit back to state court.
Defendants have opposed that motion, which is penldéfore the court.

Regulatory Matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission ("Minnesota Commission") alleging tha&t w contravention of federal and state law, thile file interconnection agreements
with the Minnesota Commission relating to certdimar wholesale customers, and thereby allegedigrafhinated against other CLECs. On
November 1, 2002, the Minnesota Commission issugdtien order adopting in full a proposal by amawistrative law judge that w
committed 26 individual violations of federal law failing to file, as required under section 252td Telecommunications Act, 26 distinct
provisions found in 12 separate agreements wittviahgial CLECs for regulated services in Minnesdtae order also found that we agreed to
provide and did provide to McLeodUSA Inc. ("McLeo8R") and Eschelon Telecom, Inc. ("Eschelon”) disdswn regulated wholesale
services of up to 10% that were not made availbt#her CLECs, thereby unlawfully discriminatingeénst them. The order found we also
violated state law, that the harm caused by oudednextended to both customers and competitodstteat the damages to CLECs would
amount to several million dollars for Minnesotarado
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On February 28, 2003, the Minnesota Comnisissued its initial written decision imposingdis and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llinh and ordered us to:

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

. grant all CLECs other than Eschelon and McLeodUSthly credits of $13 to $16 per unbundled netwalgiment—platform
line (subject to certain offsets) purchased dutirgmonths of November 2000 through February 2001;

. pay all CLECs other than Eschelon and McLeodUSA thigreredits of $2 per access line (subject toaierdffsets) purchased
during the months of July 2001 through February2@hd

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

The Minnesota Commission issued its finalften decision setting forth the penalties aretiitis described above on May 21, 2003. On
June 19, 2003, we appealed the Minnesota Commissiathers to the United States District Court Ffar District of Minnesota. The appeal is
pending.

Arizona, Colorado, New Mexico, Washingttmwa and South Dakota have also initiated formatpedings regarding our alleged fai
to file required agreements in those states. On2&yl 2003, we entered into a settlement with ta# ef the Arizona Corporation
Commission ("Arizona Commission") to settle thisla®veral other proceedings. The proposed settiemvbith must be approved by the
Arizona Commission, requires that we provide apjpnakely $21 million in consideration in the formafvoluntary contribution to the
Arizona State Treasury, contributions to certaigamizations and/or infrastructure investments a&figinds in the form of bill credits to
CLECs. On December 1, 2003, an administrative ladgé issued a recommended decision denying th@gedpsettlement. The judge also
recommended final orders requiring us to pay apgprately $11 million in penalties and to issue ctetth CLECs for a 24nonth period fron
October 2000 to September 2002 equal to 10% chédls of wholesale intrastate services providedsbyVe filed exceptions to the
recommended decisions with the full Arizona ComimissNew Mexico has issued an order providingriteripretation of the standard for
filing these agreements, identified certain of comtracts as coming within that standard and opersgparate docket to consider further
proceedings. Colorado has also opened an investigato these matters, and on February 27, 20@4Staff of the Colorado Public Utility
Commissions ("PUC") submitted its Initial Commenfhe Colorado Staff's Initial Comments recommenitied the PUC open a show cause
proceeding based upon the Staff's view that Qwes$iCL ECs had willfully and intentionally violatedderal and state law and Commission
rules. The Staff also detailed a range of remeaedable to the Commission, including but not tiedi to an assessment of penalties and an
obligation to extend credits to CLECs. The procegsliand investigations in New Mexico, Colorado ¥hakhington could result in the
imposition of fines and other penalties againghas could be material. lowa and South Dakota laveluded their inquiries resulting in no
imposition of penalties or obligations to issuedit®to CLECs in those states. Also, some teleconications providers have filed prive



actions based on facts similar to those underlliege administrative proceedings. These privaieres;ttogether with any similar, future
actions, could result in additional damages anddsvinat could be significant.
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llluminet, Inc. ("llluminet™), a traffic agregator, and several of its customers have fitgdptaints with regulatory agencies in Idaho,
Nebraska, lowa, North Dakota and New Mexico, atigghat they are entitled to refunds due to ouppried improper implementation
tariffs governing certain signaling services wevide in those states. The commissions in IdahoNgtaraska have ruled in favor of llluminet
and awarded it $1.5 million and $4.8 million, respeely. We sought reconsideration in both statdsch was denied, and subsequently we
perfected appeals in both states. The proceedinieiother states and in states where lllumingtioa yet filed complaints could result in
agency decisions requiring additional refunds.

As a part of the approval by the Federah@mnications Commission ("FCC") of the Merger, B@&C required QCII to engage an
independent auditor to perform an attestation wewieour compliance with our divestiture of in-regilnterLATA services and our ongoing
compliance with Section 271 of the Telecommuniceidct. In 2001, the FCC began an investigatioQ©6tl's compliance with the
divestiture of in-region InterLATA services and angoing compliance with Section 271 for the aydirs 2000 and 2001. In connection
with this investigation, QCII disclosed certain teas$ to the FCC that occurred in 2000, 2001, 20@R2903. These matters were resolved
with the issuance of a consent decree on May 73,200which the investigation was concluded. Ag pathe consent decree, QCIl made a
voluntary payment to the U.S. Treasury in the anhofi$6.5 million, and agreed to a compliance gtarcertain future activities. Separate
from this investigation, QCII disclosed matterghe FCC in connection with its 2002 compliance gudcluding a change in traffic flow
related to wholesale transport for operator sesvicaffic and certain toll-free traffic, certainlbnis-labeling for commercial credit card bills,
and certain billing errors for public telephonevéses originating in South Dakota and for toll freervices. The FCC has not yet instituted an
investigation into the latter categories of mattéri does so, an investigation could resulthie timposition of fines and other penalties agi
QCII. The FCC has also instituted an investigatida whether QCIlI may have impermissibly engagethenmarketing of InterLATA
services in Arizona prior to receiving FCC approvBQCIlI's application to provide such serviceshat state.

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

Other Matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgfh{the practice of changing long-
distance carriers without the customer's cons&er@mming"” (the practice of charging a consumemfoods or services that the consumer has
not authorized or ordered) and other sales practiderough December 2003, we resolved allegatiodscamplaints of slamming and
cramming with the Attorneys General for the statledrizona, Colorado, Idaho, Oregon, Utah and Wagtan. In each of those states, we
agreed to comply with certain terms governing @les practices and to pay each of the states bet$280,000 and $3.75 million. We may
become subject to other investigations or compamthe future, and any such complaints or ingasitbns could result in further legal action
and the imposition of fines, penalties or damagardsg:

We are subject to a number of environmamigtters as a result of our prior operations asqiahe Bell System. We believe that
expenditures in connection with remedial actiondeurthe current
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environmental protection laws or related mattedsvat be material to our business or financial dition.
Legal Proceedings Involving QCII

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

Investigations, Securities Actions and Derivativetfons

The investigations and securities acticescdbed below present material and significakisrie QCII. The size, scope and nature of the
recent restatements of our and QCII's consolidfweacial statements for the fiscal 2001 and 20@€cathe risks presented by these matters,
and QCII can give no assurance as to the impaat&ioand QCII's financial results or financial cdiwh that may ultimately result from the
matters. As QCII has previously disclosed, it hagaged in preliminary discussions for purpose®sblving certain of these matters. QCII's
most recent preliminary discussions and furthefysiahave led it to conclude that a reserve shbalgrovided. Accordingly, QCII has
recorded a reserve in its consolidated financakstents for the estimated minimum liability asatex with these matters. However,



ultimate outcomes of these matters are still uagednd there is a significant possibility that &mount of loss it ultimately incurs could be
substantially more than the reserve it has provided

At this time, QCII believes that it is paitle that all but $100 million of the recorded resewill be recoverable out of a portion of
insurance proceeds, consisting of cash and leifansedit, which were placed in a trust to coverdsses and the losses of individual insureds
following its November 12, 2003 settlement of digsuwith certain of its insurance carriers relatecamong other things, the investigations
and securities and derivative actions describeavibdHowever, the use and allocation of these prdE®as yet to be resolved between QCII
and individual insureds.

The securities actions are in a prelimiramgse and QCII continues to defend against thestera vigorously. None of the plaintiffs or
the defendants in the securities actions has aédaenidence concerning possible recoverable danagkQCIl has not yet conducted
discovery on these and other relevant issues. @ClLlrrently unable to provide any estimate asotiming of the resolution of any of these
matters. Any settlement of or judgment in one oremaf these matters in excess of QCII's recordserves could be significant, and QCII
give no assurance that it will have the resourgedable to pay any such judgment. In the evergroddverse outcome in one or more of tl
matters, QCIlI's ability to meet its debt servicéigdiions and its financial condition could be miahy and adversely affected. As a wholly
owned subsidiary of QCII, our business operationsfanancial condition would be similarly affected.

Investigations

On April 3, 2002, the SEC issued an ordenwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
The investigation includes, without limitation, gy into several specifically identified QCII aaatting practices and transactions and re
disclosures that are the subject of the varioussaiients and restatements described in the QCih BOrK for the year ended December 31,
2002. The investigation also includes inquiry idisclosure and other issues related to transadtietveeen QCII and certain of its vendors
and certain investments in the securities of theselors by individuals associated with QCII.
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On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIlI believes the U.S. Attorney's Office is invgstiing various matters that include the subjecth®investigation by the SEC.

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

QCII has engaged in discussions with th€ Staff in an effort to resolve the issues raisethe SEC's investigation of it, and QCII
continues to evaluate any possible range of lassh Siscussions are preliminary and QCII cannadliptehe likelihood of whether those
discussions will result in a settlement and, ifthe, terms of such settlement. However, settlemgptsally involve, among other things, the
SEC making claims under the federal securities lavescomplaint filed in United States District Gbthat, for purposes of the settlement,
defendant neither admits nor denies. Were suctktlareent to occur, QCII would expect such claimsadaress many of the accounting
practices and transactions and related discloshea¢sre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$&C may also involve, among other things, the intjposof disgorgement and a civil
penalty, the amounts of which could be substamgtialexcess of QCII's recorded reserve, and they efita court order that would require,
among other things, that QCII and its officers divdctors comply with provisions of the federal wegties laws as to which there have been
allegations of prior violations.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€dtsings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily froi Merger. On November 21, 2001, the SEC staffinéal QCII of its intent to
recommend that the SEC authorize an action agQi@$itthat would allege it should have includedhe earnings release a statement of its
earnings in accordance with GAAP. At the date &f fiting, no action has been taken by the SEC. elav, QCII expects that if its current
discussions with the staff of the SEC result irlement, such settlement will include allegationacerning the January 24, 2001 earnings
release.

Also, as previously announced in July 2B92he General Services Administration ("GSA"), B8A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \wiéoemed that the Inspector General
of the GSA had referred to the GSA Suspension/Deéat Official the question of whether QCII (incladius and its other subsidiaries)
should be considered for debarment. QCII has h&#enmed that the basis for the referral was therlaaly 2003 indictment against four
former QCIl employees in connection with a traniactvith the Arizona School Facilities Board in 82001 and a civil complaint also filed
in February 2003 by the SEC against the same foem@loyees and others relating to the Arizona Slchadilities Board transaction and a
transaction with Genuity Inc. ("Genuity") in 200QClII is cooperating fully with the GSA and believtbat it and we will remain suppliers of
the government, although QCII cannot predict thie@me of this referral.

Securities Actions and Derivative Actic



Since July 27, 2001, 13 putative clasoactiomplaints have been filed in federal distrmint in Colorado against QCII alleging
violations of the federal securities laws. Onehafse cases has been dismissed. By court ordeerttaning actions have been consolidated
into a consolidated securities action, which weréd herein as the "consolidated securities attion
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On August 21, 2002, plaintiffs in the colidated securities action filed their Fourth Comdaled Amended Class Action Complaint
("Fourth Consolidated Complaint”), which defendantsved to dismiss. On January 13, 2004, the Ur8tatks District Court for the District
of Colorado granted the defendants' motions to idisin part and denied them in part. In that ortte¥,court allowed plaintiffs to file a
proposed amended complaint seeking to remedy #aalivlg defects addressed in the court's dismisdal and ordered that discovery, which
previously had been stayed during the pendendyeofitotions to dismiss, proceed regarding the simyiglaims. On February 6, 2004,
plaintiffs filed a Fifth Consolidated Amended Classmplaint ("Fifth Consolidated Complaint"). ThetRiConsolidated Complaint attempts
to expand the class period previously alleged énRburth Consolidated Complaint, seeks to restwelaims dismissed by the court,
including claims against certain individual defendavho were dismissed as defendants by the calistisissal order, and to add additional
individual defendants who have not been named fenhdants in plaintiffs’ previous complaints. Th&HlConsolidated Complaint also
advances allegations related to a number of madteddransactions that were not pleaded in théeeadmplaints. The Fifth Consolidated
Complaint is purportedly brought on behalf of pusérs of publicly traded securities of QCII betwsay 24, 1999 and July 28, 2002, and
names as defendants QCII, QClI's former ChairmanGimief Executive Officer, Joseph P. Nacchio, @srfer Chief Financial Officers,
Robin R. Szeliga and Robert S. Woodruff, othet®former officers and current directors and ArtAudersen LLP. The Fifth Consolidated
Complaint alleges, among other things, that dutiiregputative class period QCII and certain of tighiidual defendants made materially f:
statements regarding the results of QCII's operatio violation of section 10(b) of the Securitieschange Act of 1934 (the "Exchange Ac
that certain of the individual defendants are kadé control persons under section 20(a) of théd&h@e Act and that certain of the individual
defendants sold some of their shares of QCII's comstock in violation of section 20(a) of the Excba Act. The Fifth Consolidated
Complaint further alleges that QCII and certaineottiefendants violated section 11 of the Securkiesby preparing and disseminating false
registration statements and prospectuses for tlistration of QCII common stock to be issued to WEST shareholders in connection with
the Merger of the two companies, and for the exgbasf $3 billion of QCII's notes pursuant to a stgition statement dated January 17,
2001, $3.25 hillion of QCII's notes pursuant tegistration statement dated July 12, 2001, and533lliion of QCII's notes pursuant to a
registration statement dated October 30, 2001. thatdilly, the Fifth Consolidated Complaint allegkat certain of the individual defendants
are liable as control persons under section 15efecurities Act by reason of their stock owngxsianagement positions and/or
membership or representation on the QCII's Boaiidctors. The Fifth Consolidated Complaint seekspecified compensatory damages
and other relief. However, counsel for plaintifisshndicated that the purported class will seekatgs in the tens of billions of dollars. See
Note 1¢6—Subsequent Events for additional unaudited inféionarelated to this matter.

Since March 2002, seven putative clas®aduits were filed in federal district court inl@@do purportedly on behalf of all participa
and beneficiaries of the Qwest Savings and Invastian and predecessor plans (the "Plan”), fromcMd, 1999 until the present. By court
order, five of these putative class actions hawnlmnsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplant ("Second Consolidated Complaint") describetbw and referred to as the
"consolidated ERISA action." QCII expects the sehguutative class action to be consolidated withdther cases since it asserts
substantially the same claims. The Second Congetidaomplaint filed on May 21, 2003, names as didats, among others, QCII, several
former and current directors, officers and emplayeeQCll, Qwest Asset Management, the QCII PlasiffeCommittee, the Plan's
Investment Committee, and
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the Plan Administrative Committee of the pre-Mer@&Il 401(k) Savings Plan. The consolidated ERI8#oa, which is brought under the
Employee Retirement Income Security Act ("ERISAgges, among other things, that the defendantsched fiduciary duties to the Plan
members by allegedly excessively concentratind’lha's assets invested in QCII's stock, requirargam participants in the Plan to hold the
matching contributions received from QCII in the €atvShares Fund, failing to disclose to the paaicis the alleged accounting
improprieties that are the subject of the constdidaecurities action, failing to investigate tledence of investing in QCII's stock,
continuing to offer QCII's stock as an investmeptian under the Plan, failing to investigate thizeff of the Merger on Plan assets and then
failing to vote the Plan's shares against it, pnéng plan participants from acquiring QCII's staliking certain periods, and, as against some
of the individual defendants, capitalizing on thaiivate knowledge of QCII's financial conditionreap profits in stock sales. Plaintiffs seek
equitable and declaratory relief, along with ateysi fees and costs and restitution. Plaintiffs @dofor class certification on January 15, 2
and QCII has opposed that motion, which is pendifgre the court. Defendants filed motions to de&swin August 22, 2002. Those motions
are also pending before the court.

On December 10, 2002, the California Statachers' Retirement System ("CalSTRS"), filed agéinst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. CalSTRS allegasthe defendants engaged in fraudt
conduct that caused CalSTRS to lose in excess5ff #fllion invested in QClI's equity and debt séges. The complaint alleges, among
other things, that defendants engaged in a scheradsely inflate QCII's revenue and decreasexpeases so that QCIl would appear



successful than it actually was during the period/ich CalSTRS purchased and sold QCII securilibe.complaint purported to state
causes of action against QCII for (i) violationGdlifornia Corporations Code section 25400 et ésgpurities laws); (ii) violation of
California Corporations Code section 17200 et &anfair competition); (iii) fraud, deceit and coatment; and (iv) breach of fiduciary duty.
Among other requested relief, CalSTRS sought cosgiteny, special and punitive damages, restitupoesjudgment interest and costs. QCII
and the individual defendants filed a demurrerksgpdismissal of all claims. In response, CalSTeEintarily dismissed the unfair
competition claim but maintained the balance ofdbeaplaint. The court denied the demurrer as tdlédornia securities law and fraud
claims, but dismissed the breach of fiduciary diié&ym against QCII with leave to amend. The colgb @ismissed the claims against Robert
S. Woodruff and Robin R. Szeliga on jurisdictiogedunds. On or about July 25, 2003, plaintiff fiedrirst Amended Complaint. The
material allegations and the relief sought remaigely the same, but plaintiff no longer allegesmk against Mr. Woodruff and Ms. Szeliga
following the court's dismissal of the claims agaithem. CalSTRS reasserted its claim against @Cbreach of fiduciary duty as a claim of
aiding and abetting breach of fiduciary duty. Qfildd a second demurrer to that claim, and on Ndwemi7, 2003, the court dismissed that
claim without leave to amend. Discovery is procagdn the CalSTRS litigation.

On November 27, 2002, the state of NeweJefSreasury Department, Division of InvestmenNdiv Jersey"), filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things, that QCII, certain of QClI'erier officers and certain current directors anchArtAndersen LLP caused QCIlI's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing fataeements about QCII's business, revenue
and profits. As a result, New Jersey
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contends that it incurred hundreds of millions ofiars in losses. New Jersey's complaint purporttdte causes of action against QCII for:
(i) fraud; (ii) negligent misrepresentation; anig) @ivil conspiracy. Among other requested relidgw Jersey seeks from the defendants,
jointly and severally, compensatory, consequernitigidental and punitive damages. On November Q@32QCII filed a motion to dismis
That motion is pending before the court.

On January 10, 2003, the State UniversRiesrement System of Illinois ("SURSI"), filed adsuit similar to the CalSTRS and New
Jersey lawsduits in the Circuit Court of Cook Couniljnois. SURSI filed suit against QCII, certaifi QCII's former officers and certain
current directors and several other defendantkjdimg Arthur Andersen LLP and several investmeaaniks. On October 29, 2003, SURSI
filed a second amended complaint which alleges,ranother things, that defendants engaged in fraundwonduct that caused it to lose in
excess of $12.5 million invested in QCII's commtotk and debt and equity securities and that defietsdengaged in a scheme to falsely
inflate QCII's revenues and decrease its expensasgroper conduct related to transactions withAhigona School Facilities Board,
Genuity, Calpoint LLC, KMC Telecom Holdings, INKPNQwest N.V. and Koninklijke KPN, N.V. The secoathended complaint purports
to state the following causes of action againstiQ@lviolation of the lllinois Securities Act;ificommon law fraud; (iii) common law
negligent misrepresentation; and (iv) violatiorsettion 11 of the Securities Act. SURSI seeks, apather relief, punitive and exemplary
damages, costs, equitable relief, including anniciion to freeze or prevent disposition of the ddimnts' assets and disgorgement. All the
individual defendants moved to dismiss the actigairast them for lack of personal jurisdiction. Tatel neither QCII nor the individual
defendants have filed a response to the seconddede@omplaint, and the lllinois' court's schedwdesinot contemplate that answers or
motions to dismiss be filed until after the chafes to jurisdiction have been resolved.

On October 22, 2001, a purported derivdtivesuit was filed in the United States Districtu€iofor the District of Colorado (the "Federal
Derivative Litigation"). On February 6, 2004, arthamended complaint was filed in the Federal Cative Litigation, naming as defendants
certain of QCII's present and former directors emdain former officers and naming QCIl as a nomdledendant. The Federal Derivative
Litigation is based upon the allegations made éndbnsolidated securities action and alleges, arotmy things, that the defendants breau
their fiduciary duties to QCII by engaging in sd#aling, insider trading, usurpation of corporgtpartunities, failing to oversee
implementation of securities laws that prohibitidies trading, failing to maintain appropriate firegad controls within QCII, and causing or
permitting QCII to commit alleged securities viabais, thus (1) causing QCII to be sued for suchations and (2) subjecting QCII to adve
publicity, increasing its cost of raising capitadampairing earnings. The Federal Derivative latign has been consolidated with the
consolidated securities action. Plaintiff seekspagnother remedies, disgorgement of alleged indrdeling profits.

On August 9, 2002, a purported derivataxeduit was filed in the Court of Chancery of that8tof Delaware. A separate alleged
derivative lawsuit was filed in the Court of Chancef the State of Delaware on or about August2ZZ)2. On October 30, 2002, these two
alleged derivative lawsuits were consolidated,|émbively the "Delaware Derivative Litigation"). €Second Amended Complaint in the
Delaware Derivative Litigation was filed on or abdanuary 23, 2003, naming as defendants certa@Cdifs current and former officers and
directors and naming QCII as a nominal defendanthé Second Amended Complaint the plaintiffs alegmong other things, that the
individual defendants; (i) breached their fiducidrties by allegedly engaging in illegal insidexding in QCII's stock; (ii) failed to ensure
compliance with federal and state disclosure, fiatid and insider trading
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laws within QCII, resulting in exposure to it; Jikppropriated corporate opportunities, wastedmate assets and s-dealt in connectio



with investments in initial public offering secuei$ through QCII's investment bankers; and (iv)rioperly awarded severance payments to
QCllI's former Chief Executive Officer, Mr. Nacchamd QCII's former Chief Financial Officer, Mr. Waodf. The plaintiffs seek recovery of
incentive compensation allegedly wrongfully paictcéstain defendants, all severance payments madessrs. Nacchio and Woodruff,
disgorgement, contribution and indemnification,agment of compensation, injunctive relief, andcalsts including legal and accounting
fees. On March 17, 2003, defendants moved to dssthes Second Amended Complaint, or, in the altar@ato stay the action. As described
below, a proposed settlement of the Delaware Devivd itigation has been reached.

On each of March 6, 2002 and November @R22a purported derivative action was filed in BamDistrict Court (collectively, the
"Colorado Derivative Litigation"). On February )@, plaintiffs in one of these cases filed an atheencomplaint naming as defendants
certain of QCII's current and former officers andtors and Anschutz Company, and naming QCll asnainal defendant. The two
purported derivative actions were consolidated eorérary 17, 2004. The amended complaint allegesngrather things, that various of the
individual defendants breached their legal dutie®€II by engaging in various kinds of sekalings, failing to oversee compliance with e
that prohibit insider trading and self-dealing aadising or permitting QCIl to commit alleged setiessi laws violations, thereby causing QCII
to be sued for such violations and subjecting Q€Hdverse publicity, increasing its cost of ragstapital and impairing earnings.

Beginning in May 2003, the parties to tr@dfado Derivative Litigation and the Delaware Dative Litigation participated in a series
mediation sessions with former United States Qisthudge Layn R. Phillips. On November 14, 2003 assult of this process, the parties
agreed in principle upon a settlement of the classerted in the Colorado Derivative Litigation simel Delaware Derivative Litigation,
subject to approval and execution of formal setletrdocuments, approval by the Denver District €and dismissal with prejudice of the
Colorado Derivative Litigation, the Delaware Detive Litigation and the Federal Derivative Litigati. From November 14, 2003 until
February 17, 2004, the parties engaged in commgwtations to resolve the remaining issues coiogthe potential settlement. On
February 17, 2004, the parties reached a formplustion of Settlement, which was filed with therer District Court. The stipulation of
settlement provides, among other things, thatgffaped by the Denver District Court and upon disalisvith prejudice of the Delaware
Derivative Litigation and the Federal Derivativeigiation, $25 million from the insurance settlemeiith certain of QCII's insurance carriers
will be designated for the exclusive use of QClpay losses and QCII will implement a number ofpooate governance changes. The
Stipulation of Settlement also provides that thee District Court may enter awards of attornégss and costs to derivative plaintiffs'
counsel from the $25 million in amounts not to ed&7.5 million and $125,000, respectively. On Haby 17, 2004, the Denver District
Court entered a Preliminary Approval Order and daled a hearing to take place on June 15, 200zhnsider final approval of the proposed
settlement and derivative plaintiffs' counselsues for an award of fees and costs. Pursuanet@thliminary Approval Order, QCII mailed,
on February 27, 2004, notice of the proposed settht and hearing to stockholders of its Commonksémcof February 17, 2004.

On or about February 23, 2004, plaintiffie Federal Derivative Litigation filed a motiamthe United States District Court for the
District of Colorado to enjoin further proceedingsating to the proposed settlement of the Colofadavative Litigation, or alternatively, to
enjoin the enforcement
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of a provision in the Preliminary Approval Ordertb&é Denver District Court which plaintiff claimsowld prevent the Federal Derivative
Litigation from being prosecuted pending a finaledmination of whether the settlement of the Calor®erivative Litigation shall be
approved. See Note 16—Subsequent Events for adalitimaudited information related to this matter.

Other Matters

In January 2001, an amended purported aletssn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stockless of U S WEST. The complaint alleges that Q@Ht h duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2B@&0ntiffs further claim that the defendants maip¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D2000. In September 2002, QCII filed a motionfummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On Jlly 2003, the court denied both summary
judgment motions. Plaintiffs’ claims for breacHidficiary duty and breach of contract remain pegdifhe case is now in the cle
certification stage, which QCII is challenging.

Several purported class actions relatindpéainstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCIl on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT&lass certification was denied in the Louisigreceeding and, subsequently,
summary judgment was granted in QCII's favor. A h@wisiana class action complaint has recently bigeth. Class certification was also
denied in the California proceeding, although giéfsxhave filed a motion for reconsideration. Gartification was granted in the lIllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintieriige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightristall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@&slI's right to install fiber optic cable in anight-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on th&intiffs' property. The Indiana action purpaxisbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinasegon, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class



such landowners in those states, respectively Iliheis action purports to be on behalf of lande@ws adjacent to railroad rights-of-way over
which QCII's network passes in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio and Whsto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a natide class. The complaints seek damages on theafrtesspass and unjust enrichment, as
well as punitive damages. Together with some ofbther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters (except those indiana) in the United States District Court fog thorthern District of Illinois. On July 25,
2003, the court granted preliminary approval ofgaglement and entered an order enjoining comgpetass action claims, except those in
Louisiana. The settlement and the court's injumctice opposed by some, but not all, of the pldgtiounsel and are on appeal before the
Seventh Circuit Court of Appeals. At this time, @€annot determine whether such settlement willltienately approved or the final cost of
the settlement if it is approved.
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Note 16: Subsequent Events
Legal Matters

On February 9, 2004, Stichting PensioensohBP ("SPA"), filed suit against QCII, certain@EII's current and former directors,
officers and employees, as well as several othiendants, including Arthur Andersen LLP, Citigrolipc. and various affiliated corporations
of Citigroup, in the United States District Coust the District of Colorado. SPA alleges that tleéetidants engaged in fraudulent conduct
caused SPA to lose more than $100 million relade8RA's investments in QCII's equity securitiechased between July 5, 2000 and
March 11, 2002. The complaint alleges, among dthiags, that defendants created a false percepfi@ClI's revenues and growth
prospects. SPA alleges claims against QCII anaiceof the individual defendants for violationssafctions 18 and 10(b) of the Exchange
and SEC Rule 10b-5, violation of the Colorado SiesrAct and common law fraud, misrepresentatioth @onspiracy. The complaint also
contends that certain of the individual defendanésliable as "control persons" because they hagdlwer to cause QCII to engage in the
unlawful conduct alleged by plaintiffs in violatiar section 20(a) of the Exchange Act, and allegher claims against defendants other than
QCII. SPA seeks, among other things, compensatafypanitive damages, rescission or rescissionamadas, pre-judgment interest, fees
and costs.

On October 4, 2002, a putative class aatias filed in the federal District Court for theudeern District of New York against Willem
Ackermans, the former Executive Vice President@hkf Financial Officer of KPNQwest, in which QGllas a major shareholder. The
complaint alleges, on behalf of certain purchas&iPNQwest securities, that Ackermans engagedfiawulent scheme and deceptive
course of business in order to inflate KPNQwesenexe and securities. Ackermans was the only defemdamed in the original complaint.
On January 9, 2004, plaintiffs filed an amended glaint adding as defendants QCII, certain of QGtsner executives who were also on
the supervisory board of KPNQwest, and others.

Legal Matters (Unaudited

On March 8, 2004, QCII and other defendéited motions to dismiss the Fifth Consolidatech@aint described in Note 15—
Commitments and Contingencies—Securities ActiortsR@rivative Actions.

On March 8, 2004, the individual defendantthe Federal Derivative Litigation filed a matito stay all proceedings in that action
pending a determination by the Denver District Gouhrether to approve the proposed settlement ofi¢hivative claims asserted in the
Colorado Derivative Litigation, which would resoltle derivative claims asserted in the FederalMagrvie Litigation. See Note 15—
Commitments and Contingencies—Securities ActiortsRerivative Actions for additional information rgling the Federal Derivative
Litigation.

On June 26, 2003, we received from the BQ&ter of inquiry seeking information relatedcrtain agreements with CLECs covering
the provision of a variety of ancillary serviceslinding signaling functions and database access;tdry and operator assistance. We
submitted our initial response to this inquiry afyJ31, 2003. We took the position that we wereinatiolation of our filing obligations und
Section 252 of the Telecommunications Act. On Md2h2004 the FCC released its Notice of Apparaability for Forfeiture in the amout
of $9 million for allegedly not meeting our filingbligations under the Telecommunications Act ared@ommission's rules. We have
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thirty days to pay the proposed forfeiture or &levritten statement seeking reduction or cancetatif the proposed forfeiture.

Note 17: Quarterly Financial Data (Unaudited)

Quarterly Financial Data



First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(Dollars in millions)

2003

Operating revenu $ 2,87¢ 3 2,821 % 2,82: 3 2,742 % 11,26
Operating incom: 672 57C 32¢ 474 2,04¢
Net income 522 24¢ 86 19: 1,05C
2002

Operating revenu $ 3,06¢ $ 3,00 % 2,948 3 2,89¢ % 11,91¢
Operating income (lost 74C (230 65E 79¢ 1,96/
Net income (loss 37C (259) 303 38t 80¢%
First Quarter 2003

Includes $219 million of net income due to the clative effect of change in accounting principle.

Third Quarter 2003
Includes $140 million after-tax charge for assgb@inment under FAS No. 144.

Second Quarter 2002
Includes an after-tax charge of $503 million fog tmpairment of assets (primarily property, plami @quipment) under FAS No. 144.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Prior to May 29, 2002, QCII had not engagetpendent auditors for 2002. Based on the recamdation of the Audit Committee of t
Board of Directors of QCII, on May 29, 2002 the Bbaf Directors of QCII decided, effective immedilgt not to reengage Arthur Anderse
LLP ("Andersen") as our independent auditor.

Effective May 29, 2002, QCII's Board of &itors engaged KPMG LLP ("KPMG") to serve as QGIfid our independent auditor for
2002.

Andersen's reports on our consolidatedhfire statements for the years ended DecemberQg1l, 2nd 2000 did not contain an adverse
opinion or disclaimer of opinion, nor were they lified or modified as to uncertainty, audit scopeaocounting principles. During the years
ended December 31, 2001 and 2000 and through Ma3022, there were (1) no disagreements with Aredees any matter of accounting
principles or practices, financial statement disale, or auditing scope or procedure which, ifregblved to Andersen's satisfaction, would
have caused it to make reference to the subjed¢emiatconnection with its report on our consolethfinancial statements and (2) no
reportable events, as listed in Item 304(a)(1){WRegulation S-K.

During the years ended December 31, 20612800 and prior to May 29, 2002, we did not conKBHMG with respect to the applicati
of accounting principles to a specified transact&ther completed or proposed, or the type oftaayminion that might be rendered on our
consolidated financial statements or any otherematir reportable events listed in Items 304(a)(a)(d (ii) of Regulation S-K.

Following our decision not to re-engage Arsetn and the engagement of KPMG, we decided isereertain of our previous accounting
practices and policies. Prior to making these fenis we sought Andersen's input and cooperatidmatified Andersen of our
determinations prior to their public announceméntring August 2002, QCII received a letter from &nskn, indicating its disagreement v
QCllI's proposed restatement as to certain issueelevant to our financial statements. Althoughl@®@ntinued to seek Andersen's input
following Andersen's letter as it made further dmt@ations about the restatement of other issu€dl| as not responded to the August
correspondence from Andersen. Following QCllI'sfiaafion to Andersen of certain restatement issuesntemplated discussing with the
staff of the SEC during February 2003, QCII recdigesecond letter from Andersen indicating it hatreceived a response to its positions
and expressing Andersen disagreement with the otstatement issues that QCII had identified. Aselethas not withdrawn its previously
issued opinion related to our financial statemémtshe three years ended December 31, 2001.
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ITEM 9A. CONTROLS AND PROCEDURES

The effectiveness of our or any systemisgldsure controls and procedures is subject tiicelimitations, including the exercise of
judgment in designing, implementing and evaluathegcontrols and procedures, the assumptions nsderitifying the likelihood of futur
events, and the inability to eliminate miscondumnpletely. As a result, there can be no assurdrateotir disclosure controls and procedures
will prevent all errors or fraud or ensure thatraliterial information will be made known to apptliapg management in a timely fashion. By
their nature, our or any system of disclosure adsind procedures can provide only reasonableasseiregarding management's control
objectives.

Under the supervision and with the parttipn of QCII's management, including QCII's Chaskcutive Officer and Chief Financial
Officer, QCII evaluated the design and operatiothefCompany's disclosure controls and procedaedéfined in Rules 13a-15(e) and 15d-
15(e) of the Securities Exchange Act of 1934, er"tixchange Act") as of December 31, 2003. On #sishof this review, our management,
including our Chief Executive Officer and Chief kirtial Officer, concluded that the Company's disate controls and procedures are
designed, and are effective, to give reasonablegaisse that the information required to be disadsgthe Company in reports that it files
under the Exchange Act is recorded, processed, suired and reported within the time periods spedifin the rules and forms of the SEC.
There have been no significant changes in the Coypanternal controls or in other factors thatldasignificantly affect internal controls
subsequent to the date we performed our evaluation.
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

We have omitted this information pursuant to Gehiaistruction | (2).

ITEM 11. EXECUTIVE COMPENSATION

We have omitted this information pursuant to Gehiastruction | (2).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

We have omitted this information pursuant to Gehiastruction | (2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

We have omitted this information pursuant to Gehiaistruction | (2).

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

The Audit Committee of the Board of Dirastof QCII is responsible for the appointment, cemgation and oversight of the work of
independent public accountant. Pursuant to the tATainmittee's charter, which was amended and ssktat May 8, 2003 and further
amended on February 19, 2004, the Audit Committeeapproves all audit and permissible non-auditises provided by our independent
auditor. The approval may be given as part of thdidACommittee's approval of the scope of the eagamt of our independent auditor or on
an individual basis. The pre-approval of non-asditvices may be delegated to one or more of thét ommittee's members, but the
decision must be reported to the full Audit Come@ttOur independent auditor may not be retaing@etiorm the noraudit services specifie
in Section 10A(g) of the Exchange Act.

Fees Paid to the Independent Auditor

QCIl engaged KPMG to be our independenttaudn May 29, 2002. The aggregate fees billedllmcated to us for professional
accounting services, including the audit of ourwairconsolidated financial statements by KPMG fer fiscal years ended December



2003 and 2002 included in this Form 10-K, are sghfin the table below.

2003 2002

(Dollars in thousands)

Audit fees $ 542: $ 16,79t
Audit-related fee: 3,71 2,75:
Tax fees 37¢ —

Subtotal 9,512 19,54¢
All other fees 54¢ —
Total fees $ 10,06( $ 19,54¢

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

. Audit Fees—These are fees for professional senlilesl for the audit of the consolidated finan@#dtements included in our
Form 10-K filings, the review of consolidated firtgal statements included in our Form 10-Q filingsinfort letters, consents
and assistance with and
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review of documents filed with the SEC. The feethim2003 column include amounts billed or alloddteus through the date
of this Form 10-K for the year ended December 8D32and the fees in the 2002 column include amdili¢sl or allocated to

us through the date of this Form 10-K for the yearded December 31, 2002, 2001 and 2000. Includ#ei2002 column are
fees for the audits of our 2001 and 2000 restadedalidated financial statements.

. Audit-Related Fees—These are fees for assurancestatdd services that traditionally are perforrbgaur independent
accountant. More specifically, these services ihelstatutory and regulatory filings; the auditeftain of our subsidiaries'
annual financial statements; employee benefit pladits; due diligence services related to mergaglisitions and
dispositions; internal control reviews; attestats@mnvices that are not required by statute or egigud; and audits of the
financial statements of certain of our subsidiarezgiired in connection with acquisitions or disposs of such subsidiaries.

. Tax Fees—These are fees for all professional sesyperformed by professional staff of our indepehdecountant's tax
division except those services related to the afdiur financial statements. These include feesaw compliance, tax
planning and tax advice. Tax compliance involvesppration of original and amended tax returns neéftlaims and tax
payment services. Tax planning and tax advice epasma diverse range of subjects, including assistaith tax audits and
appeals, tax advice related to mergers, acquisitol dispositions, and requests for rulings drrteal advice from taxing
authorities.

. All Other Fees—These are fees for other permissibigices performed that do not meet the aboveoatalescriptions,
including assistance with the initial steps of céiemre with the rules of Section 404 of the Sarlsa@&ley Act of 2002 ("SOX
404") and assistance with the internal audit depamnt's company-wide risk assessment. KPMG's assistaith the initial
steps of our compliance with SOX 404 has been wadeto ensure compliance with applicable indepecelenles and the
rules of the SEC.

SEC rules effective as of May 6, 2003 reg@ClI's Audit Committee to pre-approve all awditl permissible non-audit services
provided by our independent auditor (with certaimtied exceptions). Since the effective date ofthrules, all of the services performed by
KPMG described above were approved in advance by Q&udit Committee.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K

€)) Documents filed as part of this report:



(b)

(©

Page

(1) Independent Auditors' Repc 56
(2) Financial Statements covered by the Report of laddpnt Public Accountant
Consolidated Statements of Operations for the yeaded December 31, 2003, 2002 and 57
Consolidated Balance Sheets as of December 31,&00300: 58
Consolidated Statements of Cash Flows for the yeradled December 31, 2003, 2002 and z 59
Consolidated Statements of Stockholder's Equitytferyears ended December 31, 2003, 2002 and 60
Notes to the Consolidated Financial Statementthimyears ended December 31, 2003, 2002 and 61

Reports on Form 8-K:
We did not file any reports on Form 8-K during tbarth quarter of 2003.
Exhibits required by Item 601 of Regulation S-K:

Exhibits identified in parentheses below are om Wiith the SEC and are incorporated herein by eefa. All other exhibits are
provided as part of this electronic submission.

Exhibit No. Description

(3.1)

(3.2)

(3.3)

(4.1)

4.2)

(4.3)

(4.4)

Restated Articles of Incorporation of Qwéstorporated by reference to Qwest's Annual Repof~orm 10-K for the year
ended December 31, 1997, File N-3040).

Articles of Amendment to the Articles of Incorpacat of Qwest (incorporated by reference to Qwe3tiarterly Report on
Form 1(-Q for the quarter ended June 30, 20!

Amended and Restated Bylaws of Qwest (incorporbyeference to Qwest's Annual Report on Form 1fo+khe year
ended December 31, 2002, File N-3040).

No instrument which defines the rights of holderQuvest's long and intermediate term debt is fiedewith pursuant t
Regulation S-K, Item 601(b)(4)(iii)(A). Pursuantttus regulation, Qwest hereby agrees to furnisbgy of any such
instrument to the SEC upon reque

Indenture, dated as of April 15, 1990, by and betwlountain States Telephone and Telegraph Comgathylhe First
National Bank of Chicago (incorporated by referetcc®west's Annual Report on Form-K for the year ended December
31, 2002, File No.-3040).

First Supplemental Indenture, dated as of April119891, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referetic®west's Annual Report on Form-K for the year ended December
31, 2002, File No.-3040).

Indenture, dated as of October 15, 1999, by anddert U S West Communications, Inc. and Bank OnstiCompany, NA

as Trustee (incorporated by reference to QwestmiAnReport on Form 10-K for the year ended Decer@be1999, File
No. 1-3040).
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(10.1)

(10.2)

311

31.2

Purchase Agreement, dated as of June 5, 2000, ath@@/est Communications, Inc. and Lehman Brothess Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitthicorporated, Banc of America Securities LLC, arRl Morgan
Securities Inc., as Representatives of the Intiaichasers listed therein (incorporated by referéo®west's Form S-4 filed
on October 11, 2000

Term Loan Agreement, dated as of June 9, 2003ntyamong Qwest, the Lenders listed therein, andiMieynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, sole book-runner, joint lead arranger and satidin agent, and
Credit Suisse First Boston, acting through its Carislands branch as joint lead arranger and adtrative agent, and
Deutsche Bank Trust Company Americas, as docunentagent and Deutsche Bank Securities, Inc. anger
(incorporated by reference to Qwest's Current Repoform K, dated June 10, 2003, File N¢-15577).

Chief Executive Officer Certification pursuant tecsion 302 of the Sarbar-Oxley Act of 2002

Chief Financial Officer Certification pursuant te@@ion 302 of the Sarbar-Oxley Act of 2002



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

( ) Previously filed.
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report t
signed on its behalf by the undersigned, theredalp authorized, in the City of Denver, State ol@ado, on March 16, 2004.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Officer
(Principal Financial and Accounting Office

Pursuant to the requirements of the SeesrExchange Act of 1934, this report has beeresidrelow by the following persons on bel
of the registrant and in the capacities indicatedarch 16, 2004.

Signature Titles

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

Officer)

Richard C. Notebae

/s/ OREN G. SHAFFER Director, Vice Chairman and Chief Financial Offi¢@rincipal Financial and

Accounting Officer)

Oren G. Shaffe
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Independent Auditors' Report

The Board of Directors and Stockholder
Qwest Corporation:

Under date of March 2, 2004, we reportedhenconsolidated balance sheets of Qwest Corparatid subsidiaries, a wholly owned
subsidiary of Qwest Communications International las of December 31, 2003 and 2002, and theetetainsolidated statements of
operations, stockholder's equity, and cash flowsé&zh of the years in the three-year period e mber 31, 2003, as contained in the
December 31, 2003, annual report on Form 10-Kohmection with our audits of the aforementionedsodidated financial statements, we
also audited the related accompanying consolidatadcial statement schedule, Schedule 1l—Valuatind Qualifying Accounts. This
financial statement schedule is the responsildlithe Company's management. Our responsibility express an opinion on this financial
statement schedule based on our audits.

In our opinion, such financial statemeritestule, when considered in relation to the basisclidated financial statements taken as a
whole, presents fairly, in all material respedtg, information set forth therein.

/sl KPMG LLP



Denver, Colorado
March 2, 2004

S-1

QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Balance at

Balance at

beginning Charged to end of
of period expense Deductions period
Allowance for doubtful account
2003 $ 14C  $ 17t $ 18z % 132
2002 15E 331 34¢ 14C
2001 81 27¢ 204 15¢&

S-2
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. | have reviewed this annual report on Form 10-KQufest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

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

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

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

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

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

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

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

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

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

Date: March 16, 2004

/s/ RICHARD C. NOTEBAERT

Chairman and Chief Executive Offic

QuickLinks

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Oren G. Shaffer, certify that:
1. | have reviewed this annual report on Form 10-KQufest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

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

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

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

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

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

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

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

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

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

Date: March 16, 2004

/s/ OREN G. SHAFFER

Vice Chairman and Chief Financial Offic
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Exhibit 32

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiesttie purposes of section 1350 of chapter 63lef18 of the United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, in his capacity as an officer of Qwest Qogtion ("Qwest"), that, to his
knowledge, the Annual Report of Qwest on Form 1fbikthe year ended December 31, 2003, fully consphéh the requirements of
Section 13(a) of the Securities Exchange Act of4183d that the information contained in such refairly presents, in all material respects,
the financial condition and results of operatiorQufest. This written statement is being furnisteethe Securities and Exchange Commission
as an exhibit to such Form KJ-A signed original of this statement has beervigled to Qwest and will be retained by Qwest andifined tc
the Securities and Exchange Commission or its sfaif request.

Dated: March 16, 2004 By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman and Chief Executive Offic

Dated: March 16, 2004 By: /s/ OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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