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We are wholly owned by Qwest Services Caafion, or QSC, which is wholly owned by QCII. Weopide 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, loMinesota, 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 mergevést QCIl and U S WEST, Inc. (our pre-
merger parent) on June 30, 2000, QCII acquirethalbperations of U S WEST and its subsidiariesvemtecame an indirect wholly owned
subsidiary of QCII. We refer to this merger as'tkikerger" and have described it in greater detaMote 1—Business and Background to our
consolidated financial statements in Iltem 8 of tegort. Our principal executive offices are lockéd 1801 California Street, Denver,
Colorado 80202, telephone number (303) 992-1400.

For a discussion of certain risks applieabl our business, financial condition and resafltsperations, see the risk factors described in
"Special Note Regarding Forward-Looking Statemeimtdtem 7 of this report.

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) governmentaliestiand (4) public and private educational
institutions. We also provide our products and ises/to other telecommunications providers on alegade basis.

Impact of Restatemer

This report contains our restated constdididinancial statements for the years ended Deeefih 2001 and 2000. We performed an
analysis of our previously issued consolidatedrfaial statements for 2001 and 2000 and identifiadraber of errors. The nature of the
errors and the restatement adjustments that werhade to our financial statements for the yeargeeémcember 31, 2001 and 2000 are set
forth in Note 3—Restatement of Results to our ctidated financial statements in Item 8 of this mep®he net impact of the restatement
adjustments is summarized as follows:

Year Ended
December 31,

2001 2000

(Dollars in millions)

Revenue $ 139 $ (210
| |

Income before income taxes and cumulative effechahge in accounting

principle $ (539 $ (259
I I

Net income $ (330 $ (299
| |

The restatements involve revenue recogniisues related to termination fees, wirelessmege and installation fees, and expense
recognition, as well as other matters. In makirgséhrestatements,

we have performed an internal analysis of our acting policies, practices, procedures and disclestor the affected periods.
Wireline Services

We offer a wide variety of wireline prodsi@nd services in a variety of categories that petygple and businesses communicate. Our
wireline products and services are offered throaightraditional telecommunications network. Thelttianal telecommunications network is
defined as all equipment used in processing telemamications transactions within our local serviogaaand 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 16.5 million access lines (accesssliare 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, Business\dmalesale. Through our traditional telephone network, wigioate and terminate loc
voice services within local exchange service terids as defined by the state Public Utility Consiuas, or PUCs. Our consumer and
business local voice services include:

. basic local exchange services provided throughsadases connected to our portion of the PSTN;
. 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

Recently, we also began to offer Intermetqxol telephony (sometimes referred to as Voige tnternet protocol, or VolP) in Minnes
on a limited basis. This technology allows us ti@iomore features at reduced costs to customers.

On a wholesale basis, we provide netwakdport, billing services and access to our loeddark 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®ganies certified by a state PUC or similar agehay provide local exchange service
within a local access transport area, or LATA, inéhg LATASs within our local service area. At timege sell unbundled network elements,
or UNEs, that allow our wholesale customers todtlieir own networks and interconnect with our rety

IntraLATA Long-Distance Voice Services—@aomsr and Business. We provide IntraLATA long-distance service tar customers
within our local service area. IntraLATA long-dietse service refers to services that cross locdiange area boundaries but originate and
terminate within the same geographic LATA. Thegwises include calls that terminate outside a callecal 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—WholesaldlVe provide switched access services primaviiyterexchange carriers, or IXCs, for the usewflocal
network to connect their customers to their dathlaternet protocol, or IP, networks. IXCs providag-distance services to end-users by
handling calls that are made from a phone exchangee LATA to an exchange in another LATA or bedweexchanges within a LATA.
Competitive communications companies often opeaateoth CLECs and IXCs.

Data and Internet Services—Consumer, Bssiaad Wholesale. We offer a broad range of products and profesdiservices to
enable our customers to transport voice, data &febvelecommunications at speeds ranging from RitbBits per second to 10 gigabits per
second. Our customers use these products andeeinia variety of ways. Our business customershesa to facilitate internal and external
data transmissions, such as transferring files foomlocation to another. Our consumer customershesn to access email and the Internet
under a variety of connection speeds and pricirdqpges. We provide our data and Internet servitesii local service area.

Our consumer and business data and Inteeneices are described below:

. Digital subscriber line, or DSL, which provides somer and business customers a digital modem tegjnthat converts
their existing telephone lines into higher speailifaes for video and high-speed data communicwito the Internet or private
networks. Substantially all of our DSL customers emrrently located within our local service area;

. Asynchronous transfer mode, or ATM, which is a ltwend, network transport service that providest &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 vénlelength. The key
advantage to this approach is that a frame relayark can accommodate data packets of various sgssciated with virtual
any data protoco



. 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;

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

. Professional services, which include network mameag, the sale, installation and maintenance & @&E and the building
of proprietary fiber optic broadband networks for governmental and other business customers.

On a wholesale basis, we provide collocasiervices, or hosting of other providers' telecamitations equipment in our facilities. We
also provide wholesale private line services prilyao 1XCs to allow them use of our local netwdtkconnect their customers to their
networks.

Strategic Relationships

From time to time we negotiate and entay gtrategic relationships to expand our wireliaevies total product offering. For example,
we recently entered into strategic marketing areamgnts with DIRECTYV, Inc. and Echostar Communic®iGorporation to allow us to
bundle satellite television products and servidegb@se companies with our traditional telecommatioms and data and Internet offerings in
several markets in our local service area, inclgdiolorado, Nebraska,
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Arizona and Washington. We believe relationshipshsas these will be important for us to provideftiiesuite of products being demanded
by the market.

Distribution Channels

We sell our retail wireline products andveees through a variety of channels, includingedirsales marketing, telemarketing and
arrangements with third-party agents. We also pi®te use of similar products and services, aadise 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 LOGrough Qwest Wireless, we operate
a personal communications service, or PCS, wirglessork that serves select markets within ourllseavice area, including Denver,
Seattle, Phoenix, Minneapolis, Portland, Salt L&kg and other smaller markets. We currently prewdreless products and services to
consumer and business customers within these selgkets. To provide these services, we hold 10ammedz, or MHz, PCS licenses that
were issued in 1997 with 10-year terms and arewahke for successive 10-year terms under Fedenain@mications Commission, or FCC,
regulations. We also provide digital wireless segsiin the 1900 MHz band.

In August 2003, we entered into a servagreement with a subsidiary of Sprint Corporatiuet &llows us to resell Sprint wireless
services, including access to Sprint's nationwi@& Rvireless network, to consumer and business mess) primarily within our local service
area. We plan to begin offering these Sprint sessiender our brand name in early 2004. Under theces agreement, we retain control of
sales and marketing, customer service, billing @sitkction, pricing, promotion and product offerngelating to the Sprint services that we
resell. The services agreement provides that Spilhbe our exclusive wireless provider and hasratial term of five years (with automatic
renewal for successive one-year terms until ejplagty provides notice of non-renewal). Our wirelegstomers who are currently being
serviced through our proprietary wireless netwoilk be transitioned onto Sprint's network.

We market our wireless products and sesvibkeough 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 anghvaiicbox for their wireless phone as for their leoon business phone.

We intend to transfer ownership of Qwestaldiss to an affiliate in the near future. Aftasttransfer, we will no longer have significant
wireless operations. This transfer will take plasesoon as we have received all necessary regukgiprovals, perhaps as early as the first
quarter of 2004.

Other Services



We provide other services that primarilydtve the sublease of some of our real estatesasaeath as space in our office buildings,
warehouses and other properties. The majority efelproperties are located in our local servica. e also provide affiliate services which
consist of telecommunication services providedffitiated enterprises.

Importance, Duration and Effect of Patents, Tradenanes and Copyrights

Either directly or through our subsidiarie® own or have licenses to various patents, traaes, copyrights and other intellectual
property necessary to the conduct of our busingesdo not believe

that the expiration of any of our intellectual peoly rights, or the non-renewal of those rightsuldanaterially affect our results of
operations.

Competition
Wireline Services

Local Voice Services. In providing local voice services to our conguirand business customers within our local seriea, we
compete with CLECs, including some owned by naficaariers, smaller regional providers, competitceess providers, independent
telephone companies, Internet telephony provideds imcreasingly, with wireless providers and catdmpanies. Technology substitution,
such as wireless substitution for wireline, cablegghony substitution for wireline and cable modristitution for dial-up modem lines and
DSL, has been a significant cause for a decreageritotal access lines in 2002. Competition issdgzimarily on pricing, packaging of
services and features, quality of service and amirgly on meeting customer care needs such adifsuilling and timely response to
service calls.

The obligation to make number portabilitsagable from wireline to wireless service, whiclaswecently mandated by the FCC, is
another competitive factor that may increase adaessosses. Also, revenue for local voice serviggy be affected adversely should
providers of VoIP services attract a sizable bdsmistomers who use VolIP to bypass traditionalllegahange carriers. A related concern is
the risk that interconnect fees we receive fromhezitXCs or CLECs will be reduced if phone-to-ph&wP calls are determined by the FCC
or otherwise not to be subject to intercarrier cengation obligations that apply to traditional péleny.

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 if@mnlocal exchange carrier, or ILEC, helps mak#adeader 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¥@nbinations, have accelerated their use of unledgnoktwork element—platforms, or
UNE-P. This wholesale service, which as a matt@uofent federal and state laws and regulationamgeequired to provide at wholesale
rates, allows our competitors to purchase all efalements they may need to provide competitival lservices to our customers. Bell
Operating Companies, or BOCs, such as Qwest, guireel to make their network elements availableaimpetitors, which allows IXCs and
CLECs an alternative to building their own telecoumications facilities. Consequently, we believestheompetitors are able to provide local
service at a cost advantage, allowing them to gerket share. Meanwhile, the obligation to prowiti¢Es reduces our revenue and margin.
We believe the offering of UNIP-services will continue to cause downward pressareur margins and result in incremental retagess lini
losses.

IntraLATA Long-Distance Voice ServicesNational carriers, CLECs and other resellarshsas AT&T Corporation, Sprint, and MCI
(formerly known as WorldCom, Inc.) compete withingproviding IntraLATA long-distance services inrdacal service area. Wireless
providers also market long-distance services afatiute to traditional wireline service, and véss services include both IntraLATA and
InterLATA long-distance.

Competition in the londistance consumer market is based primarily orepdastomer service, quality and reliability. We #re marke
share leader in providing IntraLATA long-distan@\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 cotitgrs, such as MCIl, XO Communications, Inc. and&edUSA Incorporated, from
bankruptcy proceedings with substantially reducglst dould precipitate an indus-wide reduction in prices, thereby causing a dedhnaur



revenues.

Access Services. In providing switched access services, we caepemarily with smaller regional providers, inding CLECs,
competitive access providers and independent tetephompanies. We compete on network quality, custservice, product features, the
speed with which we can provide a customer witluested services and price. Although our statusdsEC helps make us the leader in
providing these services within our local servicesa increased competition has resulted in a rastut billable access minutes of use billed
to IXCs and wireless carriers. Also, we earn cartavenues when we originate or terminate callsahacarried by IXCs and wireless carr
that generate carrier access charges for the user afetwork. To the extent that VolP networks @i/ service providers seek to bypass the
traditional methods and obligations to pay thisifaf intercarrier compensation, or the relatedifnexal compensation” which we earn for
use of our network in originating or terminating#b calls, these providers could enjoy a competiidvantage versus traditional carriers who
must factor the costs of carrier access chargeseaigiocal compensation into their charges.

Data and Internet Services.Business customers are the primary markehfesd network-related services, although we areasing
our DSL offerings to both consumer and businestousrs 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, BOCsHCTs and large integrators. Large
integrators like International Business MachinespgBaation and Electronic Data Systems Corporatienagso competing in a new manner,
providing customers with managed network serviedsch takes inter-site traffic off our network. Goshers are particularly concerned with
network reach, but are also sensitive to qualéiability, customer service and price. We also peta to a degree with cable operators who
offer high-speed broadband facilities over cablelem, a technology directly competitive with the D@bdems that we employ. Cable
operators who sell data or Internet services viadband may enjoy a regulatory advantage in tlegt éine not presently subject, at least ir
jurisdictions in which we operate, to regulatior'ecommunications” providers which imposes mansts and obligations, such as the
make UNE-P available to competitors or to providmpetitive access and interconnect rights.

Wireless Services. The market for wireless services within ourdiogervice area remains highly competitive. We cetapvith AT&T
Wireless Services, Inc., Verizon Communications,lfeMobile International, Sprint and Nextel Comnations, among others. Although
we expect our competitive position to improve afterbegin offering Sprint's nationwide wirelessvéar under our brand name to customers
in our local service area, we continue to face hi&mmpetition from national, and some regionalgless carriers. Competition may increase
as additional spectrum is made available withinlogal service area, both to new competitors armliteent wireless providers who may
acquire additional spectrum in order to increasdr ttoverage areas and service quality. Competitiacghe wireless market is based primarily
on price, coverage area, services, features, hndsehnical quality and customer service. Owriicompetitive position will depend on our
ability to successfully integrate Sprint service®iour branded service offerings and our abibitptfer new features and services in packages
that meet our customers' needs.

Regulation

As a general matter, we are subject toreite state and federal regulation, including regfaents 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 PUdsother governmental entities. Federal laws an@ F&gjulations
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apply to regulated interstate telecommunicationsliding international telecommunications that iordge or terminate in the United States),
while state regulatory authorities have jurisdict@mver regulated telecommunications services tteirdrastate in nature. Generally, we must
obtain and maintain certificates of authority froegulatory bodies in most states where we offeuledgd services and must obtain prior
regulatory approval of tariffs for our intrastatndces, 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 uniqueo$ebnstitutional provisions, statutes, regulatiastipulations and practices that impose
restrictions or limitations on the regulated eastiactivities. For example, in varying degreessglictions may provide limited restrictions on
the manner in which a regulated entity can intenatt affiliates, transfer assets, issue debt arghge 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 decisiondksitaour 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€BCQules 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 Agte 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 t



"necessary and impair" standard of the Telecomnatiioics 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 comsnFinally, the court overturned a
separate order of the FCC that had authorized Slivaging" where a CLEC purchases only a portiothefcopper line connecting the euser
This enables the CLEC to provide high-speed broadiisarvices utilizing DSL technology. Petitions fehearing were filed with the D.C.
Circuit and a petition for certiorari was filed Withe United States Supreme Court. All of theseevdemied. The D.C. Circuit did stay its or
vacating the FCC's rules until February 20, 2008eiomit the FCC to complete an ongoing rulemakindetermine what elements should be
unbundled.

On February 20, 2003, the FCC announcedttpnned to adopt revised rules prescribing@isEobligations to make UNEs availabls
competitors. The press release accompanying thésF@@ouncement indicated that the FCC's new wibesd relieve ILECs of some
unbundling obligations, while charging state retpiawith the task of determining other unbundlafigations. The FCC did not actually
release these rules and an accompanying lengthsiateantil August 21, 2003 in its triennial reviesder. The triennial review order
addresses a number of UNEs and the obligationsE£$ with respect to them. Among the more signifiadeterminations made by the FCC
in the triennial review order are: (i) CLECs ard mopaired without access to unbundled switchingmwhkerving medium-to-large business
and government customers using DS-1 switching égpaicd above, but state PUCs may initiate and lcmigcproceedings within 90 days of
October 2, 2003, to rebut this presumption of npairment; (i) CLECs are impaired without accesswdtching, and, concomitantly, the
UNE-P, to serve mass market customers, as wellogs Inigh capacity loops and dedicated transpovices (the transmission facilities
between an ILEC's central offices); proceedingstme$tate PUCs to rebut these presumptions of inmgait may be initiated and concluded
within nine months of October 2, 2003; (iii) sté&#&Cs must initiate and conclude within nine morah®ctober 2, 2003, proceedings to
approve a "batch hot cut migration process” (agssdy which a CLEC's customers served by the UMBEXRd be moved to the CLEC's
own switch in the event

switching is eliminated from UNE-P) to be implemeshby ILECs to address the costs and timelinesiseofiot cut process; (iv) ILECs are no
longer required to provide other carriers with asc® the high frequency portion of a loop thatded by CLECs to provide competing DSL
services (referred to as line sharing); howevemeri line sharing customers are "grandfatheret'the requirement to allow line sharing
will be phased out over a three-year period; (\§ds are not required to provide CLECs with accesaéxt generation" networks and
facilities used to provide broadband services;@jdhe FCC modified the prohibition against CLE@sng enhanced, extended links, or
combinations of unbundled loops, multiplexing aredidated transport (referred to as EELS) to probiok local and long-distance services;
the FCC established requirements designed to préversubstitution of EELs for special access sevneeded by a carrier for the provision
of its long-distance services.

We have joined with other ILECs in requagtihat the D.C. Circuit Court of Appeals invaliddhe rules that accompanied and were
described in the triennial review order. We beligwa the FCC did not comply with the May 2002mglby the D.C. Circuit by failing to
properly apply the "necessary and impair” stan@dadi that the FCC impermissibly, and without adegjgaidance, delegated to state PUCs
its responsibilities under the Telecommunicatios. AVe have also joined with the same companiesdaoesting that the D.C. Circuit
postpone the effectiveness of the triennial revaeger and accompanying rules until after our appéttie triennial review order is
completed, assuming that the court does not gramtegjuest that the rules be immediately invalidakénally, we have filed an appeal of the
triennial review order, which, together with apyzelay a number of other parties, was consolidatederEighth Circuit Court of Appeals.
Other ILECs and we, in turn, filed a motion to halvese consolidated appeals transferred back tB.teCircuit, and the Eighth Circuit
granted this motion. Accordingly, all matters asatex with the appeal of the triennial review orddt be heard by the D.C. Circuit.

On September 15, 2003, the FCC releaseatiaeNof Proposed Rulemaking, instituting a compredive review of the rules pursuant to
which UNEs are priced and the discounts to CLECeuwrservices they intend to resell are establishreparticular, the FCC indicated that it
will re-evaluate the rules and principles surromgdl otal Element Long Run Incremental Cost, or TELRhe basis upon which UNE prices
are set. The outcome of this rulemaking could reaweaterial effect on the revenues and margins agsdowith 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, and they are inter-related, and nelantdogies (such as VolP) are emerging that paskducomplications, it may take some
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 carrécess charges. There has been a nationa
trend towards reducing the amounts charged foiprecal compensation” for use of networks to oré&g@or terminate local, intraLATA and
other intra-state calls, in preference for a "ailtd keep" approach, but this is subject to vargiegisions and interests by the state agencies
that govern these intrastate rates. From timente,tthe state regulatory agencies that regulatasisite access charges conduct proceedings
that may affect the rates and charges for thosécsst

On May 31, 2000, the FCC adopted the aaefsem and universal service plan developed byGbalition for Affordable Local and
Long-Distance Service, or CALLS. The adoption of the @A&Lproposal resolved a number of outstanding isbeéxe the FCC. The CALL



plan has a five-year life and provides for thedwaling: (i) elimination of the residential pre-sulibed IXC charge; (ii) increases in subscriber
line charges; (iii) reductions in switched accesage rates; and (iv) the removal
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of certain implicit universal service support frarcess charges and direct recovery froms®ts; and commitments from participating I
to pass through access charge reductions to emd-Wge have opted into the five-year CALLS plan.

Advanced Telecommunications Servic

The FCC has ruled that advanced servicegged by an ILEC are covered by those provisidrith® Telecommunications Act that
govern telephone exchange and exchange accessesevi January 2002, the FCC released a NotiBeagfosed Rulemaking regarding the
Regulatory Requirements for ILEC Broadband Telecamications Services. In this proceeding the FCCsloaght comment on what
changes should be made in traditional regulatayirements to reflect the competitive market arehte incentives for broadband services
growth and investment. The FCC has not yet issinedi fules.

Intercarrier Compensatior

On April 27, 2001, the FCC released a NotiEProposed Rulemaking that commenced a broadrnipto, and initiated a fundamental
re-examination of, all forms of compensation flogimetween carriers as a result of their networlsgo@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 procegdrio examine existing forms of intercarrier cangation and explore alternatives. One
form of compensation that is being examined id ‘@il keep" under which carriers freely exchang#itrand collect charges from their end-
user customers in lieu of the present system irclivbarriers are obliged to compensate one anodheretwork 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 Oxli¢h regard to intercarrier compensation for Ingdrservice provider, or ISP-bound traffic.
The Order required carriers serving ISP-bounditradf reduce reciprocal compensation rates ové-m8nth period beginning with an initial
reduction to $0.0015 per minute of use and endiitiy &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 reswf operations.

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

Wireless Local Number Portability

On November 10, 2003, the FCC issued aeradd further notice of proposed rulemaking omllocmber portability, or LNP,
mandating that wireline carriers must port teleghoaombers to wireless carriers. The LNP order plexiguidance to both the wireline and
wireless industries on matters related to "interatbdNP, or the ability of customers to switch franwireline carrier to a wireless carrier or
from a wireless to a wireline carrier without chamgtelephone numbers.

In the LNP order, the FCC prescribed tlmatipg from a wireline carrier to a wireless carti@required 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 nunmigerésources in the rate center to which the phomneber is assigned. The FCC also so
comment on and will issue further rules regardimgfacilitation of wireless to wireline porting éases where the rate center associated with
the wireless number is different from the
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rate center in which the wireline carrier seeksdnve the customer. The LNP order was preceded BRC& order, dated October 7, 2003,
dealt with issues related to implementation of {ese-to-wireless LNP.

The FCC's rules, particularly those relatedireline-to-wireless LNP, may result in an decation of wireline access line loss by the
Company.

Voice Over IP



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. Also, it is expethhatisometime early in 2004 a formal rulemakingceeding will begin concerning VolP,
which will raise issues that overlap, to a degvéth the rulemaking concerning ILEC Broadband Telemunications Services and the
Intercarrier Compensation proceeding. There angnaber of issues that have been presented to thetff&@Concern VolP and that could
affect our business. One is whether VolP, andfeemforms of VolP, should be subject to ordinatginarrier compensation requirements
other federal or state requirements such as tinaéénipose a fee to support "universal service"support the extension of
telecommunications and Internet facilities to radas and to public schools and facilities in ingies. Another issue is whether VolP
providers should have some form of, or any, exeompdir immunity from either federal or state regioiat We are following these
developments closely, as our network is capabMod® transport and similarly can be used to caombinations of voice and other forms of
data in a packeted, IP-addressed format. As a coynpae are committed to development of VolP for customers, and our VolP offerings
are likely to grow as the technology matures amedrétgulatory situation is clarified.

Employees

As of November 30, 2003, we employed apnaxely 32,000 employees. In accordance with plaasQCII approved in the fourth
quarter of 2001 and the third quarter of 2002, educed our employee levels by approximately 5,50p0l@yees. There is additional
information regarding the restructuring in Note 4esRucturing and Mergeelated (Credits) Charges to our consolidated fifsrstatement
in Item 8 of this report.

Approximately 27,000 of our employees agresented by collective bargaining agreementstwghfCommunications Workers of
America, or CWA, and the International Brotherhaddtlectrical Workers, or IBEW. We recently enteiethb new two-year collective
bargaining agreements with the CWA and IBEW. Eddihese agreements was ratified by union membezst iato effect on August 17,
2003 and expires on August 13, 2005. Among othiag#h these agreements provide for guaranteed lgagks and continuing employment-
related benefits.

Website Access

Our website address is www.gwest.com. Yaly obtain free electronic copies of our annual respen Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and all admeents 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 tilem with the Securities and Exchange CommissinSEC.
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ITEM 2. PROPERTIES

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

December 31,

2002 2001 2000

(As restated)

Land and building: 7% 7% 7%
Communications equipme 44% 44% 42%
Other network equipmel 43% 41% 41%
Genere-purpose computers and ott 6% 7% 7%
Construction in progres 0% 1% 3%
10C% 10(% 10(%

I I I

Land and buildings consist of land, langhiovements, central office and certain administeatffice buildings. Communications
equipment primarily consists of switches, routerd ansmission electronics. Other network equigrpemarily includes conduit and cable.
General-purpose computers and other consists paithgiof computers, office equipment, vehicles atiter general support equipment. We
own substantially all of our telecommunicationsipqent required for our business. Total gross itmest in property, plant and equipment
was approximately $42.4 billion and $43.0 billias (estated) at December 31, 2002 and 2001, résggcincluding the effect of
retirements, but before deducting accumulated aégtien.



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 od that we own.

ITEM 3. LEGAL PROCEEDINGS
Legal Proceedings Involving Qwest
Securities Action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahib Robin R. Szeliga on behalf of purchasers ofl®6tock 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®®Gfl's stock. The complaint asserts claims undeti@es 11, 12, 15 and 17 of the Securities
Act of 1933, as amended, or the 1933 Act. The cainpseeks unspecified monetary damages, disgorgeshélegal gains, and other relief.
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 actaentified below. The plaintiffs have moved to @md the lawsuit back to state court.
Defendants have opposed that motion, which is mgnidéfore the court.

Regulatory Matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectammeements with the Minnesota
Commission relating to certain
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of our wholesale customers, and thereby allegediyridhinated against other CLECs. On October 2022¢he Minnesota Commission
adopted in full a proposal by an administrative Jadge that we committed 26 individual violatiorfS@deral law by failing to file, as
required under section 252 of the Telecommunicatidet, 26 distinct provisions found in 12 separdesements with individual CLECs for
regulated services in Minnesota. The order alsaddbhat we agreed to provide and did provide to & and Eschelon Telecom, Inc.
discounts on regulated wholesale services of U that were not made available to other CLECaethy unlawfully discriminating
against them. The order found we also violatecdtav, that the harm caused by our conduct extetwlbdth customers and competitors,
that the damages to CLECs would amount to sevatimdollars for Minnesota alone.

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

. grant a 10% discount off all intrastate Minnesotoligsale services to all carriers other than Eschehd McLeod; this
discount would be applicable to purchases madédéxsetcarriers during the period beginning on Nowsmb, 2000 and
ending on May 15, 2002;

. grant all carriers other than Eschelon and McLeodtimy credits of $13 to $16 per UNE-P line (subjeccertain offsets)
during the months of November 2000 through Febr@afi;

. pay all carriers other than Eschelon and McLeodthigreredits of $2 per access line (subject toaimrbffsets) during the
months of July 2001 through February 2002; and

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

The Minnesota Commission issued its finalften decision setting forth the penalties ddssxliabove on May 21, 2003. On June 19,
2003, we appealed the Minnesota Commission's otdehe United States District Court for the Distiof 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. Onzkil 2003, we entered into a settlement with th# sf the Arizona Corporation
Commission to settle this and several other praogsedThe proposed settlement, which must be ajgprby the Arizona Commission,
requires that we provide approximately $21 millinorconsideration in the form of a voluntary conttlon to the Arizona State Treasury,
contributions to certain organizations and/or igfracture investments and refunds in the form btbédits to CLECs. On December 1, 20
an administrative law judge issued a recommendeisida denying the proposed settlement. The judiger@commended final orders
requiring us to pay approximately $11 million impéiies and to issue credits to CLECs for -month period from October 2000



September 2002 equal to 10% of all wholesale itataservices performed by us. We plan to file pkoas to the recommended decisions
with the full Arizona Commission. New Mexico hasugd an order providing its interpretation of ttendard for filing these agreements,
identified certain of our contracts as coming witthat standard and opened a separate docket saleofurther proceedings. Colorado has
also opened an investigation into these matterslude 26, 2003, we received from the FCC a lefterquiry seeking information about
these matters. We submitted our initial responghisoinquiry on July 31, 2003. The proceedings iawvestigations in New Mexico, Colorado
and Washington and at the FCC could result iniqgosition of fines and other penalties againshas ¢ould be material. lowa and South
Dakota have concluded their inquiries resultinganmposition of penalties or obligations to issuedits to CLECs in those states.

llluminet, Inc., a traffic aggregator, aselveral of its customers have filed complaints wéifpulatory agencies in Idaho, Nebraska, lowa,
North Dakota and New Mexico, alleging that they
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entitled to refunds due to our purported impropgplementation of tariffs governing certain signglservices we provide in those states. The
commissions in Idaho and Nebraska have ruled iarfafllluminet and awarded it $1.5 million and $4nillion, respectively. We sought
reconsideration in both states, which was denied sabsequently perfected appeals in both statespfioceedings in the other states and in
states where llluminet has not yet filed complagdsld result in agency decisions requiring addailaefunds.

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 Brdome subject to investigations regarding "slamghfthe practice of changing long-
distance carriers without the customer's cons&em@mming"” (the practice of charging a consumermfoods 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 statlearizona, Colorado, Idaho, Oregon, Utah and Wagtan. In each of those states, we
agreed to comply with certain terms governing @les practices and to pay each of the states bet$2@0,000 and $3.75 million. On
December 11, 2003, we received a request for irdtiom from the FCC related to changes in certagtarners' preferred carriers for
interLATA or intraLATA long distance service. We snhecome subject to other investigations or compdan the future, and any such
complaints or investigations could result in furtlegal action and the imposition of fines, peraltor damage awards.

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

Legal Proceedings Involving QCII

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

Investigations

On April 3, 2002, the SEC issued an ordeénwestigation 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 10rKhfe year ended December 31, 2002, or the QCI2 HFadm 10-K. Some of these
accounting practices and transactions and relasetbdures also are the subject of various adjustisrend restatements described in this
Form 10-K. See Management's Discussion and Anatydtsnancial Condition and Results of Operationsesf@tement of 2001 and 2000
Consolidated Financial Statements in Part Il, liebelow for more information about our restatem&he investigation also includes inquiry
into disclosure and other issues related to tramsecbetween QCII and certain of its vendors agntiain investments in the securities of th
vendors by individuals associated with QCII.

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIlI believes the U.S. Attorney's Office is invgstiing various matters that include the subjecth®@investigation by the SEC. QClII is
continuing in its efforts to cooperate fully withet U.S. Attorney's Office in its investigation.
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During 2002, the United States Congresd hebrings regarding QCIl and matters that arelairto those being investigated by the SEC
and the U.S. Attorney's Office. QCII cooperatedyfulith Congress in connection with those hearings.

While QCIl is continuing in its efforts tmoperate fully with the SEC and the U.S. Attorae@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 investigatidt. Such discussions are preliminary and Qfahnot predict the likelihood of whether
those discussions will result in a settlement &b, the terms of such settlement. However, essigints typically involve, among other thir
the SEC making claims under the federal secufiiies in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were asgitlement to occur, QCII would expect such ciimaddress many of the accounting
practices and transactions and related discloshatsre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$EeC may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coutteo that would require, among other things, th&tl@nd its officers and directors comply
with provisions of the federal securities lawsa@svhich there have been allegations of prior violz.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€#rtaings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Theselg@rovided pro forma normalized earnings infoimmathat excluded certain nonrecurring
expense and income items resulting primarily frome 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 acceptedusttwy principles in the United States of AmericaGAAP. At the date of this filing, no
action has been taken by the SEC. However, QCketgthat 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/Deéear Official the question of whether QCII (inclandius and its other subsidiaries)
should be considered for debarment. QCII has h&#enmed that the basis for the referral is lastrBaty's indictment against four former
QCIl employees in connection with a transactiorhwtite Arizona School Facilities Board in June 2808 a civil complaint filed the same
day by the SEC against the same former employeksthers relating to the Arizona School Facilifdesard transaction and a transaction
with Genuity Inc. in 2000. QCII is cooperating fullvith the GSA and believes that it and we will @msuppliers of the government,
although QCII cannot predict the outcome of thismal.

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative clasactiomplaints have been filed in federal distrmtirt in Colorado against QCII alleging
violations of the federal securities laws. Onelhafse cases has been dismissed. By court ordeertianing actions have been consolidated
into a consolidated securities action, which weréd herein as the "consolidated securities attlaintiffs in the consolidated securities
action name as defendants in the Fourth Consotidateended Class Action Complaint, or the Fourth €&didated Complaint, which was
filed on or about August 21, 2002, QCII, its forn@rairman and Chief Executive Officer, Joseph Redlm, its former Chief Financial
Officers, Robin R. Szeliga and Robert S. Woodratffier of its former officers and current directarsl Arthur Andersen LLP. The Fourth
Consolidated Complaint is purportedly brought ohdieof purchasers of QCII's
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publicly traded securities between May 24, 1999 Belbruary 14, 2002, and alleges, among other ththgsduring the putative class period,
QCIl and certain of the individual defendants maderially false statements regarding the restil@Q@II's operations in violation of
section 10(b) of the Securities Exchange Act of41@8 the Exchange Act, that certain of the indiritidefendants are liable as control
persons under section 20(a) of the Exchange Adtilaat during the putative class period, certaithefindividual defendants sold some of
their shares of QCII's common stock in violatiorsettion 20A of the Exchange Act. The Fourth Cadstéd Complaint also alleges that
QClI's financial results during the putative claesiod and statements regarding those results fatsee and misleading due to the alleged:
(i) overstatement of revenue, (ii) understatemérmbasts, (iii) manipulation of employee benefitsirer to increase profitability and

(iv) misstatement of certain assets and liabilitidse Fourth Consolidated Complaint further allethed QCII and certain of the individual
defendants violated section 11 of the 1933 Act,thaticertain of the individual defendants areléads control persons under section 15 o
1933 Act by preparing and disseminating false tegfion statements and prospectuses for: (1) thistration of 897,907,706 shares of QC
common stock to be issued to U S WEST sharehotties] June 21, 1999, as amended August 13, 1998eptdmber 17, 1999; (2) the
exchange of $3.25 billion of QCII's notes dated 1il, 2001; and (3) the exchange of $3.75 billib@EII's notes dated October 30, 2001.
The Fourth Consolidated Complaint seeks unspeoifiedpensatory damages and other relief. Howevad, deunsel for the plaintiffs has
indicated that plaintiffs will seek damages in Hiéons of dollars. On September 20, 2002, bothli@d the individual defendants filed
motions to dismiss the Fourth Consolidated Compldinhose motions are currently pending before thetc On November 4, 2002, lead
plaintiffs in the consolidated securities actiddia motion for a temporary restraining order praliminary injunction seeking to enjoin
QCllI's sale of Qwest Dex, Inc. or, in the altermatito place the proceeds of such sale in a caristeutrust for the benefit of the plaintiffs.
The court denied both motions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @dor the District of Colorado, naming



defendants each of the then members of QCII's Bofaldrectors, or the Board, and naming QCIl a®mimal defendant. The derivative
complaint is based upon the allegations made idnsolidated securities action and alleges, anotimgy things, that the Board members
intentionally or negligently breached their fidugialuties to QCII by failing to oversee implemerdatof securities laws that prohibit insider
trading. The derivative complaint also alleges thatBoard members breached their fiduciary dutg3Cll by causing or permitting it to
commit alleged securities violations, thus (i) éagst to be sued for such violations, and (ii) gaing it to adverse publicity, increasing its
cost of raising capital and impairing earnings. @ieevative complaint further alleges that cert@imectors sold shares between April 26, 2
and May 15, 2001 using non-public information ab@@ll. On or about October 31, 2001, the courtffiém order consolidating this
derivative lawsuit with the consolidated securitetion. In December 2001, the derivative lawsuswtayed, pending further order of the
court, based on the fact that the merits of thévdeve lawsuit are intertwined with the resolutiohthe consolidated securities action. In
March 2002, plaintiffs filed a first amended detiva complaint. The first amended derivative compladds allegations relating to the
disclosures of QCIllI's consolidated financial resédom April 2000 through February 2002. On or aldavember 5, 2002, plaintiffs filed a
second amended derivative complaint. The seconahd@decomplaint adds as defendants to the lawst#iodormer officers, including
Robin R. Szeliga, Robert S. Woodruff, and othetse $econd amended complaint contains allegatioaddition to those set forth in the pr
complaints, stating, among other things, thatdiain officers and/or directors traded QCII's kteuhile in the possession of inside
information, and (ii) certain officers and/or ditexs caused the restatement of more than $1 bilisavenue by concealing improper
accounting practices. Plaintiffs seek, among otaeredies, disgorgement of alleged insider tradiodits. The lawsuit remains stayed.
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On March 6, 2002, an alleged derivativedaivwas filed in the District Court for the Citpé County of Denver, naming as defendants
each of the then members of the Board, certaindowfficers of QCII and Arthur Andersen LLP. QQGllnamed as a nominal defendant. The
derivative complaint is based upon the allegatimasle in the consolidated securities action andedi¢hat the Board members intentionally
or recklessly breached their fiduciary duties tolliy causing or allowing it to issue financial dissures that were false or misleading.
Plaintiffs seek unspecified damages on QCII's Hedgdinst the defendants. On July 2, 2002, thie staurt derivative lawsuit was stayed
pending further order of the court. On or about ¥stdl, 2003, the plaintiffs filed an amended denxacomplaint, which does not contain
claims against QCII's former officers and Arthurd&®nsen LLP, but continues to assert claims agtiesBoard defendants. In the amended
complaint, the plaintiffs allege, among other thinthat the individual defendants abdicated thefy ¢o implement and maintain an adequate
internal accounting control system and thus allggedlated (i) their fiduciary duties of loyaltynal good faith; (i) GAAP; and (iii) QClI's
Audit Committee's charter (which requires, amortgeothings, that QCII's Audit Committee serve agna@iependent and objective party to
monitor QCII's financial reporting and internal trarh system). The amended complaint also statesafems against Mr. Nacchio for his
alleged breach of fiduciary duties. Plaintiffs seegourt order requiring that Mr. Nacchio disgorg€ClI all of his 2001 compensation,
including salary, bonus, long-term incentive pagaand stock options. In addition, the plaintiffstend that Mr. Nacchio breached his
fiduciary duties to QCII by virtue of his salesitsf stock allegedly made using his knowledge ofemalk non-public information. The
plaintiffs seek the imposition of a constructivestron any profits Mr. Nacchio obtained by virtddlese sales.

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 Invastilan and predecessor plans, or the Plan, fronctMa 1999 until the present. By court
order, five of these putative class actions hawnhmnsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplant described below and referred to as the "clidested ERISA action." QCII
expects the seventh putative class action to beotidiated with the other cases since it assertstantially the same claims. The consolidated
amended complaint filed on July 5, 2002 names tendants, among others, QCII, several former amcentidirectors, officers and
employees of QCII, Qwest Asset Management, the'®lamestment Committee, and the Plan Administea@®ommittee of the pre-Merger
QCII 401(k) Savings Plan. Plaintiffs filed a Secdkmiended and Consolidated Complaint on May 21, 26@&ing as additional defendan
former employee and QCII's Plan Design Committde= donsolidated ERISA action, which is brought urile Employee Retirement
Income Security Act, or ERISA, alleges, among othargs, that the defendants breached fiduciariedub the Plan members by allegedly
excessively concentrating the Plan's assets ind@st@®Cll's stock, requiring certain participanghe Plan to hold the matching contributi
received from QCII in the Qwest Shares Fund, fgitim disclose to the participants the alleged agting improprieties that are the subject of
the consolidated securities action, failing to stigate the prudence of investing in QCII's stadqtinuing to offer QCII's stock as an
investment option under the Plan, failing to inigeste the effect of the Merger on Plan assets lagid failing to vote the Plan's shares against
it, preventing plan participants from acquiring Q€ttock during certain periods, and, as agamstesof the individual defendants,
capitalizing on their private knowledge of QCllisgncial 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. éefants filed motions to dismiss on August 22, 2d0dse motions are also pending be
the court.

On August 9, 2002, an alleged derivatiwveslait was filed in the Court of Chancery of thet8taf Delaware, naming as defendants each
of the then members of the Board and QCII currdniefdinancial Officer, Oren G. Shaffer, and nam@®@ll as a nominal defendant. On or
about September
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16, 2002, an amended complaint was filed in thachaming the same defendants except Mr. Shafter,is no longer a defendant in the
action. A separate alleged derivative lawsuit wasl fin the Court of Chancery of the State of Dedasvon or about August 28, 2002. That
lawsuit names as defendants QCII's former ChairamahChief Executive Officer, Joseph P. Nacchio, I@@brmer Chief Financial Officer,
Robert S. Woodruff, former Board member, Marilyrri€an Nelson, and each of the then members of dadand names QCII as a nomi
defendant. On October 30, 2002, these two allegedative lawsuits were consolidated, and an ameiedenplaint, or the Second Amended
Complaint, was later filed on or about JanuaryZ&)3, and names as defendants the current menitibies Board, former Board member
Hank Brown, QCII's former Chief Executive Officdnseph P. Nacchio, and QCII's former Chief Findr@fficer, Robert Woodruff, and
names QCII as a nominal defendant. In the Secondnfied Complaint, the plaintiffs allege, among othergs, that the individual
defendants (i) breached their fiduciary duties bggedly engaging in illegal insider trading in Q€Istock; (ii) failed to ensure compliance
with federal and state disclosure, anti-fraud ansidier trading laws within QCII, resulting in expos to it; (iii) appropriated corporate
opportunities, wasted corporate assets and selfidezonnection with investments in initial publéfering securities through QCII's
investment bankers; and (iv) improperly awardedesgnce payments of $13 million to QCII's former &tiixecutive Officer, Mr. Nacchio.
The plaintiffs seek recovery of incentive compeiwsaallegedly wrongfully paid to certain defendarah severance payments made to
Messrs. Nacchio and Woodruff, and all costs inelgdegal and accounting fees. Plaintiffs have edspiested, among other things, that the
individual defendants compensate QCII for any iesidading profits. Plaintiffs likewise allege tHaCll is entitled to contribution and
indemnification by each of the individual defendamlaintiffs request that the court cancel allxemeised stock options awarded to Messts.
Nacchio and Woodruff to which they were not endiflthat the defendants return to QCII all salasied other remuneration paid to them b
during the time they breached their fiduciary dsitiend that the court order the defendants to e@fpolicies, practices and procedures on
behalf of QCII designed to detect and prevent dlapnduct by its employees and representativesMénsh 17, 2003, defendants moved to
dismiss the Second Amended Complaint, or, in ttexradtive, to stay the action. That motion is pagdiefore the court.

On November 22, 2002, plaintiff Stephen @eg IRA Rollover filed a purported derivative lavisin Denver District Court, naming as
defendants each of the then members of QCII's Bafadrectors, certain of QCII's former officerspngchutz Company and QCIl as a
nominal defendant. Plaintiff alleges, among othérgs, that the director defendants breached fitkiciary duties to QCIl and damaged Q
by deliberately in bad faith or recklessly (i) impienting a sham system of internal controls coralyléhadequate to ensure proper
recognition of revenue; (ii) causing QCII to isgakse and misleading statements and financial tesuithe market regarding its earnings,
revenues, business and investments; (iii) expa®i8Y to massive liability for securities fraud; Jidamaging QCII's reputation; and
(v) trading QCII's shares while in possession ofemal, non-public information regarding its trueéncial condition. The complaint purports
to state causes of action for breach of fiduciary dgross negligence and unjust enrichment agaorse of QCII's former officers and bre:
of contract and breach of the duty of loyalty/irsittader trading against several of QCII's forwficers and former and current directors.
or about January 7, 2003, plaintiff's counsel fideproposed amended complaint, which substitutesaaplaintiff, Thomas R. Strauss, and
adds another former officer as a defendant. Irathended complaint, plaintiff seeks (i) disgorgen@rionuses and other incentive
compensation paid to certain defendants; (ii) diggment of any profits that certain defendants nigdeirtue of their alleged trading on
material, inside information; and (iii) other daneagBy order dated January 9, 2003, the court puthe substitution and Strauss became
the plaintiff in this lawsuit under the amended qdaint.

On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedagyatnst QCII, certain of QCII's former
officers and certain of QCII's current directorsl aeveral
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other defendants, including Arthur Andersen LLP aaderal investment banks, in the Superior Couth@fState of California in and for the
County of San Francisco. CalSTRS alleges that ¢fiendlants engaged in fraudulent conduct that caDat®ITRS to lose in excess of $150
million invested in QCII's equity and debt secasti The complaint alleges, among other thingsithatess releases and other public
statements, defendants represented that QCIl wasfahe highest revenue producing telecommunicatammpanies in the world, with
highly favorable results and prospects. CalSTR&al that defendants were engaged, however, tiheare to falsely inflate Qwest's
revenues and decrease its expenses so that Qwalst appear more successful than it actually walké' domplaint purported to state causes
of action against QCII for (i) violation of Califoia Corporations Code section 25400 et seq. (deufaws) (seeking, among other damages,
the difference between the price at which CalST&8 QCIlI's notes and stock and their true valu@)yviplation of California Corporations
Code section 17200 et seq. (unfair competitioii);f(aud, deceit and concealment; and (iv) breatfiduciary duty. Among other requested
relief, CalSTRS seeks compensatory, special andipeidamages, restitution, pre-judgment interest eosts. QCII and the individual
defendants filed a demurrer, seeking dismissall @f@ms. In response, the plaintiff voluntarilysthissed the unfair competition claim but
maintained the balance of the complaint. The cdemnied the demurrer as to the California securitiesand fraud claims, but dismissed the
breach of fiduciary duty claim against QCII witlale to amend. The court also dismissed the clagamst Robert S. Woodruff and Robin
Szeliga on jurisdictional grounds. On or about B8y 2003, plaintiff filed a First Amended Complaifihe material allegations remain larc
the same, but plaintiff no longer alleges claimaiast Mr. Woodruff and Ms. Szeliga following theuctis dismissal of the claims against
them, and reasserted its claim against QCII foatineof fiduciary duty as an allegation of aidingl abetting breach of fiduciary duty. QCII
filed a second demurrer to that claim, and on Ndwan?, 2003, the court dismissed that claim witlHeave to amend.

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, that QCII, certain of QClI'efier officers and certain current directors anchArtAndersen LLP caused QCII's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing falatements about QCII's business, reve
and profits. As a result, New Jersey contendsitlaturred tens of millions of dollars in loss&ew Jersey's complaint purports to si



causes of action against QCII for: (i) fraud; (i§gligent misrepresentation; and (iii) civil corrsigly. Among other requested relief, New
Jersey seeks from the defendants, jointly and aflyecompensatory, consequential, incidental aumitive damages. On November 17, 2(
QCIl filed a motion to dismiss. That motion is perglbefore the court.

On January 10, 2003, the State UniversRiesrement System of Illinois, or SURSI, filedaavsuit similar to the CalSTRS and New
Jersey lawsduits in the Circuit Court of Cook Coutilynois. 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, dropping (i)aterindividual and corporate defendants, and t§ixlaim under the Illinois Consumer
Fraud and Deceptive Business Practices Act. Thenseamended complaint alleges that defendants edgadraudulent conduct that caused
it to lose in excess of $12.5 million invested i@ Qs common stock and debt and equity securifiég. complaint alleges, among other things
that in press releases and other public statemaefisndants represented that QCIl was one of tifeekt revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. SURSI all¢igatsdefendants were engaged,
however, in a scheme to falsely inflate QCII's rexes and decrease its expenses by, among ottgatadles, improper conduct related to
transactions with the Arizona School Facilities Bhasenuity, Calpoint, KMC, KPNQwest, and Konink8j KPN, N.V. The complaint
purports to state causes of action against QCléur(g the lllinois Securities Act; (ii) commonvefraud;
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(iii) common law negligent misrepresentation; aiw)l ¢ection 11 of the 1933 Act. SURSI seeks, amathegr relief, punitive and exemplary
damages, costs, equitable relief including an icijion to freeze or prevent disposition of the ddfents' assets and disgorgement.

The consolidated securities action, thesobdated ERISA action and the CalSTRS, New JeaselySURSI actions described above
present material and significant risk to QCII. Samfi¢he allegations in these lawsuits include mahthe same subjects that the SEC and
Attorney's Office are investigating. Moreover, giee, scope and nature of QCII's recent restatenuéiits financial statements for fiscal 2(
and 2000 affect the risks presented by these céddte QCII intends to defend against these mattgysrously, the ultimate outcomes of
these cases are very uncertain, and QCII can giassurance as to the impacts on its financialtsesufinancial condition as a result of
these matters. Each of these cases is in a pralignphase. None of the plaintiffs or the defendaatsadvanced evidence concerning pos
recoverable damages, and QCII has not yet conddidedvery on these and other relevant issues. Qe3lidisclosed that it is unable to
estimate reasonably a range of loss that it woddri if the plaintiffs in one or more of these laits were to prevail. QCIl has engaged in
discussions for the purposes of resolving thes¢emsadnd continues to evaluate any possible rahlgs® Any settlement of or judgment on
one or more of these claims could be material, @8t cannot give any assurance that it would haeerésources available to pay such
judgments. Also, in the event of an adverse outcofieme or more of these matters, QCII's abilityrteet its debt service obligations anc
financial condition could be materially and advérsdfected. As a wholly owned subsidiary of QQlur business operations and financial
condition would be similarly affected.

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 stocklests of U S WEST. The complaint alleges that Q@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

Several purported class actions relatindpéanstallation 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&X{ass certification was denied in the Louisipreceeding and, subsequently,
summary judgment was granted in our favor. A newisiana class action complaint has recently bded.fClass certification was also
denied in the California proceeding, although giffyhave 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 rightrtstall 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&intiff's 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 Carolinarg@on, South Carolina, Tennessee and Texas agiiopsrt to be on behalf of a class of
such landowners in those states, respectively Iliheis action purports to be on behalf of landems adjacent to railroad rights-of-
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way over which QCII's network passes in lllinoswhk, Kentucky, Michigan, Minnesota, Nebraska, Ginid Wisconsin. Plaintiffs in the
lllinois action have filed a motion to expand thass to a nationwide class. The complaints seeladamon theories of trespass and unjust
enrichment, as well as punitive damages. Togetlitarssme of the other telecommunication carrieeddfints, in September 2002, QCII f

a proposed settlement of all these matters in thieetd States District Court for the Northern Distiof Illinois. On July 25, 2003, the court
granted preliminary approval of the settlement antiéred an order enjoining competing class acti@mms, except those in Louisiana. The
settlement and the court's injunction are oppogesbime, but not all, of the plaintiffs' counsel ard on appeal before the Seventh Circuit
Court of Appeals. At this time, QCII cannot detemmiwvhether such settlement will be ultimately appbor the final cost of the settlement if
it is approved.

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

Not Applicable.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated finahciata should be read in conjunction with, andoasaified by reference to, the consolidated
financial statements and notes thereto and "ManagesnDiscussion and Analysis of Financial Conditmd Results of Operation” in Item 7
of this report. For the years ended December 311 2id 2000, the data in the table below is preseon an as adjusted basis to reflect the
restatement of results for those years (see betuliNmte 3—Restatement of Results to our consolitfit@ncial statements in Item 8 of this
report). The selected consolidated financial datale years ended December 31, 2002, 2001 and&@Qderived from, and are qualified by
reference to, the audited consolidated financakstents of the Company included in Item 8 of teport. The results presented below for
years ended December 31, 1999 and 1998 were pseyiaudited by other independent auditors who lt@ased operation
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Year Ended December 31,
2001 2000
2002 (As restated) (As restated) 1999 1998

(Dollars in millions)

Operating revenue $ 11,91¢ $ 12537 $ 12,08 $ 11,46 $ 10,87:
Operating expense 9,91¢ 9,74¢ 9,872 8,504 8,25:
Operating incom: 2,00z 2,78¢ 2,21: 2,96( 2,61¢
Income before income taxes and cumulativ

effect of change in accounting princij 1,29¢ 2,24¢ 1,64¢ 2,52( 2,15C
Net income(1 80t $ 1,407 $ 90z 156z $ 1,33t
Balance sheet dat

Total asset 22,52t $ 24,38¢ $ 22,56 19,97¢ $ 17,57¢
Total debt(2] 9,15¢ 9,58¢ 8,73¢ 7,092 5,94:
Debt to total capital ratio(: 67% 68% 66% 60% 57%
Other data

Cash provided by operating activiti 4,25 $ 3,66z $ 4,01¢ 4,24C $ 3,52¢
Cash used for investing activiti (1,81¢) (4,449 (4,560 (3,809 (2,627)
Cash (used for) provided by financing

activities (2,359 824 592 (445) (861)
Capital expenditure 1,82: 4,50¢ 4,60( 3,75¢ 2,56¢

(1)  Amounts that follow in this footnote are on an ef#x basis.

2002.
Mergerrelated (credits) charge

2002 net income includes a charge of $505 anilfor asset impairments and a net charge of $llBmfor restructuring and



2001. 2001 netincome includes charges aggregating $llion for restructuring and Merger-relatedgdits) charges, a charge of
$136 million for a depreciation adjustment on asdeses returned to service, a charge of $30 milfar asset impairments, and a gain
of $31 million for the sale of rural exchanges.

2000. 2000 net income includes a charge of $498 onilfor Merger-related costs, a charge of $205 omilfor asset impairments
and a combined loss of $7 million on the sale edflraccess lines and other non-strategic assets.

1998. 1998 net income includes expenses of $58 mibissociated with the June 12, 1998 separation®WVUEST
Communications, Inc.'s former parent company into independent companies and an asset impairmangelof $21 million.

(2)  Amounts include borrowings from third parties anahi affiliates, and exclude future purchase comraitts, operating leases, letters
of credit and guarantees. At December 31, 2002atheunt of those future purchase commitments, tipgrieases and letters of
credit was approximately $1.507 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 FINANCIAL GONDITION 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 endnisf 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.

Restatement of 2001 and 2000 Consolidated Financigtatements

This report contains our restated constéiddinancial statements for the years ended DeeeBih 2001 and 2000. We performed an
analysis of our previously issued consolidatedrfaial statements for 2001 and 2000 and identifiadraber of errors.

The nature of the errors and the restateadjnstments that we have made to our financidéstents for years ended December 31,
and 2000 are described in Item 1 Business—ImpaRiestatement and are set forth in Note 3—Restateofiétesults to our consolidated
financial statements in Item 8 of this report.

The net impact of the restatement adjustsnisrsummarized as follows:

Year Ended
December 31,

2001 2000

(Dollars in millions)

Revenue $ (13¢) $ (21¢)

Income before income taxes and cumulative effechahge in accounting

principle $ (539 $ (259
Net income $ 330 $ (299

The restatements involve revenue recognisisues related to termination fees, wirelessmaes and installation fees, and expense
recognition, as well as other matters. In makireséhrestatements, we have performed an interngisésaf our accounting policies,
practices, procedures and disclosures for thetefigueriods.

Results of Operations

Overview



We generate revenues from the provisiovodde services, data and Internet services, wisedesvices, other services and services to oul
affiliates. Depending on the product or servicechased, a customer may pay an up-front fee, a riyoieth, a usage charge or a combination
of these. A further description of each revenuegaty is as follows:

. Voice services.Voice services revenue includes local voice ses/revenue, IntraLATA long-distance voice servieagnue
and access services revenue. Local voice senawesue includes revenues from basic local exchaeggces, switching
services, custom calling features, enhanced vapaces, operator services, public telephone sesyicollocation services and
CPE. Local voice services revenue also includesma® from the provision of, on a wholesale bagsyark transport, billing
services and access to our local network. IntraLAdi#g-distance voice services revenue includesmas® from IntraLATA
long-distance services within our local serviceaarkeccess services revenue primarily includes regsiirom switched access
services.
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. Data and Internet servicesData and Internet services revenue includes r@&from data services (such as traditional private
lines, wholesale private lines, ISDN, frame relayM and related CPE) and Internet services (sudbSis, Internet dial
access, professional services and related CPE).

. Wireless services.Our wireless services are provided through ouwllytowned subsidiary, Qwest Wireless, which hadl@s
MHz licenses to provide PCS in select markets inlacal service area. We offer wireless servicaesidential and business
customers, providing them the ability to use thmetelephone number for their wireless phone athisir home or business
phone. In August 2003, we entered into a servigeseanent with a subsidiary of Sprint, that allowgaresell Sprint wireless
services, including access to Sprint's nationwi@& Rvireless network, to consumer and business imessy primarily within
our local service area. We plan to begin offerimgse Sprint services under our brand name in 2afly. Our wireless
customers who are currently being serviced thraugtproprietary wireless network will be transitashonto Sprint's network.

We intend to transfer ownership of Qwest Wirelesart affiliate in the near future. After this tréars we will no longer have
significant wireless operations. This transfer wake place as soon as we have received all negesgalatory approvals,
perhaps as early as the first quarter of 2004.

. Other services. Other services revenue is predominately derivenh fsubleases related to our unused real estaesassch as
space in our office buildings, warehouses and gihaperties.

. 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.

Business Trend:

Our results continue to be impacted by mloer of factors influencing the telecommunicatiordustry and our local service area. First,
the weak economy in our local service area hadsraged to impact demand from both our consumer arsihless customers. The impacts
include reduced demand for services resultingds laf access lines, renegotiated commitments asdofocustomers. We believe demand
continue to be affected because the economy's @egav our local service area is expected to |lagrthtional recovery. Second, technology
substitution and competition are expected to leatbhtinued access line loss. We expect industdewbmpetitive factors to continue to
impact our results and we have developed new gtestéor offering complementary services such &allga television and wireless. Third,
our results continue to be impacted by regulatesponses to the competitive landscape for our ker@ices.

Revenue

In general, we expect to see a continuededse in voiceelated revenue as a result of a decrease in alicessind wireless subscribe
Access lines are expected to continue decreasinmaply because of technology substitution, inchglivireless and cable substitution for
wireline telephony, and cable modem substitutiardial-up Internet access lines. In addition, oumpetitors have accelerated their use of
UNE-P to deliver voice services. Although the uB&INE-P did not have a material impact on our opens in 2002, we believe the offering
of UNE-P services will cause downward pressureunrevenue and result in incremental retail actinedosses.

We have also begun to experience and expaeased competitive pressure from telecommuioicgproviders either emerging from
bankruptcy protection or reorganizing their capital
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structure to more effectively compete against usaAesult of these increased competitive pressweehave been and may continue to be
forced to respond with less profitable product wifgs and pricing plans that allow us to retain attchct customers. These pressures could
adversely affect our operating results and findmmaformance.

Starting in 2004, wireless offerings wid bxpanded through a new arrangement with Sprinig. 8irrangement will enable utilization of
Sprint's nationwide digital wireless network toesftustomers new voice and data capabilities.

We expect to see the pace of growth idiati#i revenue to accelerate. We continued to ttiansielecommunications traffic previously
carried by third parties. In addition, our affieathave expanded their data communications needmg®2004, we expect affiliate revenue to
rise due to an increase in access fees charged tffdiates selling interexchange services in mgion.

Expenses

Our expenses continue to be impacted Htirghidemand due to increased competition and xpamsion of our product offerings.
Expenses associated with our new product offeriegd to be more variable in nature. While exisfingducts tend to rely upon our
embedded cost structure, the mix of products weexip sell and regulatory and market pricing steeanay pressure operating margins.

We expect the pace of affiliate cost insesato slow and potentially stabilize as a reduthi® completion in 2003 of the bulk of
functional consolidation and employee transfers.

Employee costs savings due to restructuaimymerger related synergies resulted from theutatime reduction of employees from 2000
to 2002. However, these reductions coupled withelometwork costs were partially offset by increaseaffiliate costs, bad debt, pension and
retiree costs, and property and other taxes.

Presentation

The results for 2001 and 2000 presenteaWbate "As Restated.” Please refer to Note 3—Rersi@nt of Results to our consolidated
financial statements in Item 8 of this report. Bmalysis is organized in a way that provides tfiermation required, while highlighting the
information that we believe will be instructive fonderstanding the relevant trends going forwarcddition to the discussion of the
historical information that reviews the currentegng presentation of our consolidated financtataments, an overview of the operational
results is provided below. Unless otherwise indidaall information is presented in accordance GitkAP.

Our operations are integrated into andoare of the segments of the QCII consolidated grdine chief operating decision maker, or
CODM, for QCIl makes resource allocation decisiand assessments of financial performance for theatimlated group based on wireline,
wireless and other segmentation. For more informnagbout QCII's reporting segments, see QCII's Za#th 10-K. Our business contributes
to the segments reported by QCII, but the QCII CO2Mews our financial information only in connexctiwith this filing. Consequently, we
do not provide discrete financial information fow€st Corporation to a CODM on a regular basis.f8eber discussion in Note 15—
Contributions to QCII Segments to our consoliddieancial statements in Item 8 of this report.
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Results of Operations

Absolute Change Percentage Change
Year ended December 31,
2002 v 2001 v 2002 v 2001 v
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Operating revenues $ 11,91¢ $ 12,537 $ 12,08. $ (621) $ 452 (5)% 4%
Operating expense
Cost of sales (exclusive of depreciation and amatiton

detailed below) 2,674 3,05¢ 2,981 (384) 71 (13)% 2%
Selling, general and administrati 3,43¢ 3,21¢ 3,31¢ 21¢ (99) 7% ()%
Depreciation 2,65¢ 2,90z 2,311 (247) 591 (9)% 26%
Intangible assets amortization 302 191 111 111 80 58% 72%
Asset impairment charges 82¢ 49 &5 78C (286) nm (85)%
Restructuring and other charges—net 49 21z — (163) 212 (77)% nm

Merge-related (credits) charg—net (30) 12C 813 (150) (693 (125)% (85)%




Operating income

Other expense (income):

Interest expense—net
(Gain) loss on sale of rural exchanges and otledfi
assets

Other expense (income)—net

Total other expense—net

Income before income taxes and cumulative effechahge
in accounting principle

Income tax expense

Income before cumulative effect of change in actiogn
principle
Cumulative effect of change in accounting princjplet of tax

Net income

nm—not meaningful

Operating Revenues

Voice services

Data and Internet services
Wireless

Other service

Affiliate services

Total operating revenues

2,00z 2,78¢ 2,21z (787) 577 (28)% 26%
69¢ 612 54¢ 86 64 14% 12%

— (51) 11 51 (62) nm nm

9 (18) 6 27 (24) nm nm
70€ 544 56€ 164 (22 30% (4)%
1,294 2,24F 1,64¢ (952) 59¢ (42)% 36%
(489 (83¢) (703 34¢ (135 (42)% 19%
80t 1,407 942 (602) 464 (43)% 49%

— — (41 — 41 nm nm
$ 80t $ 1,407 $ 90z $ (602) $ 508 (43)% 56%

- § 5§ N IS —

Absolute Change Percentage Change

Year ended December 31,
2002 v 2001 v 2002 v 2001 v
2002 2001 2000 2001 2000 2001 2000
(As restated) (As restated)
(Dollars in millions)

$ 8,60¢€ $ 9,301 $ 9,43¢ $ (69%) $ (139 ("% (1)%
2,18¢ 2,16¢ 1,88¢ 21 28C 1% 15%
694 68¢ 42z 6 26€ 1% 63%

16 12 3 4 9 33% nm
411 36€ 337 43 31 12% 9%
$ 11,91¢ $ 12,537 $ 12,08 $ (621) $ 452 (5)% 4%

- § 5§ N IS —

For a description of the products and sewincluded in each revenue line item, see "Ogarvabove.

Voice Services

Voice services revenues decreased $69bmitbr 7%, in 2002 and decreased $133 millior, %t in 2001.
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Voice Services 2002 vs. 2001

The voice services decrease in 2002 waeethdt of access line losses, intense competitioproducts and services, and a reduction in
wholesale switched access revenue, each of whidisésissed further below.

We experienced a decline in local voiceises revenue of $280 million in 2002 associatetth whe loss of approximately 781,000
access lines and related services. The accedpdimevas driven by a soft economy in our local iserarea, technology substitution to
wireless and broadband services and other comgretifie are experiencing competition from both fgeibased and non facility-based
providers such as cable companies providing telepkervices, CLECs and other telecommunicationsigess reselling our services.
Additionally, there is another component of theluhecof voice service revenue of $110 million in02xthat reflects declines in demand for
services such as collocation, public telephoneisesvand directory assistance. The declines wémgapty driven by the soft
telecommunications market, telecommunications camiankruptcies, wireless substitution of publiephones and deteriorating economic

conditions.

Intense competition throughout the last b62001 and during 2002, caused IntraLATA I-distance voice revenues to decline



$98 million in 2002.

We also experienced a revenue decline 07 $2illion in switched access revenue in 2002. 3lWiched access revenue declines were
primarily due to pricing and volume declines. Rrigcdeclines occurred due to state regulatory astéon the CALLS order. The CALLS
order capped prices for certain services, whichlted in a price decline for switched access sesvi¥/olumes also fell due to general
declines in demand for long-distance usage and etitive losses.

Voice Services 2001 vs. 2000

The decrease in 2001 voice services reveh#&33 million included declines in switched agseevenue, business customer price
reductions, and access line losses in 2001. Tot&ss lines declined by 304,000. The switched aaes®nue declines were primarily due to
the same competitive and industry effects describe@002 above. During 2001 and 2000, we reducedates to business customers to
remain competitive in the marketplace for advangade services. In addition, business customerseded their single access lines to a
fewer number of high-speed, high-capacity accesslallowing for the transport of multiple simukanis telephone calls and transmission of
data at higher rates of speed. This conversiortffdy resulted in the rate reduction and contiélolto access line loss.

Data and Internet Services
Data and Internet services revenues remaglatively flat in 2002 and increased $280 millior 15%, in 2001.
Data and Internet Services 2002 vs. 2001

In 2002, data and Internet services revemereases of $21 million were derived primarilgrir DSL and other Internet services that v
partially offset by declines in data services sashwholesale private line and ISDN.

Data and Internet Services 2001 vs. 2000

In 2001, data and Internet services revemereases of $280 million were derived primarilgrh business and wholesale private line
services, ISDN and frame relay sales. This refteetgpanding customer telecommunications needs@@o00 and early 2001. DSL reven
also increased in 2001 as a result of subscrilmwthr
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Wireless 2002 vs. 2001

Although net subscribers fell to 1.03 noifliin 2002, from 1.12 million in 2001, revenuesragased slightly. We did not experience an
overall revenue decline due to the timing of thguésition and disposition of customers betweenydmrs. The fall in subscribers, despite an
expanding overall market, reflects our decisiodeeemphasize sales of wireless services on a sané-basis, tighten credit policies and
limit product marketing, as well as the impactritinse industry competition, the economic slowdderk of a national network and higher
than expected customer disconnects. During 2002yivaless penetration percentage (our wirelessailters divided by the total number of
subscribers in the points-of-presence we covedjragtin the markets we serve to 4.66% in 2002 fEo#8% in 2001.

Wireless 2001 vs. 2000

In 2001, revenues increased $266 millio63%. Total wireless subscribers increased to tillbn in 2001 from 805,000 in 2000. The
increase in subscribers reflected the increaseirimashd for wireless services and our focus on grgwie wireless subscriber base.

Affiliate Services

Affiliate services revenue increased $4Biom, or 12%, in 2002 and increased $31 million9&6, in 2001. These increases were caused
by a migration of telecommunications traffic frohirtl-party providers onto our network.

Operating Expenses

The following table provides detail regaigliour operating expenses:

Absolute Change Percentage Change
Year ended December 31,

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000



(As restated) (As restated)
(Dollars in millions)

Operating expenses:

Cost of sales $ 2,67 % 3,05¢ $ 2,987 $ (384 $ 71 (13)% 2%
Selling, general and administrative ("SG&# 3,43t 3,21¢ 3,31t 21¢ 99) 7% )%
Depreciatior 2,65t 2,90z 2,311 (247) 591 (9)% 26%
Intangible assets amortization 302 191 111 111 80 58% 72%
Asset impairment charges 82¢ 49 33E 78C (28¢€) nm (85)%
Restructuring and other charges — net 49 212 — (163) 212 7% nm

Mergerrelated (credits) charg— net (30) 12C 813 (150) (693) (125)% (85)%
Total operating expenses $ 9,91¢ $ 9,74¢ $ 9,87 $ 16€ $ (1249) 2% (1)%

nm—not meaningful
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Cost of Sales

The following table shows a breakdown dftanf sales by major component:

Absolute Change Percentage Change
Year ended December 31,
2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Employee and service-related costs $ 1,600 $ 1,69¢ $ 1,651 $ 96) $ 45 (6)% 3%
Network cost 331 49¢ 51¢ (165) (22 (33% @)%
Non-employee related costs 363 52¢ 462 (16€) 67 (31)% 15%
Affiliate costs 38C 337 35€ 43 19 13% 5%

Total cost of sales $ 2,67¢ $ 3,05¢ $ 2,981 $ (384 $ 71 (13)% 2%

Cost of sales includes salaries and wdgssefits, network costs, materials and suppliestraoted engineering services and computer
systems support. Network costs include third-paxyenses to repair and maintain the network angligsgto provide services to customers.
Cost of sales, as a percentage of revenue, wad@22002, 24% for 2001 and 25% in 2000. The de@d@asost of sales as a percent of
revenue between 2001 and 2000 was primarily dribyeimcreased revenue. In 2002, the decrease wandoy the cost reductions described
below.

Total cost of sales decreased $384 milliwrl,3%, in 2002 and increased $71 million, or 22001. During 2002, our expenses
declined primarily due to lower staffing requirerteeand lower sales volumes. During 2001, our expeirscreased primarily due to higher
employee and non-employee costs described below.

Employee and service-related costs, sudalasies and wages, benefits, commissions arpiairty customer service costs decreased
$96 million, or 6%, in 2002 and increased $45 wllior 3%, in 2001. The decrease in 2002 was retatbower headcount requirements
associated with prior restructuring efficienciesl amoving work previously performed by third-partyntractors to employees, partially offset
by a lower pension credit and higher healthcarésdos2002. The increase in 2001 was primarilytegldo higher employee benefits costs
professional fees.

Our network costs decreased $165 millior83%, in 2002 and decreased $22 million, or 4%20@1. During 2002, we reduced our
reliance on third-party contractors to provide matawmaintenance services by shifting this work o employees. We also experienced lower
costs associated with wireless handset salesezsili of lower unit prices and decreases in thebmirof new wireless subscribers. In 2001,
the decrease was primarily due to reductions na-party contractors providing network maintenanceises.



Non-employee related costs, such as réafleesosts, and reciprocal compensation paymetsadlsPs (fees for terminating our
customers' calls onto their networks), decreasé® $illion, or 31%, in 2002 and increased $67 wiilior 15%, in 2001. The decrease in
2002 is attributable to lower reciprocal compernsatosts due to an April 2001 FCC order which lgdithe amount of reciprocal
compensation due to ISPs and improved managempahs& controls in the areas of postage and shigpistg. The increase in 2001 is
primarily due to reserves for legal liabilities andreased software expenses.

Affiliate costs, such as services for cogte administration, information technology, adigéng and technical support, increased
$43 million, or 13%, in 2002 and were relativelstfin 2001. The increase in 2002 is primarily duentreases of purchased technical support
resources, and buying long distance services froatfiliate rather than a third party.
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Selling, General and Administrative (SG&A) Expense

The following table shows a breakdown o8&y major component:

Absolute Change Percentage Change
Year ended December 31,
2002 vs. 2001 vs. 2002vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Employee and service-related costs $ 884 $ 1,17¢ $ 1,62C $ (2949 $ (442) (25% 27)%
Bad debt 331 27€ 187 53 91 19% 49%
Property and other taxes 427 38€ 414 41 (28) 11% ()%
Non-employee related costs 503 35€ 337 147 19 41% 6%
Affiliate costs 1,29( 1,01¢ 757 272 261 27% 34%

Total SG&A $ 343t $ 3,21¢ $ 3,31t $ 219 $ (99 7% (3)%

SG&A expenses include salaries and wagssatte not directly attributable to products ovgess, 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 @mes, was 29% for 2002, 26% for 2001 and 27% f0020he variances driving the
percentage changes are described below.

Total SG&A increased $219 million, or 7%,2002 and decreased $99 million, or 3%, in 200k 2002 increase relates primarily to
increased affiliate expenses and establishing vesdor outstanding litigation. The 2001 decreaas due to lower employee costs partially
offset by higher bad debt.

Employee and service-related costs, sudalasies and wages, benefits, sales commissigagjme and professional fees (such as
telemarketing and customer service costs), dealebZ@4 million, or 25%, in 2002 and decreased $##lkon, or 27%, in 2001. In 2002, the
decrease was associated with lower salaries andsafegm staffing reductions associated with préastructuring efficiencies and transition
employees to other affiliates, and was due to Igevefessional fees associated with reduced paynteniérd-party service providers for
previously outsourced customer service functiorthénwireless services segment. Employee and serelated expenses decreased
$442 million in 2001 primarily from lower salariasd wages, benefits and incentive compensatios dogt to staffing reductions and
transfers of employees to affiliates.

Bad debt expense increased $53 millior1,986, in 2002 and increased $91 million, or 49%2001. Bad debt expense increased as a
percentage of revenue to 2.8% in 2002 from 2.220Ml. The 2002 increase as a percentage of revesmidue primarily to bankruptcies of
wholesale customers and weak economic conditidisetdfy improved collections practices and tigletedit policies. Bad debt expense
increased $91 million in 2001 as a result of thpant of the slow down of the economy and the custdmankruptcies.

Property and other taxes increased $41omjlbr 11%, in 2002 and decreased $28 milliory%rs in 2001. The increase in 2002 is
attributable to capital expansion for the tradiéibtelephone network that took place during theyeaded December 31, 2001 and 2000. The
decrease in 2001 is attributable to changes imastis of property tax liabilities.

Non-employee related costs, such as maiketnd advertising, rent for administrative spawe software expenses, increased
$147 million, or 41%, in 2002 and increased $19iom| or 6%, in 2001. In 2002, increased expensaewue to increased reserves for
outstanding litigation. In 2001, increased expense® due to increased marketing and advertisistsc



Affiliate expenses, such as services fopomte administration, information technology, edising and technical support, increased
$272 million, or 27%, in 2002 and increased $26MLioni,
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or 34%, in 2001. The 2002 increase was primarily tluan increase in marketing, advertising, andiaidtrative costs from affiliates. The
increase in 2001 is primarily attributable to theghase of services from affiliates. Previouslppation of these services were provided by
employees however, as noted above and explainee fuly below, these employees were transferreahtaffiliate and charged back to us
addition, affiliate entities reviewed the servipesformed and began billing us for administratigev&ces during 2001.

Prior to a company realignment that ocalirreMarch 2001, our employees performed servicasadre now performed by QSC
employees. Employees that were transferred to 8@de services such as technical support, margesiales, 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, diliaaés increased the proportionate stk
of administrative costs billed to us. The 2001 éase includes a partial year of realigned opersttite 2002 increase includes a full year of
realigned operations.

In addition to the increases due to reatignt, allocation of marketing costs from QSC taneseased in 2002 due to a proportionate
increase in revenues from the sale of our prodetadive to the revenues generated from the sabeioéffiliates' products.

Combined Pension and Post-Retirement Benefits

Our results include a pension credit atleday QCII, net of post-retirement expenses, & $illion in 2002, $267 million in 2001 and
$245 million in 2000. Absent these credits, ourinebme in each of these years would have beenrlbwéhese amounts. The net pension
credit is a function of the amount of pension anstpetirement benefits earned, interest on projeceeeefit obligations, amortization of co:
and credits from prior benefit changes and the etggereturn on the assets held in the various plaiesexpect that we will incur net pension
expense of approximately $217 million in 2003 apaxed to the net pension credits discussed above.

The net pension credit is allocated pdyti@ cost of sales and the remaining balance t&&G-or 2002, 2001 and 2000, the net pen:
credit allocated to cost of sales was $30 mill®186 million and $166 million, respectively. For@) 2001 and 2000, the net pension credit
allocated to SG&A was $23 million, $81 million a&@9 million, respectively. A reduction in the expegtreturn on plan assets as well as a
reduction in recognized actuarial gains, offsetdwyer service and interest costs, accounted fodéoeease in the allocated pension credit for
2002. We expect that our 2003 allocated pensioditongll be lower than 2002 due to the volatile égumarket conditions of 2000 through
2002 and the scheduled increase in pension benedjtsred under our union contracts. We also expecallocated post-retirement expenses
to increase as a result of rising health care rétes result, we expect that we will record aexgiense in 2003 as opposed to a net credit. We
do not expect to make any contributions to the-petitement healthcare or life trusts in 2003. Yoan find additional information on our
participation in QCII's pension and post-retiremgans in Note 11—Employee Benefits to our consaéd financial statements in Item 8 of
this report. Also, for a discussion of the accaumtireatment and assumptions regarding pensiopasteretirement benefits, see the
discussion of Critical Accounting Policies in tlitism 7 below.

Depreciation

Depreciation expense decreased $247 milin@%, in 2002 and increased $591 million, or 2692001. The decrease in 2002 was
primarily the result of higher depreciation in 20flde to the one-time "catch-up" adjustment disali®stow. During 2002, we also recorded
an impairment charge, as discussed below, thatesour annual depreciation expense by approxisn&f5 million, effective July 1, 200
The 2001 increase is the result of the 2001 "cafchin our depreciation and the high levels of talpxpenditures we incurred to expand our
network during 2000 and 2001.
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During 1999 and 2000, U S WEST agreed lieapproximately 800,000 access lines to thirdyp#etecommunications service providers,
including approximately 570,000 access lines tiz€its Communications Company in nine states. Becthgese access lines were classified
as "held for sale," we stopped recognizing deptieci@xpense on these assets and recorded thém latter of their cost or fair value less
estimated cost to sell.

On July 20, 2001, we terminated our agregmith Citizens under which the majority of therm@ining access lines in eight states were
to have been sold, and ceased actively marketimgetimaining lines. As a result, the remaining agtiess in eight states were reclassified to
"held and used" as of June 30, 2001. At the dateeothange, the access lines were measured indilyicht the lower of their (1) carrying
value before they were classified as held for sed@ysted for any depreciation expense or impaitriosses that would have been recognized
had the assets been continuously classified asftveitse, or (2) estimated fair value at June 80,12 The required depreciation adjustme



to the carrying value of the individual accessdimeere included in operating income for 2001. Tamulted in a charge to depreciation
expense of $222 million to "catch-up" the depreciabn these access lines for the period they Wwele for sale.

Intangible Assets Amortization

Amortization expense increased $111 millimn58%, in 2002 and increased $80 million, or 72#92001. The increase in both 2002 and
2001 was attributed to increases in capitalizetiwso costs.

Asset Impairment Charges

During 2002, 2001 and 2000, we recordedtasgpairment charges of $829 million, $49 milliand $335 million, respectively, detailed
as follows:

Year ended December 31,

2002 2001 2000

(As restated)
(Dollars in millions)

Impairment of property, plant and equipm $ 82t % — $ —
Special purpose access lir — — 191
Capitalized software due to restructuring actiei 4 29 —
Impairment, capitalized software and other due trdér — 20 144

Total asset impairments charges $ 82¢ $ 48 $ 33t

Effective June 30, 2002, pursuant to Statgrof Financial Accounting Standards, or SFAS, Nbt, "Accounting for the Impairment on
Disposal of Long-Lived Assets," or SFAS No. 144emeral deterioration of the telecommunicationskeiadownward revisions to our
expected future results of operations and othaofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144 we performed atuatian of the recoverability of the carrying valokour long-lived assets using gross
undiscounted cash flow projections. For impairneerdlysis purposes, we grouped our property, plachteguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted oastpfiojections, we determined that the
value of our traditional telephone network wasingtaired. However, we determined that the valueusfwireless network, which provides
PCS in select markets in our local service ares,impaired at June 30, 2002. For the wireless mitwee then estimated the fair value ba
on replacement cost. Based on our analysis, tiveastd fair value of the wireless assets was ks dur carrying amounts and we recorded
an impairment charge of $825 million as of JuneZ2M2. Replacement cost was determined by usimgmucost adjusted for physical
deterioration, functional obsolescence and econatmsolescence.
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In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new tmasiefounting purposes. As such,
approximately $410 million in accumulated depreaoratvas eliminated in connection with the accounfior the impairments. The impact of
the impairments reduced our annual depreciatioraamattization expense by approximately $135 millieffiective July 1, 2002.

We also recorded asset impairment charf#4 million and $29 million in 2002 and 2001, respvely, related to internal software
projects that we terminated, including customeablase system projects.

Subsequent to the Merger in 2000, we beégaeevaluate all of our assets for potential impant and concluded that the fair values of
some of our assets were below their carrying vasea result, we recorded an impairment chargeaeleo equipment and internal use
construction projects of $30 million in 2000, wmigi off the full carrying value of certain internale construction projects and equipment.

Also, in connection with the Merger, we lexsded our dedicated special-purpose access liaesve lease to CLECs for potential
impairment. After considering the declining indystonditions and regulatory changes affecting CLEC2000, as well as the fact that these
access lines had no alternative use and couldesolol or re-deployed, we concluded that sufficiexitcash flows would not be generated to
recover the carrying value of these assets. Thexefee concluded that the fair value of these asgas minimal and recorded an impairment
charge of $191 million in our 2000 consolidatedestgent of operations.

Lastly, we reviewed all internal use softevarojects in process, and determined that ceptaijects should no longer be pursued.
Because the projects were incomplete and abandtreethir value of such software was determineldet@ero. Capitalized software costs of
$20 million and $114 million were written off in @0 and 2000, respectively, and recorded to asgetirment charges on our consolida



statements of operations at the time they wereddraad. A billing system replacement project wasnttost significant of the abandoned
projects.

Restructuring and Other Charges

During 2002 and 2001, in order to stream@CII's business and consolidate operations porese to lower customer demand resulting
from a decline in economic conditions, QCII implertexl plans to reduce the number of employees, tidagmand sublease facilities,
abandon certain capital projects and terminataitedperating leases. We participated in this vestiring and incurred restructuring and
other charges totaling $49 million in 2002 and $&iiion in 2001, detailed as follows:

Year ended December 31,

2002 2001

(As restated)
(Dollars in millions)

Severance and employ-related charge—net $ 10 $ 18¢
Contractual settlements, legal contingencies aasklédosse—net 29 24
Other charge—net 10 —
Total restructuring and other char—net $ 449 3 21z

2002 Activities

During 2002, in response to shortfallsimpéoyee reductions planned as part of the 200tuetsiring plan (as discussed below), and due
to the continued declines in our revenue and géeeomomic conditions, QCII identified reductiomsthe number of employees from various
functional areas and permanently abandoned a nuofilogrerating and administrative facilities. Thesévities
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resulted in a restructuring reserve of $74 millionseverance benefits and employee-related matteich we recorded directly to
restructuring and other charges in our consolidatattment of operations. QCII identified approxieha2,400 of our employees from

various functional areas to be separated from ehepany as part of the staffing reduction. The afféemployees are entitled to receive
severance benefits pursuant to established sevepaticies. As of December 31, 2002, approximateBp0 of the reductions were
accomplished resulting in the utilization of $37lion of the restructuring reserve for severancegnpants and enhanced pension benefits. We
expect the remaining employee reductions to be teteghby December 31, 2003. The 2002 provisiongwéset by a reversal of

$64 million of accruals established in 2001 as péthe restructuring plan discussed below.

In conjunction with the staffing reductiomge permanently abandoned 25 real estate fasibitiel recorded a charge of $25 million
related to the rental payments due under the leasesf estimated sublease rentals, and estim&tsounts to terminate the leases. In
addition to the $25 million charge, an additiondlriillion charge was accrued relative to the plstalgished in 2001. During 2002, we
utilized $2 million of the 2001 restructuring reses primarily for payments of amounts owed in adaace with the abandoned leases. We
expect that the remaining reserve will be utilioe@r the remaining terms of the abandoned lead@shvare up to five years.

Other severance related charges not asedaiath the specific restructuring plans totald® $nillion for the year ended December 31,
2002.

As a result of these restructuring acedgfiwe expect to realize annual cost savings abappately $39 million.
2001 Activities

During the fourth quarter of 2001, a plassvapproved by QCII to reduce our current empldgeels, consolidate and sublease facilities,
abandon certain capital projects and terminataitedperating leases. As a result, we recordedteuauring charge of $212 million to cover
the costs associated with these actions as mdyedescribed below.

In order to streamline our business andalitate operations to meet lower customer demesiglting from a decline in economic
conditions, QCII identified 4,800 of our employesyarious functional areas, to be terminatedwadccrued restructuring charges of
$188 million for severance benefits to be madétsé employees. As of December 31, 2002, our rgting activities under this plan were
substantially complete, and we had terminated aqmately 3,700 employees and made payments of #illién in cash severance,
enhanced pension benefits and empl-related payments. As a result of the shortfalldtual terminations, during 2002 we rever.



$64 million of the accruals established in 2001ichtis recorded as a reduction in restructuring@ésiin our 2002 consolidated statement of
operations.

Due to the reduction in employees and tresolidation of operations, we recognized a retdirigy charge to our consolidated statement
of operations in 2001 of $24 million for estimatsmbts associated with the termination of nine abaed operating lease agreements. By
December 31, 2002, we had made payments of $libméksociated with the sublease losses and cotgratnation costs. As a result of
these restructuring activities, we expect to readimnual cost savings of approximately $195 million

Subsequent event

During the fourth quarter of 2003, as jmdiran ongoing effort of evaluating costs of opemnasi, QCII further reduced employee levels in
certain areas of our business. As a result, wetplaacord a
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charge to our consolidated statement of operationiag the fourth quarter of 2003, primarily fotiesated severance costs ranging from
$35 million to $55 million.

Merger-Related (Credits) Charges

In 2000, we recorded Merger-related anéotharges of $813 million. We recorded additiarielrges of $120 million related to the
Merger in 2001, net of reversals discussed beldwe. following table details the amounts chargedperations:

Year ended December 31,

2002 2001 2000

(As restated)

(Dollars in millions)

Contractual settlements and legal contingel—net $ (30) $ 73 3 477
Severance and employ-related charge—net — 6 25C
Other Merge-related charge—net — 41 86
Total Merge-related (credits) charg—net $ (30) $ 12¢ % 81z

We recorded charges to our consolidatedmstnt of operations of $133 million and $477 roiilifor 2001 and 2000, respectively,
associated with various contractual settlementdegal contingencies. The charges were accruedrtoat various commitments no longer
deemed necessary as a result of the Merger aradtl® garious claims related to the Merger. In 28848 2001, we reversed $30 million and
$60 million of the originally established reserviesspectively, in our consolidated statements efafons. The reversals resulted from
favorable developments in the matters underlyingre@tual settlements and legal contingencies.

In connection with the Merger and priottecember 31, 2001, we reduced employee levels By 3200 people. The 2001 and 2000
severance and employee-related charges of $3®maid $250 million, respectively, consist of cassociated with payments to employees
who involuntarily left the business as a resulthef Merger and, for 2000, $38 million in bonus payts that were subject to the successful
completion of the Merger. Upon the completion of blerger-related plans in this area, and havingeagl a reduction of 3,200 people in
2001, we reversed $29 million of the severanceaangloyee-related reserves established that wemedess of our actual costs.

Other net Merger-related charges of $4lioniland $86 million were incurred in 2001 and 20@&pectively, for professional fees, re-
branding costs and other incremental costs direethted to the Merger.
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Total Other Expense—Net

Other expense—net includes interest expereteof capitalized interest; (gain) loss on sallesiral exchanges and other fixed assets;
interest income and other inco—net.



Absolute Change Percentage Change
Year ended December 31,

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)

(Dollars in millions)

Interest expen—net $ 69¢ $ 61z $ 54¢ % 86 $ 64 14% 12%

(Gain) loss on sale of rural exchanges &

other fixed assef — (51) 11 51 (62 nm nm

Other expense (incon—net 9 (18 6 27 (24) nm nm
Total other expen—net $ 70¢ % 544 $ 56€ $ 164 $ (22 30% (4)%

nm—not meaningful

Interest expense—net.Interest expense—net was $699 million for 2@@2npared to $613 million for 2001. The increasmtarest
expense was primarily attributable to the issuarickl.5 billion of 10-year bonds in March 2002 at&875% interest rate. These bonds
ultimately replaced short-term debt which in 200hsisted primarily of commercial paper that hadedgivted average interest rate of 2.59%
at December 31, 2001. We are currently incurringgftg interest of 0.25% on the $1.5 billion dueto failure to register these securities by
October 8, 2002. We will continue to incur this pltyinterest until we register these securitielicl is expected to occur in 2004. Also
contributing to the increase was a decrease ofdifibn in the amount of capitalized interest inG20as a result of lower capital expenditures.

Interest expense was $613 million for 2@ftmpared to $549 million for 2000. The increasmiarest expense was primarily
attributable to increased borrowings required tudfgapital improvements to our network.

(Gain) loss on sale of rural exchanges atiter fixed assets. In 2001, we sold approximately 41,000 accessslin Utah and Arizona
resulting in $94 million in proceeds and a gair$61 million. In 2000, we completed the sale of appmately 20,000 access lines in North
Dakota and South Dakota resulting in proceeds 6frsdlion and a gain of $28 million. In additionewecorded a net loss of $39 million
relating to the disposal of other non-strategietsm 2000.

Other expense (income)—netOther expense (income)—net decreased $27 mélia increased $24 million in 2002 and 2001,
respectively. The 2002 decrease includes an $&millrop in income from our minority interest inmsmlidated subsidiaries and a $33 mil
increase in write-offs and abandonments of varamsets, partially offset by a $14 million increasiterest income.

Income Tax Provisior

The effective income tax rate increase8a@% in 2002 from 37.3% in 2001. The increase pvamarily attributable to various
adjustments made for prior periods and for incre@sether non-deductible expenditures made in 2082 adjustments for prior periods
were due to income tax audit settlements and toffnations made to accruals for the prior year.

The 2001 effective tax rate of 37.3% wakeerease from the 2000 rate of 42.7% as the 2@@0ria tax provision includes $82 million
income taxes resulting from the transfer of an apjated investment to QSC.

37

Liquidity and Capital Resources

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

Financial Position

QCIlI has cash management arrangements éeteertain of its subsidiaries that include linesredit, intercompany obligations, capital
contributions and dividends. As part of these gasahagement arrangements, affiliates provide lifieseaalit to certain other affiliates.
Amounts outstanding under these lines of creditiatetcompany obligations vary from time to timadare classified as short-term
borrowings.



Our working capital deficit, or current atsless current liabilities, was $1.8 billion, &8illion and $5.8 billion as of September 30,
2003 and December 31, 2002 and 2001, respect®@eiycurrent working capital deficit is primarily edo short-term borrowings from
affiliates by our wholly owned subsidiary, Qwestréléss, amounting to $2.079 billion as of Septen30e2003. These borrowings mature in
January 2005. We expect that the maturities obtiteowings will be extended by our affiliates asessary.

The improvement in the working capital difduring 2002 of $2.0 billion was due to a condtian of our decision to reduce capital
expenditures and our refinancing of current bormggito long-term. This trend continued during 2@0 another $2.0 billion improvement
in the working capital deficit through September 3003. In addition, contributing to the improverhan2003, we entered into a senior term
loan for $1.75 billion principal amount of indebtexss of which a significant portion was used tineefce short-term borrowings into long-
term. For more information about this loan, seedRé®evelopments Impacting Liquidity and CapitabBérces below.

As of September 30, 2003, QCII and its ofidated subsidiaries had total borrowings of $AillBn. Some of the borrowings issued by
QCIl and QSC are secured by liens on the stock@fXompany. As a result, ownership of the stoadkefCompany could transfer if either
QCIl or QSC were to default on its debt obligations

At December 31, 2002, we were in complianith all provisions and covenants of our borrovein§ome of QSC's loan documents
contain financial reporting covenants that reqdeévery of our annual and quarterly periodic repoA waiver has been obtained for non-
compliance to provide certain annual and quartimincial information to the lenders. The waivetesded the compliance date to provide
the financial information to January 31, 2004.

As of September 30, 2003 and December®12,22001 and 2000, our consolidated debt was appately $9.8 billion, $9.2 billion,
$9.6 billion and $8.7 billion, respectively, incind borrowings from affiliates. In addition, ournestricted cash balances were approximately
$1.4 billion, $232 million, $150 million and $112lhon as of the same dates. We expect to use asin primarily to invest in
telecommunications assets, redeem indebtednegsagrdividends to QSC. We have recently taken thevitng measures to improve our
near-term liquidity and our capital structure arederally reduce financial risk:

. reduced capital investment and continued to managking capital; and

. refinanced our debt due in 2003 with debt thatrhaturities in 2007 and 2010.
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We believe that cash flows from operatiang, current cash position and continued accesagdal markets will allow us to meet our
business requirements, including debt serviceddivils and capital expenditures, for the foresedahlee.

Operating activities. We generated cash from operating activitie34o0253 billion, $3.662 billion and $4.019 billioim, 2002, 2001 an
2000, respectively.

The $591 million increase in cash provitdgdperating activities in 2002 as compared to 2084 primarily the result of cash
management improvements of $1.3 billion offsetdyuced cash flows directly related to a $602 mmilli@crease in net income. The cash
management improvements between 2002 and 2001pnierarily a result of increases in collections @fenues and reductions in cash
outlays for operating, benefit and pension experaféset by increased cash payments for restruguand Merger-related expenses. This
decrease in net income is primarily a result oéerdase in revenues in 2002. Revenues decreag882nas compared to 2001, primarily
result of access line losses and a reduction ifeshte switched access revenue.

Investing activities. Cash used for investing activities was $1.81lbh, $4.448 billion and $4.560 billion in 2002001 and 2000,
respectively. Cash used in investing activitiedrdy2002 decreased $2.630 billion compared to 200tarily as a result of a $2.682 billion
reduction in capital expenditures in 2002. The dase in capital expenditures was the result oflearsion to reduce our expansion efforts as
a result of the general economic downturn and timepdetion of many of our major capital project2B01. We expect our 2003 capital
expenditure levels to remain consistent with 2002.

Capital expenditures were $1.823 billio#,305 billion and $4.600 billion in 2002, 2001 &@DO, respectively. Capital expenditures for
the nine months ended September 30, 2003, wer@S%billion.

Financing activities. Cash (used for) provided by financing actigtieas $(2.353) billion in 2002, $824 million in Z0&nd
$592 million in 2000.

Until February 2002, we maintained commarpaper programs to finance our short-term opsgatash needs. QCII and we had a
$4.0 billion syndicated credit facility, or the @ieFacility, of which $1.0 billion was designatedus. As a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quartera8f02. During the first quarter of 2002,
paid down approximately $1.0 billion of our curréatrrowings including substantially all of our catsding commercial pape



In March 2002, we issued $1.5 billion imds with a 10-year maturity and an 8.875% statttest rate. At December 31, 2002 the
interest rate was 9.125%. Once we have registeeeddtes, the interest rate will return to 8.878%,originally stated rate. The proceeds
from the sale of the bonds were used to pay apmabely $1.0 billion outstanding under the Creditify, other short-term obligations and
currently maturing long-term borrowings. QCIl an8Q amended the Credit Facility in August of 200@Idwing the amendment, we are no
longer a party to the Credit Facility.

Affiliate borrowings of our wholly owned sidiary, Qwest Wireless, in the form of short-tarnsecured lines of credit, were
$1.888 hillion and $2.292 hillion at December 3002 and 2001, respectively. These affiliate bormgsifluctuate based on operating needs
of Qwest Wireless and mature on January 15, 2005.

We paid dividends during the year endeddbder 31, 2002 of $1.915 billion to QSC.
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Payment Obligations and Contingenci

Payment obligations. The following table summarizes our future cantual cash obligations, excluding interest, aBetember 31,
2002:

Payments due by period

Future Contractual Cash Obligations Total Year 1 Year 2 Year 3 Year 4 Year 5 Thereafter

(Dollars in millions)

Borrowings $ 9,20¢ $ 3,067 $ 867 $ 457 $ — $ 16C $ 4,65:
Capital lease obligations and ot 11C 83 15 3 1 1 7
Operating lease 1,22¢ 152 142 13z 101 91 60:3
Purchase commitment obligatio 28C 232 22 6 1 — 19

Total future contractual cash obligatior  $ 10,81¢ $ 353 $ 1,047 $ 59¢ $ 10z $ 252 $ 5,28

We have future purchase commitments witiEC§, IXCs and third-party vendors that requirecusiike payments to purchase network
services, capacity and telecommunications equiptieatigh December 31, 2006. These commitmentsneggito maintain minimum
monthly and/or annual billings, in certain casesduobon usage.

Letters of Credit and Guarantees At December 31, 2002, we had letters of creflégpproximately $3 million and no guarantees
outstanding.

Contingencies. We and QCII are defendants in a number of lagibns, and QCII is the subject of a number wvéstigations by
federal and state agencies. Certain of these aqpi@sent significant risk to us. We are unableviery case to estimate reasonably a range of
loss that we would incur if the plaintiffs in oneraore of these lawsuits were to prevail. Whileamel QCII intend to defend against these
matters vigorously, the ultimate outcomes of thezses are very uncertain, and we can give no agsues to the impacts on our financial
results or financial condition as a result of thessters. QCII has disclosed that it is unablestoreate reasonably a range of loss that it would
incur if the plaintiffs in one or more of these kuwits were to prevail. QCIl has engaged in disaunssfor the purposes of resolving these
matters and continues to evaluate any possibleerahlpss. Any settlement of or judgment in onenarre of these claims could be material,
and QCII cannot give any assurance that it woulcehihe resources available to pay such judgmenss, & the event of an adverse outcome
of one or more of these matters, QCII's abilityrteet its debt service obligations and its financ@idition could be materially and adversely
affected. As a wholly owned subsidiary of QCII, @usiness operations and financial condition wdnddimilarly affected. For a description
of these legal actions, please see Note 17—Commitnazend Contingencies to our consolidated finarstetements in Item 8 of this report.

Recent Developments Impacting Liquidity and Capiiésource:

On June 9, 2003, we entered into a searan toan with two tranches for a total of $1.78iti principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ranche, due in 2007, and a $500 million fixea 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. Taereno mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associated witbtbar debt. The net proceeds were used to refinancdebt due in 2003 and to fund or
refinance our investment in telecommunicationstasse

The floating rate tranche bears interetoaidon Interbank Offered Rates, or LIBOR, plush87(with a minimum interest rate



6.50%) and the fixed rate tranche bears intere$19&8% per
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annum. The lenders funded the entire principal arhofithe loan subject to the original issue distdor the floating rate tranche of 1.00%
and for the fixed rate tranche of 1.652%.

For the nine months ended September 3,200 have declared regular dividends amountirgflt634 billion. In addition, in August
and November of 2003, we declared and paid dividémthe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared a pa dividends in those periods. We intend toatechnd make additional dividend
payments in the future until all net income fromreline entities from prior periods has been dedaned remitted as dividends. We estimate
that the incremental amount (in addition to theD$@.billion declared in 2003) of such dividendsl & approximately $1.3 billion.

On December 18, 2003, QCII entered intagreement to purchase certain telecommunicatigetsaafom Allegiance Telecom, Inc. for
a purchase price consisting of $300 million in ¢asbonvertible promissory note in the amount df 88llion and the assumption of certain
liabilities. The agreement is subject to approwath®e U.S. Bankruptcy Court and certain other goreant regulatory agencies. Allegiance
has filed a motion with the Bankruptcy Court to ineg sale process in which QCII will be designaasdhe stalking horse bidder and other
interested potential bidders will have an oppottuto offer higher bids for the assets of Allegiantf QCII is successful in the bidding
process, it expects to consummate the transaatimetime in 2004. In that event, it is possible g@he portion of the Allegiance assets will
be transferred to or purchased by us, althoughawve hot yet determined the amount or the price waldvpay for them.

Critical Accounting Policies

We have identified the policies below atigal to our business operations and the undedatgrof our results of operations. For a
detailed discussion on the application of theseathdr significant accounting policies, see NoteR#mmary of Significant Accounting
Policies to the consolidated financial statememiéem 8 of this report. These policies are congd€ecritical" because they have the potential
to have a material impact on our financial statesand because they require significant judgmemdseatimates. Certain historical
accounting policies that were critical have beemeztied and clarified in connection with our restaént. These include revenue recognition
applicable to termination fees, installation ferd wireless revenues. Note that our preparatidhisfannual report on Form 10-K requires us
to make estimates and assumptions that affecefhmrted amounts of assets and liabilities, discksiicontingent assets and liabilities at the
date of our consolidated financial statements Aedeported amounts of revenue and expenses dhengporting period. There can be no
assurance that actual results will not differ fritrase estimates.

Revenue Recognition and Related Reserves

Revenues from services are recognized wheservices are provided. Payments received iaramdvare deferred until the service is
provided. Up-front fees received, primarily actieatfees and installation charges, as well as $se@ated customer acquisition costs, are
deferred and recognized over the expected custmatationship, generally one to 10 years. Expectedioamer relationship periods are
estimated using historical data of actual custom&mtion patterns. Termination fees or other taesxisting contracts that are negotiated in
conjunction with new contracts are deferred andgeized over the new contract term. As the telecanioations market experiences greater
competition and customers shift from traditionaldebased telephony services to mobile servicesestimated customer relationship periods
will likely decrease.

We believe that the accounting estimatksead to the recognition of revenue and establistirokreserves for uncollectible amounts in
the results of operations is a "critical accoun@sgmate" because: (1) it requires managemenaterassumptions about future collections,
billing adjustments and unauthorized usage, anth@)mpact of changes in actual performance veisse estimates on the accounts
receivable balance reported on our consolidatemhioal sheets and the results reported in our coiaseti statements of operations could be
material. In selecting these assumptions, we use
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historical trending of write-offs, industry nornmregulatory decisions and recognition of currentkatindicators about general economic
conditions that might impact the collectibility afcounts.

Software Capitalization Policy

Internally used software, whether purchasedeveloped, is capitalized and amortized udiegstraight-line method over an estimated
useful life of 18 months to five years. In accorcamwith Statement of Position 98-1, "Accountingttee Costs of Computer Software
Developed or Obtained for Internal Use," we cajzigatertain costs associated with internally dgwetbsoftware such as payroll cost:



employees devoting time to the projects and extelinect costs for materials and services. Costeciated with internally developed
software to be used internally are expensed umipint at which the project has reached the dpweént stage. Subsequent additions,
modifications or upgrades to internal-use softwarecapitalized only to the extent that they altbey software to perform a task it previously
did not perform. Software maintenance and traimiogts are expensed in the period in which theynaxgred. The capitalization of software
requires judgment in determining when a projectrieashed the development stage and the periodwhieh we expect to benefit from the
use of that software. Further, the recovery ofvgaffe projects is periodically reviewed and may ltaausignificant write-offs.

Combined Pension and Post-Retirement Benefits

Changes in any of the assumptions QCII niademputing the net of the pension credit and-petirement benefit cost could have an
impact on various components that are the basith&r allocation to us. Factors to be considenetlide the strength or weakness of the
investment markets, changes in the compositiohe@tmployee base, fluctuations in interest raesjraptions on discount rates, significant
employee hirings or downsizings and medical c@stds. Changes in any of these factors could imparctost of sales and SG&A in our
consolidated statements of operations as wellasdhue of the asset or liability on our consokdhbbalance sheets. If QCIl's assumed
expected rate of return of 9.4% was 100 basis gpdinter, the impact would have been to decreasaltmgated pension credit, net of post-
retirement expenses, by $77 million, $112 milliod 118 million for 2002, 2001 and 2000, respedyivia response to current market
conditions, effective January 1, 2003, QCII loweitschssumed expected long-term rate on plan as8t8%.

Impairment of Long-Lived Assets

Effective June 30, 2002, pursuant to SFAS M4, a general deterioration of the telecommatitos market, downward revisions to our
expected future results of operations and othéofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144, we performed aiuation of the recoverability of the carrying valof our long-lived assets using gross
undiscounted cash flow projections. For impairmeardlysis purposes, we group our property, plantegpuipment and projected cash flows
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted castpfiojections, we determined that our
traditional telephone network was not impaired. ldwer, we determined that our wireless network, wipimvides PCS in select markets in
our local service area, was impaired at June 302.2Bor our wireless network, we then estimateddiresalue based on replacement cost.
Based on our analysis, the estimated fair valub@fvireless assets was less than our carrying mimand we recorded an impairment chi
of $825 million as of June 30, 2002. Replacemest a@s determined by using current cost adjustegtgsical deterioration, functional
obsolescence and economic obsolescence.

Calculating the estimated fair value of éisset groups described above involves significalyments and a variety of assumptions. For
calculating the fair value based on replacemertt easused current cost and reduced that amoumthigsical deterioration and functional
economic obsolescence. A hypothetical 10% increasecrease in the current cost factors would lchemged
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the impairment charge by $17.1 million. A hypothalil% change in the discount factors related tesichl deterioration, functional
obsolescence and economic obsolescence would hanged the impairment charge by $10.4 million.

Recently Adopted Accounting Pronouncements and Cuntative Effect of Adoption

On January 1, 2002, we adopted SFAS No. 'T3@odwill and Other Intangibles," or SFAS No. 1#é&ich requires companies to cease
amortizing goodwill and intangible assets, whickénandefinite useful lives. SFAS No. 142 also regsithat goodwill and indefinite-lived
intangible assets be reviewed for impairment uptopéon on January 1, 2002 and annually thereadtemore often if events or
circumstances warrant. We ceased amortizing owtgpe licenses, which have indefinite lives, onukay 1, 2002.

Upon adoption of SFAS No. 142, we reviewsaluseful lives of our amortizable intangible éssprimarily capitalized software and
customer lists, and determined that after restatéthey remained appropriate. In accordance witASSNo. 142, we will continue to perfol
impairment tests on the remaining indefinite-livethngible assets on an annual basis, or more dfearents or changes in circumstances
indicate the assets may be impaired.

In August 2001, the Financial Accountingrtards Board, or FASB, issued SFAS No. 144. Tluaquncement addresses financial
accounting and reporting for the impairment or d&g of long-lived assets other than goodwill antdrigible assets with indefinite lives.
Under SFAS No. 144, long-lived assets being heldsed are tested for recoverability whenever evanthanges in circumstances indicate
that their carrying amount may not be recoveratimftheir expected future undiscounted cash fldagr{ggering event"). The impairment
loss is equal to the difference between the assmt'ging amount and estimated fair value. In addjtSFAS No. 144 requires long-lived
assets to be disposed of other than by sale fbrtodse accounted for and reported like assetgldesid and used. Long-lived assets to be
disposed of by sale are to be recorded at the lofvreir carrying amount or estimated fair valles$ costs to sell) at the time the plan of
disposition has been approved and committed thi@wppropriate company management. We adopted SleA$44 effective January 1,
2002. Effective June 30, 2002, a triggering evecuored and we recorded an impairment charge abappately $825 million. See Note 6—
Property, Plant and Equipment to our consolidaiteahiCial statements in Item 8 of this report fattier information



In December 2002, the FASB issued SFASIM8, "Accounting for Stock-Based Compensation—Titaorsand Disclosure—an
amendment of FASB Statement No. 123," or SFAS M8, Which is effective for financial statementsatet] to periods ending after
December 15, 2002. SFAS No. 148 requires expanidetbdure regarding stock-based compensation, whéhave included in Note 2—
Summary of Significant Accounting Policies to oonesolidated financial statements in Item 8 of tkisort.

FASB Interpretation, or FIN, No. 45, "Guat@r's Accounting and Disclosure Requirements foa@ntees, Including Indirect
Guarantees of Indebtedness of Others," was issuddvember 2002. The interpretation provides guidaon the guarantor's accounting and
disclosure of guarantees, including indirect guteras of indebtedness of others. We have adoptedisb®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 had no matesfédct on our consolidated financial statements.

In 2000, we recorded a cumulative effech ghange in accounting principle of approximagtf million, net of income taxes, upon our
adoption of Staff Accounting Bulletin No. 101, "Reawe Recognition in Financial Statements," or SAB ND1. The $41 million charge
relates to the establishment of deferred revenn@sasts for certain activation and installatiotivéttes. Previously, installation and
activation fees and costs had been recognizecinehtirety at the time the
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installation or activation was completed. Undertles of SAB No. 101, these installation and atton fees are recognized ratably over the
estimated lives of the customer relationships, tvinemge from one to 10 years. The adjustment tauhsulative effect previously reported is
further described in Note 3—Restatement of Resaltsir consolidated financial statements in Iteof ghis report.

New Accounting Standards

On January 1, 2003, we adopted SFAS No, "B ounting for Asset Retirement Obligations,"SFAS No. 143. This statement
addresses financial accounting and reporting ftigations associated with the retirement of targibhglived assets and the associated
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 required toditlex] under law or written or oral contract. ifemsonable estimate of fair value can be made
the fair value of the liability shall be recognizedhe period it is incurred, or if not, in therjmel a reasonable estimate of fair value can be
made. This cost is initially capitalized and themoatized over the estimated remaining useful liféhe asset. We have determined that we
have legal asset retirement obligations associatidthe removal of a limited group of long-livedsets and recorded a cumulative effect of a
change in accounting principle charge upon adomfd®FAS No. 143 of $7 million (liability of $12 tfibn net of an asset of $5 million) in
2003.

Prior to the adoption of SFAS No. 143, veednincluded in our group depreciation rates eséthaet removal 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 resinelremoval 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 pretax upon adoption d&#/&S No. 143 in 2003. The net income impact of thepdion is $219 million ($365 million
less the $7 million charge disclosed above, nateadme taxes of $139 million).

On a going forward basis, the net costeofoval related to these assets will be chargeditaonsolidated statement of operations ir
period in which the costs are incurred. As a resiodt adoption of SFAS No. 143 is expected to desm®ur depreciation expense on an at
basis by approximately $33 million and increaserafieg expenses related to the accretion of threvédue of our legal asset retirement
obligations by approximately $1 million annuallygirening January 1, 2003. Based on historical claegel activity, we believe that recurr
removal costs will be approximately $35 million$45 million annually which will be charged to owmnsolidated statement of operations as
incurred.

In June 2002, the FASB issued SFAS No. 14écounting for Costs Associated with Exit or Digal Activities," or SFAS No. 146,
which is applicable for exit or disposal activitiegtiated after December 31, 2002. This statemequires that liabilities for costs that are
associated with an exit or disposal activity beoggized and measured initially at fair value in pleeiod in which the liability is incurred. It
nullifies the guidance of Emerging Issues Task Epoc EITF, No. 94-3, "Liability Recognition for @ain Employee Termination Benefits
and Other Costs to Exit an Activity (including Gent Costs Incurred in a Restructuring),” or EITF. B4-3. Under EITF No. 94-3, an entity
recognized a liability for an exit cost on the dduat the entity committed itself to an exit pl&kAS No. 146 concludes that an entity's
commitment to a plan does not, by itself, cregheesent obligation to other parties that meetgi#fmition of a liability. In accordance with
SFAS No. 146, our restructuring activities that evercorded prior to 2003 will continue to be acdedrfor under
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previous guidance. Our adoption of SFAS No. 148amuary 1, 2003 did not have a material effectworoperating results or financial
position.

In January 2003, the FASB issued FIN Nq."@®nsolidation of Variable Interest Entities,"lIN No. 46, which is effective
immediately for all variable interest entities deghafter January 31, 2003. FIN No. 46 must beiegdor the first fiscal year or interim
period beginning after June 15, 2003 for variabteriest entities in which an enterprise holds @abde interest that it acquired before
February 1, 2003, or the third quarter 2003 forRUBL No. 46 requires existing unconsolidated vddabterest entities to be consolidated by
their primary beneficiaries if the entities do effiectively disperse risks among the parties ingdIvA primary beneficiary absorbs the
majority of the entity's expected losses, if thegur, receives a majority of the entity's expect=idual returns, if they occur, or both. Where
it is reasonably possible that the information dlmur variable interest entity relationships mustdisclosed or consolidated, we must disc
the nature, purpose, size and activity of the Weiinterest entity and the maximum exposure te &ssa result of our involvement with the
variable interest entity in all financial statengissued after January 31, 2003. We are evaluatiggher the adoption of FIN No. 46 will
require consolidation of any previously unconsdhdientities.

In May 2003, the FASB issued SFAS No. IB3@counting for Certain Financial Instruments witharacteristics of Both Liabilities and
Equity," or SFAS No. 150. SFAS No. 150 providesdgmice on how an entity classifies and measureaigditiancial instruments with
characteristics of both liabilities and equity. S=No. 150 is effective for financial instrumentdezad into or modified after May 31, 2003
and otherwise is effective at the beginning offttet interim period beginning after June 15, 200& do not believe that the adoption of
SFAS No. 150 will have a material impact on oursmitated financial statements.

Related Party Transactions

We are not party to any related party taatiens outside of our affiliates. Intercompanysactions are detailed in Note 16—Related
Party Transactions to our consolidated financieshents in Item 8 of this report.

Risk Management

We are exposed to market risks arising fobianges in interest rates. The objective of olar@st rate risk management program is to
manage the level and volatility of our interestemxge. We may employ derivative financial instrureg¢atmanage our interest rate risk
exposure. We may also employ financial derivatteelsedge foreign currency exposures associatedpaitiicular debt.

As of December 31, 2002, there was noifigatate debt that was exposed to changes in stteaes. However in 2001, approximately
$900 million of floating rate debt was exposedtiamges in interest rates. This exposure was litlkedmmercial paper rates. As of
December 31, 2002 and 2001, we also had approxineite? billion and $400 million, respectively, loing-term fixed rate debt obligations
maturing in the following 12 months. Any new debtained to refinance this debt would be exposezhémges in interest rates. A
hypothetical 10% change in the interest rates mnddbt would not have had a material effect onearnings. We had approximately
$6.1 billion and $5.8 billion of longerm fixed rate debt at December 31, 2002 and 2@&pectively. A 100 basis point increase in tliergs
rates on this debt would result in a decreasedrfair value of these instruments of approxima$d90 million at both December 31, 2002
and 2001, respectively. A 100 basis point decreatiee interest rates on this debt would resuétririncrease in the fair value of these
instruments of approximately $400 million and $30illion at December 31, 2002 and 2001, respectively

As of December 31, 2002, we had $232 mmilbd cash invested in money market and other sleant-investments. Most cash
investments are invested at floating rates. Agésterates change so will the interest derived ftiogse accounts.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

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

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

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

These statements may be made expresstjsidécument or may be incorporated by referencghter documents we will file with tf



SEC. You can find many of these statements by tapfar words such as "believes, estimates," or similar

expressions used in this report or incorporatecebgrence in this report.

expects," "apttés,

These forward-looking statements are stilbgenumerous assumptions, risks and uncertaititeismay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesfet risks are described below under "
Factors." These risk factors should be considerednnection with any subsequent written or oralvfyd-looking statements that we or
persons acting on our behalf may issue. We do mi¢take any obligation to review or confirm antdyexpectations or estimates or to
release publicly any revisions to any forward-loakstatements to reflect events or circumstandes e date of this report or to reflect the
occurrence of unanticipated events. Further, tf@nmation contained in this document is a statemé&our intention as of the date of this
filing and is based upon, among other things, tistiag regulatory environment, industry conditipnsarket conditions and prices, the
economy in general and our assumptions as of saieh @We may change our intentions, at any timevatitbut notice, based upon any
changes in such factors, in our assumptions ometse.

You are further cautioned that we have reitged that in certain cases we misinterpretedisapplied GAAP in our 2001 and 2000
consolidated financial statements. Accordingly,hage restated our consolidated financial statenfenthe two years ended December 31,
2001 and related interim periods, and you shoutdelg on previously filed information for thoserpmls. Because this restatement has also
impacted our 2002 results, as reflected hereininfieemation previously filed in our quarterly repon Form 10Q for the three months end
March 31, 2002 and any other 2002 information bzt been previously disclosed should not be reipeah.
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Risk Factors
Risks Affecting Our Business
Continued downturn in the economy in our local sére area could affect our operating results.

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, demargkfmnd lines or additional services has declibis economic downturn in our local
service area has also led to an increased custtisr@mnection rate. In addition, several of the panies with which we do business appear
to be in financial difficulty or have filed for b&aruptcy protection. Some of these have requesteeatiation of long-term agreements with
us because of their financial circumstances anduserthey believe the terms of these agreement®domger appropriate for their needs.
Our revenues have been and are likely to continlre tadversely affected by the loss or reductidousiness with many of our customers .
result of this downturn and our continued effodstcommodate our customers' needs in this chabgisigess environment.

We believe that our local service areatmemy lagged the national economy in entering therdurn and may follow the national
economy in recovery by an indeterminate periods Teintinued economic slowdown will affect demanddor products and services within
our local service area.

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

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiomterisify. We have faced greater
competition in our core local business from calmpanies, wireless providers (including ourselvizgjilities-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 agtkeat decision allowing for number portabilityfiavireline to wireless phones.

One of the primary reasons we continuexfiedence loss of access lines is the intense ctitiopefrom cable and wireless providers
offering a substitute for our traditional voice atteta services. We are implementing new stratégresnhancing our video and wireless
offerings. However, it will be difficult to effectely execute our strategy in the face of increasimmpetition. For example, our recently
announced wireless strategy of reselling Sprinel@ss services to our customers is untested. Wenwtdye able to effectively integrate
Sprint's services into our product offerings anahdy require greater resources than we anticipabtpeérate as a wireless reseller. Also, while
we recently entered into strategic marketing areamgnts with Echostar and DIRECTYV to bundle thetieltite television products and
services with our traditional telecommunicatiorstadand Internet offerings, our video offering rémdimited to select markets in our local
service area. If we are unable to effectively impdat our strategy for improving video and wirelsshitions, both our wireless and our
traditional telephone businesses may be adverfelgted.

We have also begun to experience and expehber increased competitive pressure from teteoanications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agairstAs a result of these increased
competitive pressures, we have been and may centinbe forced to respond with lower profit marginduct offerings and pricing schen



that allow us to retain and attract customers. &lpesssures could adversely affect our operatisigitseand financial performance.
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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 expearieg significant technological changes, and oulitgtib execute on our business plans and
compete depends upon our ability to develop newymts and accelerate the deployment of advancedariices, such as broadband data,
wireless and video services, and VoIP services.dBvelopment and deployment of new products caddire substantial expenditure of
financial and other resources in excess of contategllevels. If we are not able to develop new petalto keep pace with technological
advances, or if such products are not widely aetkepy customers, our ability to compete could beeeskly affected and our market share
could decline. Any inability to keep up with chasge technology and markets could also adversé@ctathe trading price of our securities
and our ability 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 ouglit securities and on our ability to
access the capital markets.

On April 3, 2002, the SEC issued an ordeénwestigation 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 ofahv@ndors by individuals associated with

QCIL.

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradba 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 outcoméhoke investigations. QCII has engaged in discassigth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Qahnot predict the likelihood of whether
those discussions will result in a settlement &b, the terms of such settlement. However, essigints typically involve, among other thir
the SEC making claims under the federal secutliés in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were ausgitlement to occur, QCII would expect such ciimaddress many of the accounting
practices and transactions and related discloshatsre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$EeC may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coutteo that would require, among other things, th&tl@nd its officers and directors comply
with provisions of the federal securities lawsa@svhich there have been allegations of prior viols.

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. Theselg@rovided pro forma normalized earnings infoimmathat 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 earnings release a statement of its
earnings in accordance with GAAP. At

48

the date of this filing, no action has been takgthie SEC. However, QCII expects that if its cutrdiscussions with the staff of the SEC
result in a settlement, such settlement would ihelallegations concerning the January 24, 200lregrmelease.

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 GendrledGSA had referred to the GSA Suspension/Debar@fficial the question of
whether QCII (including us and its other subsidigayishould be considered for debarment. QCII ipewing fully with the GSA and
believes that it and we will remain suppliers & tiovernment, although QCII cannot predict the @ute of this referral.

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.

The breadth of QCII's internal analysis of its acoating policies, practices and procedures, the pags of time and the turnover in
accounting personnel or further review by the SEGuid result in additional adjustments.

QCII continues to discuss its periodiais with the staff of the SEC's Division of Corpara Finance. They have reviewed QCII's 2
Form 10-K and its Form 10-Q for the three monthdeehMarch 31, 2002. As appropriate, QCII has attethpp address the Staff's comments
in its current filings and has provided responsethdse other comments that it could address. wolptheir review of QCIlI's 2002 Form 10-
K and Form 10-Qs for the three, six and nine moetided March 31, 2003, June 30, 2003 and Septe3b@003, QCII may receive
additional comments from the staff of the DivisiminCorporation Finance and may be required to nfiakber adjustments or additional
disclosures. It is possible that these commentsleaad/to further investigations from the SEC's Bimh of Enforcement.

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 @oeperating results.

Several lawsuits have been filed againsti, QxS well as certain of QCII's past and preséiiters 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 billions of dollars.

The consolidated securities action, thesobdated ERISA action and the CalSTRS, New JeaselySURSI actions described in Item 3
above present material and significant risk to QSdme of the allegations in these lawsuits incluwday of the same subjects that the SEC
and U.S. Attorney's Office are investigating. Moreq the size, scope and nature of QCII's recesthtements affect the risk presented by
these cases. While QCII intends to defend agdiestet matters vigorously, the ultimate outcomebede cases are very uncertain, and QCII
can give no assurance as to the impacts on itsdiabresults or financial condition as a resulttase matters. Each of these cases isin a
preliminary phase. None of the plaintiffs or théeshelants has advanced evidence concerning possitigerable damages, and QCII has not
yet conducted discovery on these and other relasanes. QCII has disclosed that it is unable tionese reasonably a range of loss thi
would incur if the plaintiffs in one or more of telawsuits were to prevail. QCII has engagedsoudisions for the purpose of resolving tt
matters and continues to evaluate any possiblesrahtipss. Any settlement
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of or judgment on one or more of these claims cbeldnaterial, and QCII cannot give any assuranagitfivould have the resources availe
to pay such judgments. Also, in the event of areasly outcome of one or more of these matters, Q&bility to meet its debt service
obligations and its financial condition could beterally and adversely affected. As a wholly owrsedbsidiary of QCII, our business
operations and financial condition would be sinilaffected.

Further, given the size and nature of GGHd our business, QCII and we are subject frora 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 whichavoperate, could reduce invest
confidence and affect our business opportunitiesdaany restatement of our earnings as stated irstfiling could limit our ability to
access the capital markets and could increase #ditign risks.

As a result of our and QCII's accountirguis and the increased scrutiny of financial d&ake, investor confidence in us has suffered
and could suffer further. Congress, the SEC, agogernment authorities and the media are intersmiytinizing a number of financial
reporting issues and practices.

In addition to the SEC investigation dismos earlier, QCII has reported that the SEC hasstigated QCII's earnings release for the
fourth quarter and full year 2000 and that thefsibfhe SEC has decided to recommend an actiomsty@Cl| alleging that it should also
have included in the earnings release a statenfi@ést@AAP earnings. Although all businesses faoeauntainty with respect to how the U.S.
financial disclosure regime may impact their finahstatements, particular attention has been fetuscently on the telecommunications
industry. Congressional hearings held in 2002ef@mple, related to the telecommunications indystagtice of accounting for indefeasible
rights of use, or IRUs, as well as the appropriessrand consistency of pro forma financial inforaradisclosure. Some of our former and
current officers and directors have testified asthhearings concerning IRUs and other matters.

The existence of this heightened scrutimy tnese pending investigations could adverseBcaffivestor confidence and cause the tre
price for our securities to decline. In additiore wannot assure you that we will not have to furtbstate earnings for prior periods as a re



of any formal actions, the SEC's review of QClilimds or because of our own periodic internal istigations. Any such restatement could
further impact our ability to access the capitatkets and the trading price of our securities.

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 apply to inteesielecommunications (including international tel@eenunications that originate or
terminate in the United States), while state regmeauthorities have jurisdiction over telecommaations that originate and terminate within
the same state. Generally, we must obtain and aiainértificates of authority from regulatory baslie most states where we offer intrastate
services and must obtain prior regulatory appro¥variffs for our intrastate services in mostioése jurisdictions. Our business is subject to
numerous, and often quite detailed, requirementeufederal, state and local laws, rules and reéiguis. Accordingly, we cannot ensure that
we are always in compliance with all of these regmients 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 llegige activities will not have a material adveestect on our operations, or that domestic or
international regulators or third parties will matse material issues with regard to our compliaragoncompliance with 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, disposahtsséoon might expose us to claims or actions tbatdchave a material adverse effect on our
business, financial condition and operating results

Risks Affecting Our Liquidity

QCII's high debt levels and the restrictive termEtbeir debt instruments pose risks to our viabyliand may make us more vulnerable to
adverse economic and competitive conditions, ad a&lother adverse developments.

Our ultimate parent, QCII, is highly levgeal on a consolidated basis. As of September 3B, 2ur consolidated debt was $9.8 billion
which is included in QCII's total consolidated deb$21.3 billion. A significant amount of our a@CII's debt obligations come due over the
next few years. While we currently believe we, thge with QCII, will have the financial resourcesdaaccess to capital markets to meet our
obligations when they come due, we cannot antieipdtat our or QCII's future condition will be. Weaynhave unexpected costs and
liabilities and we may have limited access to fitiag.

We will likely need to obtain additionahéincing to meet our debt service and dividend akibgs if our and QCII's operations do not
improve, if revenue and operating cash flow desliare worse than expected, if economic conditi@nsal improve or if we or QCIlI become
subject to significant judgments and/or settlemantonnection with the resolution of one or moratters described in Legal Proceedings in
Item 3 of this report. Also, we may be impacteddmtors relating to or affecting QCII's liquidityd capital resources due to perception ir
market, impacts on credit ratings, or provisionsim and QCII's financing agreements that may icesiur flexibility under certain conditior

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

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

. we may be placed at a competitive disadvantagerapared with our less leveraged competitors, irnwdome who have
significantly reduced their debt through a bankeygiroceeding;

. we may be more vulnerable to the current or futlmenturns in general economic conditions or in ahgur businesses;
. our flexibility in planning for, or reacting to, ahges in our business and the industry in whicloperate may be limited; and
. QClIlI's high debt levels could adversely impact cnadit ratings.
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We may be unable to significantly reduce the sulmstal capital requirements or operating expensescessary to continue to operate our
business, which may in turn affect our operatingsats.

We anticipate that our capital requiremealating to maintaining and routinely upgrading natwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatewitfuture contractual cash obligatio
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 requirememteperating expenses, even if revenues
are decreasing. Such nondiscretionary capital gaiti@ay lessen our ability to compete with othewnjaters who face less significant spending
requirements.

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

Our current practice is to distribute to@@&ash dividends in an amount equal to our netnmectrom wireline entities, generally during
the same period in which the net income is eaéglexpect to continue this practice for the forabéefuture.

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 instruragrdrmit 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 ofies described herein.

Other Risks Affecting Qwest

If conditions or assumptions differ from the judgmes, assumptions or estimates used in our critieacounting policies, the accuracy !
our financial statements and related disclosuresubbe 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 statementsamtompanying notes. Our critical
accounting policies, which are set forth abovecdbs the significant accounting policies and methased in the preparation of our
consolidated financial statements. These accouptitigies are considered "“critical" because thepie judgments, assumptions and
estimates that materially impact our consolidatedrfcial statements and related disclosures. Asalty if future events differ significantly
from the judgments, assumptions and estimatesrigriical accounting policies or different assuiops are used in the future, such even
assumptions could have a material impact on ousadafated 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 striketheowork stoppage, our business and operating fesaould 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@gsexpire from time to time. If we fail to extéor 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 business.eséntly reached agreements with the
CWA and the IBEW on new twgear labor contracts. Each of these agreementsatified by union members, went into effect on Asigli7,
2003 and expires on August 13, 2005.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT 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 SUPPLEMENTARYDATA
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Independent Auditors' Report

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying conselilbtlance sheets of Qwest Corporation and sulisilia wholly owned subsidiary of
Qwest Communications International Inc., as of Daoer 31, 2002, 2001, and 2000, and the relatedbtidaged statements of operations,
stockholder's equity, and cash flows for each efyibars then ended. These consolidated finanai@msents are the responsibility of the
Company's management. Our responsibility is to@sgpan opinion on these consolidated financiadistants based on our audits.

We conducted our audits in accordance aitliting 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 ptesiused and significant estimates made by marnageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated finan@tdtements referred to above present fairly, imallerial respects, the financial position of
Qwest Corporation and subsidiaries as of Decembg2@®2, 2001, and 2000, and the results of thg@rations and their cash flows for each
of the years then ended, in conformity with accognprinciples generally accepted in the United&&taf America.

As discussed in note 2 to the accompangamsolidated financial statements, effective Jan@iaP002, the Company adopted Statement
of Financial Accounting Standards No. 1&yodwill and Other Intangible Assetand Statement of Financial Accounting Standaros1¥4,
Accounting for the Impairment or Disposal of L-Lived Assets As discussed in note 2, effective January 1, 20@E.Company adopted
Statement of Financial Accounting Standards No, A88ounting for Derivative Instruments and Hedgirgivities, and effective January 1,
2000, the Company adopted Staff Accounting Bull&tin 101,Revenue Recognition in Financial Statements

As discussed in note 3 to the accompangamsolidated financial statements, the Companydéwtated its consolidated balance shee
of December 31, 2001 and 2000, and the relatecbtidated statements of operations, stockholdetggcand cash flows for each of the
years then ended, which consolidated financiaéstahts were previously audited by other indepenaieditors who have ceased operati

/sl KPMG LLP

Denver, Colorado
January 8, 2004
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)
(Dollars in millions)

Operating revenue $ 11,50  $ 12,16¢ $ 11,747
Operating revenu—affiliates 411 36¢ 337
Total operating revenus 11,91¢ 12,531 12,08
Operating expense
Cost of sales (exclusive of depreciation and armatitn detailed below 2,29¢ 2,721 2,631
Cost of sale—affiliates 38C 337 35€

Selling, general and administrati 2,14¢ 2,19¢ 2,55¢



Selling, general and administrat—affiliates 1,29( 1,01¢ 757

Depreciatior 2,65k 2,90z 2,311
Intangible assets amortizati 30z 191 111
Asset impairment chargs 82¢ 49 33t
Restructuring and other char—net 49 212 —
Mergel-related (credits) charg—net (30 12C 813
Total operating expens: 9,91« 9,74¢ 9,87:
Operating incom: 2,00z 2,78¢ 2,217
Other expense (income

Interest expen—net 541 46€ 457
Interest expen—ne—affiliates 15¢ 147 92
(Gain) loss on sale of rural exchanges and otledfasset — (52) 11
Other expense (incon—net 9 (18) 6
Total other expen—net 70€ 544 56€
Income before income taxes and cumulative effechahge in accounting princig 1,29¢ 2,24t 1,64¢
Income tax expens (489) (83¢) (703
Income before cumulative effect of change in actiogrprinciple 80t 1,407 943

Cumulative effect of change in accounting pringiplet of taxes of $0, $0 and $26
respectively — — (42)
Net income $ 80t % 1407 $ 902
| I |

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

CONSOLIDATED BALANCE SHEETS

December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

ASSETS
Current asset:
Cash and cash equivalel $ 232 $ 15C $ 112
Restricted cas 26 24 53
Accounts receivab—net 1,49 1,72¢ 1,66¢
Accounts receivab—affiliates 12C 77 90
Deferred income taxe 133 46 127
Prepaid and other ass: 323 41z 374
Prepaid income tax—QSC 25F 21¢ —
Assets held for se—net — — 43
Total current asse 2,58: 2,65 2,46:

Property, plant and equipm—net 17,31 19,181 18,08:



Intangible asse—net
Other asset

Total asset

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities:
Current borrowing:
Current borrowing—affiliates
Accounts payabl
Accounts payab—affiliates
Dividends payab—QSC
Accrued expenses and other current liabili
Income taxes payat—QSC
Deferred revenue and customer depc
Restructuring and Merg-related reserve

Total current liabilities

Long-term borrowings (net of unamortized debt distmf $142 million, $122
million and $125 million, respective—Note 9)

Pos-retirement and other p-employment benefit obligatior

Deferred income taxe

Deferred revenu

Deferred credits and oth

Restructuring reserve

Total liabilities
Commitments and contingencies (Notes 17 anc

Stockholder's equity
Common stoc—one share without par value, owned by G
Note receivabl—affiliate
Accumulated defici

Total stockholder's equit

Total liabilities and stockholder's equ

1,27¢ 1,20: 77¢
1,35¢ 1,33¢ 1,24¢

$ 22528 $ 2438t  $ 22,56:
| | |
$ 1,258 $ 1511  $ 97¢
1,88¢ 2,29. 1,521

587 85¢ 1,431

331 271 311

774 1,88¢ 477

89¢ 83z 931

— — 132

59t 631 622

53 22¢ 29¢

6,38z 8,50¢ 6,69

6,01€ 5,781 6,247

2,61z 2,52( 2,57¢

2,181 2,11( 1,50¢

482 552 55€

32t 327 40¢

30 18 —

18,02¢ 19,80° 17,98:

8,40( 8,48. 8,48¢

(286) (286) (286)

(3,617) (3,617) (3,617)

4,497 4,57¢ 4,581

$ 22528 $ 2438t  $ 22,56:
| | |

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

Year Ended December 31,

2002

2001

2000

(As restated, see Note 3)

(Dollars in millions)



Other

Other

Net income $ 80t 3 1,407 $ 90z
Adjustments to net incom
Depreciation and intangible assets amortiza 2,957 3,09: 2,42:
(Gain) loss on sale of asst — (52) 11
Provision for bad debr 331 27¢ 187
Deferred income taxe (16) 687 374
Asset impairment chargs 82¢ 49 33t
Cumulative effect of change in accounting princ—net — — 41
Income tax benefit distributed to Q¢ (110 — —
Other nor-cash item: (39 (9 3
Changes in operating assets and liabilit
Accounts receivabl (96) (343 73
Accounts receivab—affiliates (43 13 (39
Prepaids and other current as: 85 26 (310)
Prepaid income tax—QSC (36) (219 —
Accounts payable, accrued expenses and other tligkilities (329 (93¢) (595)
Accounts payable and deferred cre—affiliates 62 (34 20¢
Deferred revenue and customer depc (10€) 5 (1)
Restructuring and Merg-related reserve (159 (53 29¢
Other lon¢-term assets and liabilitie 10€ (249 354
Cash provided by operating activiti 4,25 3,66% 4,01¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipn (1,829 (4,505 (4,600
Proceeds from sale of property and equipn 28 94 46
(23) (37 (6)
Cash used for investing activiti (1,819 (4,449 (4,560
FINANCING ACTIVITIES
Net (repayments of) proceeds from s-term borrowings (2,019 42F 371
Net (repayments of) proceeds from s-term borrowing—affiliates (4049) 771 67t
Proceeds from lor-term borrowings 1,47¢ — 997
Repayments of current portion of Ic-term borrowings (482) (397 (645)
Dividends paid to QS! (1,915 — (821)
Debt issuance cos (39 — (6)
19 19 21
Cash (used for) provided by financing activit (2,359 824 592
CASH AND CASH EQUIVALENTS
Increase in cas 82 38 51
Beginning balanc 15C 112 61
Ending balanc $ 23z $ 15C $ 11z
| | I

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

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY



Balance, January 1, 2000
(unaudited)
Net income
Mark-to-market adjustment on
investmen
Income taxes on investment
transfer

Total comprehensive incon

Dividends declared on common
stock

Transfer of investments to Q<
Stock compensatic

Other net asset transfe
Contested liability trus

Balance, December 31, 2000,
as restated (Note 3-Restatement o
Results)

Net income

Total comprehensive incon

Dividends declared on common
stock

Stock compensatic
Other net asset transfe

Balance, December 31, 2001, as
restated (Note 3—Restatement of
Results)

Net income
Total comprehensive incon

Dividends declared on common
stock

Stock compensatia

Tax benefit on stock compensati
Income tax benefit distributed to
QscC

Other net asset transfe

Balance, December 31, 2002

Accumulated
Other

Note Receivable (Accumulated Comprehensive Comprehensive
Common Stock affiliate (Note 13) Deficit) Income (Loss) Total Income
(Dollars in millions)
$ 8,14C $ — 3 (3,617 $ 197 $ 4,72
— — 90z — 90z $ 90z
— — — (69) (69 (69)
— — — 82 82 82
$ 91t
——
— — (902) — (902)
(23 — — (210) (239
87 — — — 87
(6) — — — (6)
28¢€ (286€) — — —
8,482 (286) (3,617) — 4,581
— — 1,407 — 1,407 $ 1,407
$ 1,407
——
_ — (1,407 — (1,409
6 = = = 6
® — — — ®
8,48: (28€) (3,617) — 4,57¢
— — 80¢ — 80t $ 80¢
$ 80:<
I
— — (80F) — (80%)
2 — — — 2
16 — — — 16
(110) — — — (110)
10 — — — 10
$ 8,40C $ (286) $ (3,617) — $ 4,49

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, 2002, 2001 and P00

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

Note 1: Business and Background
Description of business

We are wholly owned by Qwest Services Caapon ("QSC"), which is wholly owned by QCII. Weqvide 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 adgtjoisof U S WEST, Inc. ("U S WEST") (the "Merger'y S WEST (our pre-Merger parent)
was deemed the accounting acquirer and its hisidiitancial statements, including those of its ihowned subsidiaries, have been carried
forward as the predecessor of the combined comparppnnection with the Merger, each outstandingysiof U S WEST common stock w
converted into the right to receive 1.72932 shafé3Cll common stock (and cash in lieu of fractibslaares). In addition, all outstanding L
WEST stock options were converted into optionsciguire QCIl common stock.

Restatement

During 2003 and 2002 we performed an irgkamalysis (“internal analysis") of our previouslgued consolidated financial statements
for 2001 and 2000. As a result of the internal gsial we discovered certain errors in those codatdid financial statements. Our 2001 and
2000 consolidated financial statements and reffadcial information included herein have beenatesl. For further details on the nature of
the errors and the related effects on our prewoisslied consolidated financial statements see BletBestatement of Results. Where
appropriate, we have identified all balances tlaahbeen restated with the notation "as restafddughout these notes, the term
"previously reported” will be used to refer to badas from our previously issued 2001 and 2000 dmtaged financial statements.

Note 2: Summary of Significant Accounting Policies

As a part of the restatement of our codstéid financial statements for 2001 and 2000 we leavrected and clarified a number of the
accounting policies that have been disclosed iwipus filings.

Basis of presentation. The accompanying consolidated financial statémmclude our accounts and the accounts of dusidiaries
over which we exercise control. All intercompanyaamts and transactions have been eliminated. Adiants presented for 2001 and 2000 in
our consolidated financial statements and acconipgmotes have been restated as discussed in NeReStatement of Results.

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 distiited cost as more fully described in Note 16—Rédl&arty Transactions. Regulators
periodically review our compliance with regulatiodgljustments to intercompany charges that resoithfthese reviews are recorded in the
period they become known. We purchase serviceh, asicnarketing and advertising,
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information technology, product and technical segsias well as general support services fromatii. We provide to our affiliates
telephony and data services, wireless as welltzr gervices.

Use of estimates. The preparation of consolidated financial stapts in conformity with generally accepted accognprinciples in
the United States of America ("GAAP") requires aisrtake estimates and assumptions that affect the@siand disclosures reported in our
consolidated financial statements and accompamytes. Estimates are used when accounting for iterdsnatters such as long-term
contracts, customer retention patterns, allowaocédd debts, depreciation, amortization, asseiNi@ins, internal labor capitalization rates,
recoverability of assets, impairment assessmemtglayee benefits, taxes, restructuring reservesoéimer provisions and contingencies.
Actual results could differ from those estimates.

Reclassifications. We have revised this presentation to confortiméocurrent year QCII consolidated financial stegat presentation.

Revenue recognition. Revenue for services are recognized when theeteservices are provided. Payments receivedvarae 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 rézedrover the expected customer relationship pegederally one to 10 years. Expec



customer relationship periods are estimated usstgrical data of actual customer retention patefiermination fees or other fees on
existing contracts that are negotiated in conjamctvith new contracts are deferred and recognized ihe new contract term.

Revenue related to equipment sales argynéned upon acceptance by the customer and whémeationditions for revenue recognition
have been satisfied. Customer arrangements thatdmboth equipment sales and services are evdltmtgetermine whether the elements
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, totaldmration 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 $211 million, $&1ilion and
$257 million in 2002, 2001 and 2000, respectivalyd is included in selling, general and administeaf'SG&A") expense in our
consolidated statements of operations.

Income taxes. We are included in the consolidated federabine tax return of QCII. The QCII tax provision afion policy treats
our consolidated results as if we were a sepaaafgter. The tax funding policy calls for us to 2811, through QSC, based upon each
subsidiary's separate return taxable income. Textent a subsidiary has taxable losses, no furidineceived and therefore such benefit is
retained by QCII. We are also included in combistde tax returns filed by QCII and the same atioogpolicy applies.

The provision for income taxes consistamfimount for taxes currently payable and an anfoutéax consequences deferred to future
periods. Investment tax credits are accountedrideuthe deferral method and are amortized as tiethsdn income tax expense over the
lives of the assets which gave rise to the crexditsare included in deferred credits and otheruwrconsolidated balance sheets. Deferred
income tax assets and liabilities are recognizedhi® future tax consequences attributable to iffierdnces between the financial statement
and tax basis of assets and liabilities using ekietx rates expected to apply to the year in wthietdifferences are expected to affect tax
income. The effect on deferred income tax assetdiabilities of a change in tax rate is recogniredperations in the period that includes
enactment date. Deferred tax assets are reviewdeteéomine if they are more likely than not to balized and, if not, then valuation
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allowances are established to reduce deferred iacamassets to the amounts expected to be recbvere

We use the deferral method of accountimgrfeestment tax credits earned prior to the repéalich credits in 1986. We also defer
certain transitional investment tax credits earafter the repeal, as well as investment tax creditaed in certain states. We amortize these
credits over the estimated service lives of thateel assets as a decrease to our income tax expemsgeconsolidated statements of
operations.

Cash and cash equivalentsWe utilize the cash management services of Q@UII manages our cash in accordance with its cash
investment policy, which restricts investmentsiiswge preservation of principal and maintenandaofdity. 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 armgtiments purchased with original maturities oféhrenths or less to be cash and cash
equivalents. Our cash investment policy limits ¢bacentration of investments with specific finahaigtitutions or among certain products
and includes criteria related to credit worthinesany particular financial institution.

Restricted cash. Restricted cash primarily relates to escrowoants we established to fund certain constructaividies and our
compensation plans.

Assets held for sale. Assets to be disposed of that meet all of titer@ to be classified as held for sale are regzbat the lower of the
carrying amounts or fair values less cost to #edets are not depreciated while they are cladsifieheld for sale. Assets held for sale that
have operations and cash flows that can be cld&tyguished, operationally and for financial repay purposes, from the rest of our assets
are reported in discontinued operations when (g)determined that the operations and cash fldwiseoassets will be eliminated from our
on-going operations and (b) we will not have amn#icant continuing involvement in the operatiamfghe assets after the disposal
transaction.

Property, plant and equipment.Property, plant and equipment is carried at and is depreciated using the straight-line gnmgphod.
Under the straight-line group method, assets destic® providing regulated telecommunications sswithat have similar physical
characteristics, use and expected useful livesategorized on the basis of equal life groupsoilar assets acquired in a given year for
purposes of depreciation and tracking. Generafigeu the straight-line group method, when an dassaild or retired the cost, net of sale
proceeds, is deducted from property, plant andpegent and charged to accumulated depreciation utittewognition of a gain or loss. A
gain or loss is recognized in our consolidatecestants of operations only if a disposal is abnomnainusual or when a sale involves land,
artwork, assets associated with the sale of custoorgracts or assets constructed or acquiredaler keasehold improvements are amortized
over the shorter of the useful lives of the assetbe lease term. Expenditures for maintenancegypairs are expensed as incurred. Intere
capitalized during the construction phase of nekvaaord other intern-use capital projects. Direct labor costs relatecbiustruction of intern:



use assets are also capitalized during the comistnyzhase. Property, plant and equipment suppBesl internally are carried at average cost,
except for significant individual items for whicbst is based on specific identification.

Software capitalization policy. Internally used software, whether purchasedeveloped, is capitalized and amortized using the
straight-line method over an estimated usefuldifé8 months to five years. In accordance withetent of Position 98-1, "Accounting for
the Costs of Computer Software Developed or ObthioeInternal Use," we capitalize certain costsoagated with internally developed
software such as payroll costs of employees deydiine to the projects and external direct costsifaterials and services. Costs associated
with internally developed software to be used imé#ly are expensed until the point at which thggubhas reached the development stage.
Subsequent additions, modifications or upgradéstésnal-use software are capitalized only to tkteet that they allow the software to
perform a task it previously did not perform. Sciter
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maintenance and training costs are expensed ipethied in which they are incurred. The capitaliaatof software requires judgment in
determining when a project has reached the devedapetage and the period over which we expectnefitdrom the use of that software.

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

Intangible assets with finite lives are atized on a straight-line basis over that life. \Whthere are no legal, regulatory, contractual or
other factors that would reasonably limit the ukbfe of the intangible asset we have determirtet the intangible asset has an indefinite
life. In accordance with the adoption of Statem@rEinancial Accounting Standards ("SFAS") No. 142podwill and Other Intangible
Assets" ("SFAS No. 142"), on January 1, 2002, thetssgible assets were no longer amortized. Roitine adoption of SFAS No. 142, these
intangible assets were amortized on a straightdams over their estimated useful lives.

Impairment of indefinite-lived intangiblesets. Intangible assets with indefinite lives areiegied for impairment annually or
whenever an event occurs or circumstances chaagetiuld more likely than not reduce fair valuedvekarrying value. These assets are
carried at historical cost if their estimated fatue 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 throaigimpairment charge to our consolidated
statements of operations.

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 recoverableexededs 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 expettdt 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.

Prior to the adoption of SFAS No. 142 aRd\S No. 144, "Accounting for Impairment or Disposélong-Lived Assets" ("SFAS
No. 144") on January 1, 2002, we reviewed our -lived assets, such as intangible assets and pyopéaht and equipment for impairment
accordance with SFAS No. 121, "Accounting for timpairment of Long-Lived Assets and for Long-Liveds&ts to be Disposed of" ("SFAS
No. 121"). Under SFAS No. 121, we reviewed our -lived assets for impairment whenever events or gésun circumstances indicated
the carrying amount of an asset might not be reedole. We evaluated the recoverability of our Idwgd assets based on estimated
undiscounted future cash flows and provided foraimpent when such undiscounted cash flows werdfin@gnt to recover the carrying
amount of the long-lived asset.

Derivative instruments. Effective January 1, 2001, we adopted SFASI88, "Accounting for Derivative Instruments and igid)
Activities" ("SFAS No. 133"). SFAS No. 133 requirthat all derivatives be measured at fair valuer@edgnized as either assets or liabilities
on our consolidated balance sheets. Changes faithealues of derivative instruments that do natlify as hedges and/or any ineffective
portion of hedges are recognized as a gain ofitossr consolidated statement of operations inctireent period. Changes in the fair value
derivative instruments used effectively as faiueahedges are recognized in earnings, along watlcitange in the value of the hedged item.
Changes in the fair value of the effective portiohsash flow hedges are reported in other comprakie income (loss) and recognized in
income (loss) when the hedged item is recognizédciome (loss).

Restructuring and Merger-related chargesPeriodically QCII commits to exit certain busas activities, eliminate office or facility
locations and/or reduce our number of employeeshdtime a
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restructuring plan is approved and communicatedsagerd a charge to our consolidated statemenp@fations for the estimated costs
associated with the plan. Charges associated hébetexit or restructuring plans incorporate variestimates, including severance cc



sublease income and costs, disposal costs, lefigth@on market for abandoned rented facilitied aontractual termination costs. We also
record a charge when we permanently cease uskea$ed facility. Estimates of charges associatéll allandoned operating leases, some of
which entail long-term lease obligations, are baseéxisting market conditions and undiscountecan@bunts that are expected to be paid in
the future. We utilize real estate brokers to agsiassessing market conditions and net amouatsath expect to pay.

Fair value of financial instruments. Our financial instruments consist of cash amshcequivalents, restricted cash, accounts redeivab
accounts payable and borrowings. The carrying wahi€ash and cash equivalents, accounts recej\atdeunts payable and short-term
borrowings approximate their fair values becaustneif short-term nature. Our long-term borrowihgsl a fair value of approximately
$5.4 billion, $5.6 billion and $5.9 billion at Daoéer 31, 2002, 2001 and 2000, respectively. Thevdues of our borrowings are based on
guoted market prices where available or, if notlabée, based on discounted future cash flows usurgent market interest rates.

Stock options. Prior to the Merger, our employees participatethe U S WEST stock plans under which U S WES(Ia grant
awards in the form of stock options, stock apptemerights, restricted stock and phantom unitsyal as substitute stock options and
restricted stock awards. In connection with the d¢erall U S WEST options outstanding prior to Merger announcement became fully
vested. Options granted after that date and priduhe 30, 2000 continue to vest according to #séing requirements in the plan. Subseq
to the Merger, our employees began participatiaiénQwest Equity Incentive Plan. These QCII stoclentive plans are described more
fully in Item 8 of QCII's annual report on Form KOfor the year ended December 31, 2002 (the "QGU2Form 10-K").

QCIl accounts for its stock incentive plarsing the intrinsic-value method under which nmpensation expense is recognized for
options granted to employees when the strike mrichose options equals or exceeds the value afitderlying security on the measurement
date. Any excess of the stock price on the measemedate over the exercise price is recorded asmef compensation and amortized over
the service period during which the stock optiormalwests using the accelerated method describéish@mcial Accounting Standards Board
("FASB") Interpretation ("FIN") No. 28, "Accountinfpr Stock Appreciation Rights, Other Variable $t@ption or Award Plans." QCII
allocates to us, through a contribution, our sloduthe deferred compensation expense describeéhHzased on options granted.

Had compensation cost for our employeeatigization in the QCII stock incentive plans batgtermined under the fair value method in
accordance with the provisions of SFAS No. 123,cémting for Stock-Based Compensation,” our nedime would have been changed to
the pro forma amounts indicated below:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Net income;
As reportec $ 80t % 1,407 $ 90z
Add: Stock-option-based employee compensation esgertiuded in reported net
income, net of related tax effec 1 4 53
Deduct: Total stock-option-based employee comp@anrsakpense determined unde
fair value-based method for all awards, net of related tascts (44) (88) (67)
Pro forma $ 76z % 132 % 88¢
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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 usedt¢éordime the fair value can vary
significantly. Following are the weighted averagswanptions used with the Black-Scholes option-pgenodel to estimate the fair value of
all QCII options granted to our employees in 21 and 2000:

Year Ended December 31,

2002 2001 2000
Risk-free interest rat 4.1% 4.1% 5.9%
Expected dividend yiel 0.C% 0.2% 1.4%
Expected option life (year: 4.4 4.4 5.3

Expected stock price volatilit 57.6% 41.2% 29.5%

Weighted average grant date fair va $ 228 $  94C $ 14.6C



Two of the more significant assumptionsduisethis estimate are the expected option life wedexpected volatility, both of which we
estimated based on historical information.

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

Recently adopted accounting pronouncements and curtative effect of adoption

On January 1, 2002, we adopted SFAS No, WARh requires companies to cease amortizing wdband intangible assets with
indefinite useful lives. SFAS No. 142 also requittest goodwill and indefinite-lived intangible assbe reviewed for impairment upon
adoption on January 1, 2002 and annually thereaftenore often if events or circumstances warréfe.ceased amortizing our intangible
assets, primarily spectrum licenses, with indeditites on January 1, 2002.

Upon adoption of SFAS No. 142, we reviewsal useful lives of our amortizable intangible éssprimarily capitalized software and
customer lists, and determined they remained apjatepIn accordance with SFAS No. 142, we will thone to perform impairment tests on
the remaining indefinite-lived intangible assetsamnannual basis, or more often if events or changeircumstances indicate the assets may
be impaired.

In August 2001, the FASB issued SFAS Ndl, Idhich addresses financial accounting and rappftr the impairment or disposal of
long-lived assets other than goodwill and intaregédsets with indefinite lives. Under SFAS No. 1dAg-lived assets being held or used are
tested for recoverability whenever events or changeircumstances indicate that their carrying amienay not be recoverable from their
expected future undiscounted cash flows ("a triggeevent”). The impairment loss is equal to tHféedénce between the asset's carrying
amount and estimated fair value. In addition, SFS 144 requires long-lived assets to be dispo$ether than by sale for cash to be
accounted for and reported like assets being hadduaed. Long-lived assets to be disposed of keyaral to be recorded at the lower of their
carrying amount or estimated fair value (less ctistell) at the time the plan of disposition hasmapproved and committed to by the
appropriate company management. See Note 6—Propdatyt and Equipment for further information.

In December 2002, the FASB issued SFASINMS8, "Accounting for Stock-Based Compensation—Titaomsand Disclosure—an
amendment of FASB Statement No. 123" ("SFAS No."Ll4hich is effective for financial statementsaigld to periods ending after
December 15, 2002. We have included the expandetbdure required by SFAS No. 148 regarding staded compensation.

FIN No. 45, "Guarantor's Accounting anddliasure Requirements for Guarantees, IncludingéatliGuarantees of Indebtedness of
Others," was issued by the FASB in November 2002. iterpretation provides guidance on the guaramgcounting and disclosure of
guarantees, including indirect guarantees of ireliiiss of others. We have adopted the disclosguireenents of the

64

interpretation as of December 31, 2002. The ac@ogiguidelines are applicable to certain guaranteeduding affiliate guarantees, issues
modified after December 31, 2002, and require Weatecord a liability for the fair value of suchagantees on our consolidated balance s
The adoption of this interpretation had no matexfédct on our consolidated financial statements.

In 2000, we recorded a cumulative effect ghange in accounting principle of $41 millioet nf income taxes, upon our adoption of
Staff Accounting Bulletin ("SAB") No. 101, "Revenirecognition in Financial Statements" ("SAB No. )0The $41 million charge relates
to the establishment of deferred revenues and tmstertain activation and installation activiti€eviously, installation and activation fees
and costs had been recognized in their entiretyeatime the installation or activation was comgdetUnder the rules of SAB No. 101, these
installation and activation fees are recognizedhigtover the estimated lives of the customer i@lghips, which range from one to 10 years.
The adjustment to the cumulative effect previouisjyorted is further described in Note 3—RestaternEResults.

New accounting standards

On January 1, 2003, we adopted SFAS No, "B ounting for Asset Retirement Obligations" F/SS No. 143"). This statement
addresses financial accounting and reporting ftigations associated with the retirement of targibhglived assets and the associated
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 required toditlex] under law or written or oral contract. ifemsonable estimate of fair value can be made
the fair value of the liability will be recognizéul the period it is incurred, or if not, in the jmE a reasonable estimate of fair value can be
made. This cost is initially capitalized and themoatized over the estimated remaining useful liféhe asset. We have determined that we
have legal asset retirement obligations associatidthe removal of a limited group of long-livedsets and recorded a cumulative effect of a
change in accounting principle charge upon adomfd®FAS No. 143 of $7 million (liability of $12 tfibn net of an asset of $5 million) in
2003.

Prior to the adoption of SFAS No. 143, veednincluded in our group depreciation rates eséthaet removal costs (removal costs less
salvage). These costs have historically been teflieio the calculation of depreciation expensethrdefore recognized in accumula



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 thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsaation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million pretax upon adoption d¥/&S No. 143 in 2003. The net income impact of thepdion is $219 million ($365 million
less the $7 million charge disclosed above, natieadme taxes of $139 million).

On a going forward basis, the net costeofoval related to these assets will be chargeditaonsolidated statement of operations ir
period in which the costs are incurred. As a resiidt adoption of SFAS No. 143 is expected to desgeur depreciation expense on an at
basis by approximately $33 million and increaseraiieg expenses related to the accretion of thevédue of our legal asset retirement
obligations by approximately $1 million annuallygirening January 1, 2003. Based on historical claegel activity, we believe that recurr
removal costs will be approximately $35 million&45 million annually which will be charged to ownsolidated statement of operations as
incurred.

In June 2002, the FASB issued SFAS No. 146écounting for Costs Associated with Exit or Disal Activities" ("SFAS No. 146"),
which is applicable for exit or disposal activitiegiated after
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December 31, 2002. This statement requires thaititias for costs that are associated with an exidisposal activity be recognized and
measured initially at fair value in the period ihiah the liability is incurred. It nullifies the glance of Emerging Issues Task Force ("EITF")
No. 94-3, "Liability Recognition for Certain Employee Taination Benefits and Other Costs to Exit an Agyiincluding Certain Costs
Incurred in a Restructuring)" ("EITF Issue No. 93-3)nder EITF Issue No. 94-3, an entity recogniadahbility for an exit cost on the date
that the entity committed itself to an exit plafAS No. 146 concludes that an entity's commitmerat plan does not, by itself, create a
present obligation to other parties that meetgl#faition of a liability. In accordance with SFA®. 146, our restructuring activities that
were recorded prior to 2003 will continue to beaoted for under previous guidance. Our adoptio&8FAS No. 146 on January 1, 2003 did
not have a material effect on our operating resulfnancial position.

In January 2003, the FASB issued FIN Nq."@®nsolidation of Variable Interest Entities" (\FNo. 46"), which is effective
immediately for all variable interest entities deghafter January 31, 2003. FIN No. 46 must beiegdor the first fiscal year or interim
period ending after December 15, 2003 for variaitierest entities in which an enterprise holds éalde interest that it acquired before
February 1, 2003, or the fourth quarter 2003 forRlisl No. 46 requires existing unconsolidated Jagéanterest entities to be consolidated by
their primary beneficiaries if the entities do effiectively disperse risks among the parties ingdIvA primary beneficiary absorbs the
majority of the entity's expected losses, if thegws, receives a majority of the entity's expectsidual returns, if they occur, or both. Where
it is reasonably possible that the information dlwaur variable interest entity relationships mustdisclosed or consolidated, we must disc
the nature, purpose, size and activity of the Wdgiinterest entity and the maximum exposure te &ssa result of our involvement with the
variable interest entity in all financial statengigsued after January 31, 2003. We are evaluatiggher the adoption of FIN No. 46 will
require consolidation of any previously unconsdbdientities.

In May 2003, the FASB issued SFAS No. IB@counting for Certain Financial Instruments wiharacteristics of Both Liabilities and
Equity" ("SFAS No. 150"). SFAS No. 150 providesdaiice on how an entity classifies and measureaigdittancial instruments with
characteristics of both liabilities and equity. S&=No. 150 is effective for financial instrumentdezad into or modified after May 31, 2003,
and otherwise is effective at the beginning offtret interim period beginning after June 15, 200& do not believe that the adoption of
SFAS No. 150 will have a material impact on oursmidated financial statements.

Note 3: Restatement of Results

We have determined that, in certain casesnisinterpreted or misapplied GAAP in our 2008l 2000 consolidated financial statements
and, accordingly, we have restated our consolidiweadcial statements for each of the years intweeyear period ended December 31, 2001
and related interim periods.

As discussed more fully below, the restaets involve, among other matters, revenue reciognigsues related to termination fees,
installation fees and wireless revenue. In makiregé restatements, we have performed an interablsi;of our accounting policies,
practices, procedures and disclosures for thetefigueriods.

Summary of restatement items

The following tables set forth the effeofshe restatement adjustments discussed belowwanue; pre-tax income (i.e., income before
income taxes and cumulative effect of change imating principle); and net income as presentaslinconsolidated statements of
operations for th:



years ended December 31, 2001 and 2000. The mstat@djustments are discussed in the paragrapbwiitg the tables

Previously reporte

Restatement Adjustments, net
Termination fee!

Wireless revenu
Transactions with affiliate
Installation fee:

Balance sheet reconciliatio
Out-of-period expense
Network labor cost
Compensated absenc
Cost of remova

Contested liability trus
Stock compensatia
Curtailment gair

Other

Net restatement

As restate(

Previously reporte

Restatement Adjustments, net
Termination fee:

Wireless revenu
Transactions with affiliate
Installation fee:

Balance sheet reconciliatio
Investment transfe
Out-of-period expense
Network labor cost
Compensated absenc
Stock compensatic
Curtailment gair

Other

Net restatement

As restate(

Termination fees

Year ended December 31, 2001

Pre-tax Net
Revenue Income Income

(Dollars in millions)

$ 12,678 $ 2,77¢  $ 1,73

(79 (79 (46)
(46) (46) (28)
20 30 18
19 19 12
(14 (12) (7)
— (114) (70)
— (84) (52)
— (73) (44)
— (40 (29)
— (22 (13
— Q) _
— 7 5
(42) (129 (82)

(13€) (539) (330)

$ 12537 $ 2,248 % 1,407
IS B S
Year ended December 31, 2000

Pre-tax
Revenue Income

Net
Income

(Dollars in millions)

$ 12,30  $ 1,90¢  $ 1,19€
(50) (50) (30)

(57) (57) (34)

17 (40) (24)

(90) (90) (96)

— 24 15

— — (82

— 16¢ 102

— (100) (61)

— (14) 9)

— (51) (31)

— (47) (29)

(36) 2 (16)

(216) (25¢) (294)

$ 12,08 $ 1,646 $ 90z

In 2001, we recognized revenue relatedtdractual termination fees that were assesseevieral customers. At or about the same ti



we entered into new arrangements with these custome
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to provide services in the future. In connectiothvaur internal analysis, we have determined thatrévenue recognized in these instances
should have been deferred and recognized as revataidy over the term of the new arrangements.

In our restated consolidated financialestegnts, we have reduced our previously reporteghiey and decreased our pre-tax income by
$75 million and $50 million for the years ended Bber 31, 2001 and 2000, respectively.

Wireless revenue

In our previously issued consolidated ficiahstatements, we erroneously recognized revasseciated with products that were given
away through promotions in our wireless business.al§o erroneously recognized excess revenueessith of not reconciling or adjusting
our estimates of unbilled and deferred servicenmaes.

In our restated consolidated financialestegnts, we have reduced our previously reporteelegs revenue and decreased our pre-tax
income by $46 million and $57 million for the yearsded December 31, 2001 and 2000, respectively.

Transactions with affiliates

In 2001 and 2000, we inaccurately recome@nue and expenses related to transactions ffiltatad companies within the QCII group
of companies. These transactions included billfogslata processing services, allocations of caigooverhead costs and payments made on
behalf of affiliated companies, among other items.

In our restated consolidated financialestegnts, we have increased our previously repoeieghue by $20 million and $17 million for
the years ended December 31, 2001 and 2000, resggcand increased our pre-tax income by $30iamland decreased our pre-tax income
by $40 million for the years ended December 31,1280d 2000, respectively.

Installation fees

In 2001 and 2000, we recognized revenuedaain up-front fees charged to customers in eotion with special plant construction or
relocation. These fees were recognized as revenfudl &t the time the construction or relocatioasicompleted. Under SAB No. 101, these
fees should have been initially deferred and reimeghover the estimated life of the customer retehip.

In our restated consolidated financialestegnts, we have increased our previously repoeteehue by $19 million and decreased
previously reported revenue by $90 million for tlears ended December 31, 2001 and 2000, respgctigellting in an increase in our pre-
tax income for 2001 and a decrease in our prertzome for 2000 of corresponding amounts. In addlitas a result of this change, our
restated net income for the year ended Decemb&08D, includes a $41 million charge, net of theme tax effect of $26 million, presented
as the cumulative effect of change in accountirigciple resulting from the adoption of SAB No. 101.

Balance sheet reconciliatior

During our internal analysis, we were uedbl support the balances of certain asset aniitifadccounts through the reconciliation
process that we performed. As a result, we havestal] certain balance sheet accounts resulting aggregate decrease in previously
reported revenue of $14 million for the year enBedember 31, 2001. The adjustments also reducepreuiously reported pre-tax income
by $11 million for the year ended December 31, 280d increased our pre-tax income by $24 millianttie year ended December 31, 2000.
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Investment transfe

In 2000, we transferred an appreciatedstmaent with a carrying value of $220 million to Q&Cour original cost of $10 million. This
investment was subsequently sold by a QSC subsgilditar in that year. As part of our internal asédy we determined that tax expense
should have been recorded by us relative to timsfiea. As a result, we have increased the incomexpense by $82 million in our restated
consolidated financial statements for the year drizlecember 31, 2000.

Out-of-period expense



We recorded certain charges in 2000 asresgsefor contractual sponsorships. We have sineendimed that we recorded these charges
in the wrong period. As a result, in our restatedsolidated financial statements, we have decreasegreviously reported pitax income b
$114 million in 2001 and increased our previousiyarted pre-tax income by $169 million in 2000.

Network labor cost

In 2000, we began capitalizing certain fatxsts that were associated with designing, dépdognd testing facilities. During our internal
analysis, we determined that certain of these abgiald have been expensed as incurred. As a,resuliave recorded adjustments in our
restated consolidated financial statements to asg®perating expenses and decrease net progartyapd equipment by $84 million and
$100 million in 2001 and 2000, respectively.

Compensated absences

During 2001 and 2000, we recorded enttias teduced our liabilities for compensated abseassociated with non-management
employees. We have since determined that thesstatiuts were not in compliance with SFAS No. 43;¢@unting for Compensated
Absences". As a result, we have decreased ourqugyireported pre-tax income by $73 million and $illion for the years ended
December 31, 2001 and 2000, respectively.

Cost of removal

In 2001, we recorded costs associated théhreconditioning of certain cable lines againsbst of removal reserve. This reserve is a
component of accumulated depreciation that wabksit@d specifically for costs of removal relatedhbrtions of our telecommunications
network. During our internal analysis, we deterrditieat these reconditioning costs are not costerabval and should not have been cha
against the reserve in accumulated depreciatiora #&sult, in our restated consolidated finandatkesnents we have decreased our previously
reported pre-tax income by $40 million for the yeaded December 31, 2001.

Contested liability trust (Grantor trust)

In 2000, we recorded a $286 million assmidfer from an affiliate as a note receivableteeldo the contested liability trust. We
subsequently recognized affiliate interest incoh$22 million on this note receivable in the yended December 31, 2001. As part of our
internal analysis we determined that the note vad#é due from an affiliate should have been clskin equity. In our restated consolidated
financial statements, we have decreased our prelyiogported pre-tax income for 2001 by $22 millretative to the reversal of the interest
income.
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Stock compensation

During 2001 and 2000, the terms of certaitstanding stock options were modified to allow #xtension of the exercise period upor
employee's separation from the Company. In ouripusly issued consolidated financial statementsgidenot record compensation expense
in connection with these modifications or with rejto certain other awards where the fair valuthefunderlying stock at the measurement
date was greater than the strike price of the awisart of our internal analysis, we determirteat tompensation expense should have
recorded for these matters in accordance with Acting Principles Board ("APB") No. 25, "Accountifigr Stock Issued to Employees," and
FIN No. 44, "Accounting for Certain Transactionsalving Stock Compensation” (an interpretation &fB\Opinion No. 25). As a result, in
our restated consolidated financial statementsave llecreased our previously reported pre-tax iedoyrs1 million and $51 million for the
years ended December 31, 2001 and 2000, respgc

Curtailment gain

During the third quarter of 2000, and imjemction with the Merger, QCII changed certaintpatirement benefits as discussed in
Note 1—Employee Benefits. The reduction in the accumdigiest-retirement benefit obligation was originallycounted for as a plan
curtailment, resulting in a one-time gain in oueyiously issued consolidated financial statemeBésed on our internal analysis, and in
consideration of SFAS No. 106, "Employers' Accougtior Post-retirement Benefits Other Than PenSifi&-AS No. 106"), and the FASB
Staff Implementation Guide for SFAS No. 106, weedetined that the elimination of benefits shouldéhbeen recorded as a negative plan
amendment. Negative plan amendments are amortizadeduction of benefit expense over the expaei@aining service period or life
expectancy of the participants, as appropriatapproximately seven years in our case. As a raauiyr restated consolidated financial
statements we have increased our previously reppreetax income by $7 million in 2001 and decrélasar previously reported pre-tax
income by $47 million in 2000.

Other



We reduced our previously reported revdnu&42 million and $36 million and decreased ow@-fax income by $123 million and
$2 million for the years ended December 31, 20@L 2400, respectively, for other adjustments disoedes a result of our internal analysis.
These adjustments have been aggregated in ounpaitea. The individual adjustments ranged from@&000 to $15 million for revenues a
from $100,000 to $16 million for pre-tax incometlive periods presented and had an average imp&étmifllion to revenues and $7 million

to pre-tax income.

Balance sheet impac

In addition to the effects on our 2001 2000 consolidated statements of operations disduasaeve, the restatement affected our

consolidated balance sheets as of December 31,8@D2000.

The following tables set forth the effects of oestatement adjustments on our condensed 2001 &ddc@dsolidated balance sheets:

As of December 31, 2001:
Assets:
Total current assets

Property, plant and equipment—net
Other and intangible assets—net

Total assets

Liabilities and stockholder's equit
Total current liabilities

Long-term borrowings

Deferred income taxes and other liabilities

Total liabilities
Total stockholder's equity

Total liabilities and stockholder's equity

As of December 31, 200(
Assets:
Total current assets

Property, plant and equipment—net
Other and intangible assets—net

Total assets

Liabilities and stockholder's equit
Total current liabilities

Long-term borrowings

Deferred income taxes and other liabilities

Total liabilities
Total stockholder's equity

Total liabilities and stockholder's equity

Previously Increase/

Reported (Decrease) As Restated
(Dollars in millions)

$ 2,94 3 (28¢) $ 2,651

19,43: (244) 19,18:

2,69( (14¢) 2,542

$ 25,06 $ (680) $ 24,38¢

" s |

$ 6,29t 3 2,20¢ % 8,50¢

5,781 — 5,781

5,69¢ (177 5,52z

17,77 2,03: 19,80

7,291 (2,719 4,57¢

$ 25,06 $ (680) $ 24,38¢

" s |
Previously Increase/

Reported (Decrease) As Restated
(Dollars in millions)

$ 244 3 19 $ 2,46

18,10( (17) 18,08

2,29¢ (282) 2,01¢

$ 22,84. $ (280 $ 22,56:

" s |

$ 6,15¢ $ 53¢t $ 6,69

6,241 — 6,24

5,174 (139 5,04(

17,575 404 17,98:

5,26¢ (682) 4,581

$ 22.84. $ (280 $ 22,56:



Stockholder's equity has been restateddors other than the adjustments to net incomeudssd in the summary of restatement items
section above. Among other restatements, it hashasn restated for adjustments to dividends dettland for the contested liability trust.
The adjustments to dividends declared are attribtg@ur failure to record dividends that were deadl
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in 2000 and 2001 under a standing declaration ypofiaeconciliation of stockholder's equity betwé@meviously Reported” and "As
Restated" is as follows:

December 31,

2001 2000

(Dollars in millions)

Stockholder's equity, as previously repot $ 7291 $ 5,26t
Cumulative effect of restatement adjustments orinoeime (6249) (299
Adjustments to dividends declared (1,889 (477
Note receivabl—contested liability trust (28€) —
Stock compensation 92 87
Other consolidation and reconciliation adjustments (20 —

Stockholder's equity, as resta $ 457¢ $ 4,581

Note 4: Restructuring and Merger-related (Credits)Charges
Restructuring and other charg
2002 Activities

During 2002, in response to shortfallsimpéoyee reductions planned as part of the 200tuetsiring plan (as discussed below), and due
to continued declines in our revenues and geneaadamic conditions, QCII identified employee redoiss in various functional areas and
permanently abandoned a number of operating anéhatrative facilities. In connection with that tascturing, we recorded a restructuring
reserve and recorded a charge to our consolidédgehsent of operations of $99 million to cover tlosts associated with these actions as
more fully described below.

An analysis of activity associated with @02 restructuring plan for the year ended Decer@ibe2002 is as follows:

Year ended December 31, 2002

December 31,
2002 2002 2002
Provision Utilization Balance

(Dollars in millions)

Severance and employ-related charge $ 74 % 37 % 37

Contractual settlements, legal contingencies aask

losses 25 2 23
Total $ 9 3 39 % 60

The 2002 activities included charges of &#lion for severance benefits and employee-relabatters pursuant to established severance
policies associated with a reduction in the nundfemployees. QCII identified approximately 2,4G®@ar employees from various
functional areas to be terminated as part of gsiction. As of December 31, 2002, approximate®pQ of the reductions had been
accomplished and $37 million of the restructuriagarve had been used for severance payments amdcedhpension benefits. We expect
remaining employee reductions to be essentiallypteta by December 31, 2003. The 2002 provisiongwéfset in our 2002 consolidat



statement of operations by a reversal of $64 milbbaccruals established in 2001 as part of theueturing plan as discussed below.

Also as part of the 2002 restructuring,pgemanently abandoned 25 leased facilities anddedoa charge of $25 million to restructui
and other charges in our consolidated statemesp@fations.
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The abandonment costs include rental payments vleretloe remaining terms of the leases, net of eddthsublease rentals, and estimated
costs to terminate the leases. We recorded thigelthirectly to our consolidated statement of of@na. As of December 31, 2002 we had
utilized $2 million of the established reservesmaiily for payments of amounts due under the ledsesexpect the balance of the reserve to
be utilized over the remaining terms of the leasédsch are up to five years.

For the year ended December 31, 2002 staarance-related charges not associated withp#wfis plans were $10 million.
2001 Activities

During the fourth quarter of 2001, a plassvapproved by QCII to reduce employee levels,aaize and sublease facilities and
abandon certain capital projects and terminat@icedperating leases. In connection with this testiring, we established a restructuring
reserve and recorded a restructuring charge teansolidated statement of operations of $212 miltacover the costs associated with these
actions as more fully described below.

In order to streamline our business andclitate operations to meet lower customer demesualting from declining economic
conditions, QCIl implemented a plan to reduce erygés, consolidate and sublease facilities, abanddain capital projects, terminate
certain operating leases and recognize associasad impairments. An analysis of activity assodatéh the 2001 plan for the years ended
December 31, 2002 and 2001 is as follows:

Year ended December 31, 2002

January 1, December 31,
2002 2002 2002 2002 2002
Balance Provision Utilization Reversal Balance

(Dollars in millions)

Severance and employ-related charge $ 184 $ — $ 11C $ 64 $ 10

Contractual settlements, legal contingencies ar

lease losse 24 4 17 — 11
Total $ 20 % 4 $ 127 $ 64 $ 21

Year ended December 31, 2001

December 31,
2001 2001 2001
Provision Utilization Balance

(As restated, see Note 3)
(Dollars in millions)

Severance and employ-related charge $ 18¢ $ 4 % 184

Contractual settlements, legal contingencies aask

losses 24 — 24
Total $ AV 4 % 20¢

In 2001, QCII identified approximately 4086f our employees from various functional areasdderminated as part of an employee
reduction and we accrued a restructuring reser$d88 million for severance benefits for those emeés. As of December 31, 2002, our
restructuring activities under this plan were sabsally complete. Approximately 3,700 employeed baen terminated and $114 million of
the restructuring reserve had been used for sese@ayments, enhanced pension benefits and otheogee-related outlays. As a result of
actual terminations falling short of our origindap, we reversed $64 million of the severance xesestablished in 2001. This reversal \
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recorded as a reduction of restructuring and atharges in our 2002 consolidated statement of tipas In 2002, in response to this
shortfall in planned employee terminations, QClliegved our manpower complement in other functi@rabs and identified employees to be
terminated as part of another staffing reductidmese planned reductions are discussed above irectom with our 2002 restructuring
activities.

Until the fourth quarter of 2001, we ocagbcertain administrative and network operatioriklimgs under operating leases with varying
terms. Due to our staffing reduction and consoiaabf our operations, we accrued a restructurgsgrve and recorded a charge to our 2001
consolidated statement of operations of $24 millifinis restructuring reserve was associated witttéimination of nine operating lease
agreements. As of December 31, 2002 we had utiidgdmillion of the established reserve for payreessociated with leases and losses on
subleases and contract termination costs relatesiting these buildings.

Subsequent event

During the fourth quarter of 2003, as mdran ongoing effort of evaluating costs of opemnasgi, QCII further reduced employee levels in
certain areas of our business. As a result, wetplaacord a charge to our consolidated statenfespearations during the fourth quarter of
2003, primarily for estimated severance costs,iranffom $35 million to $55 million.

Merger-related (credits) charges

An analysis of activity associated with ¥Mergerrelated accruals which were established as a rektile Merger as described above
the years ended December 31, 2002, 2001 and 2@&Xdlows:

Year ended December 31, 2002

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

(Dollars in millions)

Severance and employ-related charge $ 6 $ — $ 4 $ — $ 2
Contractual settlements and legal contingen 32 — 2 30 —
Total Merge-related charge $ 38 $ — $ 6 $ 30 $ 2

Year ended December 31, 2001

January 1, December 31,
2001 2001 2001 2001 2001
Balance Provision Utilization Reversals Balance

(As restated, see Note 3)
(Dollars in millions)

Contractual settlements and legal contingen $ 182 $ 13 $ 22 % 60 $ 32
Severance and employrelated charge 10C 35 10C 29 6
Other Merge-related charge 17 44 58 3 —

Total Merge-related charge $ 29¢ % 21z % 381 % 22 % 38
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Year ended December 31, 2000

December 31,
2000 2000 2000
Provision Utilization Balance



(As restated, see Note 3)
(Dollars in millions)

Contractual settlements and legal contingen $ 477 $ 29t % 182
Severance and employ-related charge 25C 15C 10C
Other Merge-related charge 86 69 17
Total Merger-related charges $ 81 % 514 % 29¢
I I

In 2000, in connection with the Merger, Q&dtablished a Merger-related accrual and recoadgithrge of $477 million to cover various
contractual settlements and legal contingencie2001, in connection with finalizing our Mergeratdd activities, we increased this reserve
by $133 million related to these matters and retzaghthis additional charge. The amounts accruledieréo the cancellation of various
commitments no longer deemed necessary as a oésh# Merger and the settlement of various claietated to the Merger. In 2001 we
reversed $60 million of this accrual and in 2002rexersed an additional $30 million of the accrii&le reversals resulted from favorable
developments in the matters underlying contractattlements and legal contingencies. The revevazls credited to Merger-related (credits)
charges in our consolidated statement of operafmnthe applicable year.

In connection with the Merger, we reducetployee levels by over 3,200 people, primarily bsnating duplicate functions. QCII
initially identified approximately 2,500 of our etogees in the third quarter of 2000. At variousesrthroughout the fourth quarter of 2000
and the first and second quarters of 2001 QCllItiled approximately 1,100 additional employeesitave at the total reduction of
approximately 3,600 employees. In 2000, we estadtisa Merger-related accrual of $250 million redaethis staffing reduction and in 2001
we increased the reserve by $35 million. All of itientified employees were terminated prior to Deber 31, 2001. Included in the
severance and employee-related accrual in 2000 $&&enillion of bonus payments that were payablges to the successful completion of
the Merger. The remainder of the 2000 accrualdsesance and employee-related charges relategerted payments to employees
expected to leave the Company under planned reshscsubsequent to the consummation of the Mergeof Mecember 31, 2002,
$254 million, including the payment of $38 milliambonuses, of the reserve had been paid for seeer@nd enhanced pension payments. In
2001, upon completion of our Merger-related aaggeitin this area and having achieved a reductid)230 people, we reversed $29 million
of the accrual into income for the difference betweur original estimates and the actual payments.

Other net Merger-related charges were $ifllomfor 2001 and $86 million for 2000. These etltharges were comprised of
professional fees, re-branding costs and otheeimental costs directly associated with the Merger.
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Note 5: Accounts Receivable

The following table presents a breakdowonwfaccounts receivable balances:

December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Trade receivable $ 1,27¢  $ 1,38C $ 1,25¢
Earned and unbilled receivabl 25C 27C 27¢€
Purchased receivabl 104 14¢ 215
Notes receivable and oth 1 86 1
Total accounts receivab 1,634 1,88¢ 1,74
Less: Allowance for bad dek (140 (15%) (81)
Accounts receivab—net 1,49 1,72¢ 1,664
Accounts receivab—affiliates 12C 77 a0
Total accounts receivab $ 1,612 $ 1,80¢ $ 1,75¢

| . |

The fair value of accounts receivable baégrapproximates their carrying value becausesif gfor-term nature. We are exposec



concentrations of credit risk from customers withir local service area and from other telecomnaiitins service providers. We generally
do not require collateral to secure our receivablances.

We have agreements with other telecommtinita service providers whereby we agree to bill enllect on their behalf for services
rendered by those providers to our customers withinlocal service area. We purchase these accoergs/able from the other
telecommunications service providers on a full-tese basis and include these amounts in our acsoeiceivable balance. As identified in
the table above, purchased receivables includedrimccounts receivable balances were $104 mil§ad48 million and $213 million at
December 31, 2002, 2001 and 2000, respectivelyh&Ve not experienced any significant losses uriierdcourse provisions related to th
purchased receivables.

In addition, we also have billing and cotlen arrangements with other telecommunicatiomgise providers for certain services we
provide to our customers outside our local sergi@a. While these amounts are billed by the o#lecommunications service providers on
our behalf, we continue to include the receivaiiesur accounts receivable balances due to thedathurse provisions of the billing and
collection agreements.

Our restated accounts receivable balarefesct the reclassification of the contested ligpirust from note receivable to equity during
the year ended December 31, 2001. For details st ]N—Restatement of Results.
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Note 6: Property, Plant and Equipment

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

December 31,

Depreciable
Lives 2002 2001 2000
(As restated, see Note 3)
(Dollars in millions)

Land $ 105 $ 102 $ 10C
Buildings 38 year 2,90¢ 2,86¢ 2,69¢
Communications equipme 7-10 year 18,50¢ 18,91¢ 16,69¢
Other network equipmel 8-57 year 18,21: 17,61( 16,47*
General purpose computers and o 5-11 year 2,51t 2,93¢ 3,07¢
Construction in progres — 17z 523 1,02(
42,41 42,95: 40,067
Less: accumulated depreciati (25,107 (23,765 (21,989
Property, plant and equipm—net $ 17,31 $ 19,187 $ 18,08:
I —— I

Asset impairment

A summary of asset impairments recognizeabifollows:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Impairment of property, plant and equipm $ 82t $ - $ —
Special purpose access lir — — 191
Capitalized software due to restructuring actigitislote 7—Intangible

Assets) 4 29 —

Impairment, capitalized software and other due trdédr (Note 7—
Intangible Assets — 20 144



Total asset impairmen $ 82¢ % 49 $ 33t

Effective June 30, 2002, pursuant to SFAS M4, a general deterioration of the telecommatitos market, downward revisions to our
expected future results of operations and othéofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144 we performed atuatian of the recoverability of the carrying valoour long-lived assets using gross
undiscounted cash flow projections. For impairmeardlysis purposes, we grouped our property, plaghteguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted castpfiojections, we determined that our
traditional telephone network was not impaired. ldwar, we determined that our wireless network, Wipimvides personal communications
service ("PCS") in select markets in our local BEnarea, was impaired at June 30, 2002. For oelesis network, we then estimated the fair
value using replacement cost. Based on our anatheisstimated fair value of the wireless asseis less than our carrying amounts and we
recorded an impairment charge of $825 million adufe 30, 2002. Replacement cost was determinedibg current cost adjusted for
physical deterioration, functional obsolescence eswhomic obsolescence.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new s dounting purposes. As such,
approximately $410 million in accumulated depreoiatvas eliminated in connection with the accoupfior the wireless assets impairment.
The impact of the impairments will reduce our arimlepreciation and amortization expense by appratetg $135 million, effective July 1,
2002.
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Other asset impairments

Subsequent to the Merger, we also re-eteduall of our assets for potential impairment @ndertain instances, we concluded that the
fair value of some of our assets were below thairying value. As a result, we recorded an impaitebarge during the year ended
December 31, 2000 of $30 million, writing off thdlfcarrying value of certain internal use softwarejects that were abandoned as a result
of the merger.

In connection with the Merger, we evaluated dedicated special-purpose access lines théase to competitive local exchange
carriers ("CLECs") for potential impairment. Afteonsidering the declining industry conditions aedulatory changes affecting CLECs in
2000, as well as the fact that these access linethno longer generate cash flows, had no altease, and could not be sold or re-

deployed, we concluded that the fair value of thressets was zero and we recorded an impairmergel&$191 million in our consolidated
statements of operations, for the year ended Deeefih 2000.

Note 7: Intangible Assets

The components of intangible assets ink®As:

December 31,

2002 2001 2000
Life
Prior to
Adoption of Carrying Accumulated Carrying Accumulated Carrying Accumulated
SFAS No. 14 Cost Amortization Cost Amortization Cost Amortization
(As restated, see Note 3)
(Dollars in millions)
Intangibles with indefinite
lives:
Spectrum license 40 years $ 115 $ — $ 111 $ Mms 10C $ (5)
Intangibles with finite lives
Capitalized software and
other 5 years 1,70¢ (542) 1,367 (26¢) 90¢ (239)
Total intangible asse $ 1817 $ (542 $ 1,47¢ $ 275 $ 1,00¢ $ (239)

We recorded amortization expense of $30dRamiin 2002 for intangibles with finite lives. Bad on the current amount of intangible
assets subject to amortization, the estimated @&atidn for each of the succeeding five years ifolsws:



(Dollars in millions)

2003 $ 361
2004 331
2005 262
2006 161
2007 47

$ 1,162

Adoption of SFAS No. 1«

On January 1, 2002, we adopted SFAS No, WARh requires companies to cease amortizing @goband intangible assets which have
indefinite useful lives. SFAS No. 142 also requittest goodwill and indefinite-lived intangible assbe reviewed for impairment upon
adoption on January 1, 2002 and annually thereaftanore often if events or circumstances warrdfg.performed a transitional impairment
test on our wireless spectrum licenses and detedhtimeir carrying values are appropriate, and veseg amortizing our intangible assets
indefinite lives on January 1, 2002. We
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have not presented net income for restated pepicand-post SFAS No. 142 adoption as differenoeaignificant.

Upon adoption of SFAS No. 142, we reviewsaluseful lives of our amortizable intangible éssprimarily capitalized software and
other, and determined that after restatement, idvenained appropriate. In accordance with SFAS M@, tve will continue to perform
impairment tests on the remaining indefinite-livetingible assets on an annual basis, or more dft&arents or changes in circumstances
indicate the assets may be impaired.

Other intangible information

In June 2002, pursuant to SFAS No. 144isidsed in Note 6—Property, Plant and Equipmeatiegorded an asset impairment charge
to other intangible assets with finite lives. Thes#ude impairments related to capitalized compstétware of $34 million, which is includ
in the $825 million wireless asset impairment clearg

We recorded asset impairment charges ofibn and $29 million in 2002 and 2001, respeelyy related to internal software projects
that we terminated, including customer databastesyprojects.

Following the Merger, we reviewed all imtal use software projects in process and deternthecertain projects should no longer be
pursued. Because the projects were incomplete lzemdaned, the fair value of such software was deterd to be zero. Capitalized software
costs of $20 million and $114 million were writtefi in 2001 and 2000, respectively, and reportedss®t impairment charges on our
consolidated statements of operations at the tireg were abandoned. The abandoned projects prniacilided a significant billing system
replacement.

Note 8: Assets Held for Sale—Net

We had net assets held for sale of $43anitkis of December 31, 2000. Prior to and during02@ S WEST agreed to sell approxima
800,000 access lines to third-party telecommurooatservices providers, including approximately,B@0 access lines in nine states to
Citizens Communications Company ("Citizens"). Besmathese access lines were "held for sale", U STW4E&pped recognizing depreciation
expense on the related assets and carried thdva kivier of their cost or fair value, less estirdatest to sell.

On July, 20, 2001, we terminated the agergrwith Citizens under which the majority of tlmaining access lines in eight states were
to have been sold and ceased actively marketingethaining access lines. As a result, the remaiagugss lines and related assets were
reclassified to "held and used" as of June 30, 2B0donnection with the change in use and thikassification, the access lines and related
assets were measured individually at the loweheif {(a) carrying value before they were classifischeld for sale, adjusted for any
depreciation expense or impairment losses thatdvieave been recognized had the assets been camdlypwiassified as held and used, or
(b) their fair value at June 30, 2001. This reslitea charge to depreciation expense in 2001 22 $4illion to "catch up" the depreciation on
these access lines and related assets for thelghey were classified as held for sale. The regluitepreciation adjustments to the carrying
value of the individual access lines and relategtswere included in our 2001 consolidated statéwfeoperations.

In 2001, we sold approximately 41,000 asdiges in Utah and Arizona resulting in $94 miflim proceeds and a gain of $51 million. In
2000, we completed the sale of approximately 20dx@ss lines in North Dakota and South Dakotdtmegun proceeds of $46 million anc
gain of $28 million. In addition, we recorded a foets of $39 million relating to the disposal ofiet not-strategic asset
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Note 9: Borrowings
Current borrowings

As of December 31, 2002, 2001 and 2000¢awent borrowings consisted of:

December 31,

2002 2001 2000

(Dollars in millions)

Commercial pape $ — 3 88¢ $ 587
Shor-term notes — 124 —
Current borrowing—affiliates 1,88¢ 2,29: 1,521
Current portion of lon-term borrowings 1,17¢ 361 23¢
Current portion of capital lease obligations arttko 76 13¢ 144

Total current borrowings $ 3,14 % 3,80: $ 2491

Until February 2002, we maintained comnmarpaper programs to finance our short-term opagatash needs. QCII and we had a
$4.0 billion syndicated credit facility ("Credit &ifity"), of which $1.0 billion was designated tg.uAs a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quartera8f02. During the first quarter of 2002,
also paid down approximately $1.0 billion of ourremt borrowings including substantially all of cauwtstanding commercial paper. The
weighted average interest rates on outstanding @woiah paper borrowings at December 31, 2001 afd 2¢ere 2.59% and 6.85%,
respectively.

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.

Current borrowings—affiliates representrstterm borrowings on unsecured lines of credié (tAffiliates Lines of Credit") by our
wholly owned subsidiary, Qwest Wireless LLC ("Qwkéreless"), from affiliates that are wholly ownbd QCII. The Affiliates Lines of

Credit mature in January 2005 and have an inteagstof 7.50% per annum. We expect that the masritf these lines of credit will be
extended by our affiliates as necessary. Qwestdation does not guarantee the borrowings of QWéstless.

Long-term borrowings

As of December 31, 2002, 2001 and 2000Jang-term borrowings consisted of the following:

December 31,

2002 2001 2000

(Dollars in millions)

Notes with various rates ranging from 4.375% t®9% anc

maturities from 2002 to 204 $ 6,137 $ 5817 $ 6,17
Unamortized discount and ott (142) (122) (125)
Capital lease obligations and ot 21 86 19t

Total lon¢-term borrowings $ 6,01¢ $ 5781 $ 6,24i

At December 31, 2002, 2001 and 2000, weduaplegate principal outstanding of $6.137 billi$5,817 billion and $6.177 billion,
excluding unamortized discounts of $142 million28Inillion and $125 million, respectively, of unseed notes at interest rates ranging 1
4.375% to 9.125% and with
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maturities from 2002 to 2043. The indentures gowegrthese notes contain certain covenants inclydingnot limited to: (i) a prohibition on
certain liens on the assets of Qwest and (ii) &aition on mergers or sales of all, or substatiall, of the assets of Qwest, which limitation
requires that a successor assume the obligatidnregfard to these notes. These indentures do ntdinany cross-default provisions. We
were in compliance with all of the covenants at@&eber 31, 2002. Included in the amounts listed alzoe the following issuances:

In March 2002, we issued $1.5 billion imdds with a 10-year maturity and an 8.875% interast At December 31, 2002 the interest
rate was 9.125%. Once we have registered the nthiefmterest rate will return to 8.875%, the araistated rate. The proceeds from the sale
of the bonds were used to repay approximately Billion on the Credit Facility, short-term obligatis and currently maturing long-term
borrowings.

In June 2000, we issued $1.0 billion inesowith a three-year maturity due 2003 and anestemnte of 7.625%.

Our borrowings had the following interestes and maturities at December 31, 2002:

Maturities

Interest rates 2003 2004 2005 2006 2007 Thereafter Total

(Dollars in millions)

Up to 5% $ 5 $ — % — % — 3% — 8 — $ 50
Above 5% to 6% 24 117 41 — 70 32C 572
Above 6% to 7% 43 — 41€ — 90 1,00( 1,54¢
Above 7% to 8% 2,95( 75C — — — 1,58 5,28:
Above 8% to 9% — — — — — 25C 25(C
Above 9% — — — — — 1,50( 1,50(
Total borrowings $ 3061 $ 867 $ 457 $ — $ 16C $ 4,65 $ 9,20«
I I I N N
Capital leases and oth 97
Unamortized discount ant
other (142)
Less current borrowing (3,14
Total lon¢-term debt $ 6,01¢
]

Other debt related matters

At September 30, 2003, QCII and its comtadid subsidiaries had total borrowings of $21li®hi Some of these borrowings issued by
QCIl and QSC are secured by liens on the stock@fXompany. As a result, ownership of the stoadkefCompany could transfer if either
QCIl or QSC were to default on its debt obligations

At December 31, 2002, we were in compliarih all provisions and covenants of our borrovein§ome of QSC's loan documents
contain financial reporting covenants that reqdigévery of our annual and quarterly periodic repoA waiver has been obtained for non-
compliance to provide certain annual and quartimincial information to the lenders. The waivetesded the compliance date to provide
the financial information to January 31, 2004.
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Interest

The following table presents the amourgrofss interest, capitalized interest and cashestgraid during 2002, 2001 and 2000:

Year Ended December 31,

2002 2001 2000

(Dollars in millions)



Gross interest expen $ 724 % 65¢ % 601

Capitalized interes (25 (46) (52
Net interest expens $ 69¢ $ 613 3 54¢
| | |
Cash interest pai $ 63: $ 60€ % 541
| | |

Of the cash interest paid shown above, rashest paid to affiliates amounted to $162 miilli$142 million and $87 million for 2002,
2001 and 2000, respectively.

Cross-currency swaps

We occasionally enter into derivative fingh instruments. The objective of our intereseénask management program is to manage the
level and volatility of our interest expense. Wedalso employed financial derivatives to hedgeifpr currency exposures associated with
certain debt.

Prior to 2000, under a cross-currency swapagreed with another party to exchange U.Sadofbr foreign currency based on a
notional amount, at specified intervals over amditerm. We designed this cross-currency swaphaslge of our borrowings. The cross-
currency swap was tied to the Swiss Franc and Hail @alue of negative $40 million at December 2200. Upon adoption of SFAS No. 1
on January 1, 2001, the cross-currency swap wagdant fair value on the consolidated balance tsivéh changes in fair value included in
other comprehensive income (loss) in the consatiatatement of stockholder's equity. The croseenoy swap expired in November 2001
when the Swiss Franc borrowing matured.

We were exposed to, but did not incur, ésssom non-performance by counter-parties on theseative financial instruments.
Credit ratings

QCIlI and Qwest affiliate credit ratings wédowered by Moody's Investor Services ("Moody'Standard and Poor's ("S&P") and Fitch
Ratings ("Fitch") on multiple occasions during 2008e table below summarizes our ratings as of Bee 31, 2002 and 2001. The
December 31, 2002 ratings are still in effect agtesent ratings of long-term debt.

December 31,

2002 2001
Moody's Ba3 A2
S&P B- BBB+
Fitch B A

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. According to Moody's, often thetgetion of interest and principal payments mayéry moderate, and thereby not well
safeguarded during both good and bad times. Th2, 3", modifiers show relative standing within tin@jor categories, 1 being the highest, or
best, modifier in terms of credit quality.
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With respect to S&P, any rating below BBiglicates that the security is speculative in natticeording to S&P, a B- rating indicates
that the issuer currently has the capacity to ritedinancial commitment on the obligation, but atse business, financial or economic
conditions will likely impair the issuer's capacagywillingness to meet its financial commitmenttbe obligation.

With respect to Fitch, any rating below BBR:onsidered speculative in nature. AccordinBitoh, a B rating is considered below BBB
and is highly speculative, meaning that significeneidit risk is present, but a limited margin dfeta remains. Financial commitments are
currently being met; however, capacity for contithpayment is contingent upon a sustained, favotaldéness 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 subjecewision or withdrawal at any time by the assigniaging organization.

Given these current credit ratings, aschateove, our ability to raise additional capitatianacceptable terms and conditions may be
negatively impacted. In addition, changes to QC#tings would likely affect our credit rating



Note 10: Other Financial Information
Accrued expenses and other current liabiliti

Accrued expenses and other current ligdsliconsisted of the following:

December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Accrued interes $ 14C $ 87 $ 77
Employee compensatic 16E 18¢ 24E
Current portion of state regulatory and legal lizibs 182 15€ 19¢
Accrued property taxes and other operating ti 357 35¢ 35¢
Other 55 43 57

Total accrued expenses and other current lialsilitie $ 89¢ $ 83z $ 931

Note 11: Employee Benefits
Pension, posretirement and other post-employment benefits

Our employees participate in the QCII penspost-retirement and other post-employment higplefns. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide keriefother 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 plsase¢he 2002 QCII Form 10-K.

In accordance with SFAS No. 132, "EmployBisclosures about Pensions and Other PostretiteBenefits,” 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 in 2002, 2001 or 28@das of December 31, 2002, as the fair valukeéssets in the qualified Pension Trust
exceeded the accumulated benefit obligation ofjtradified Pension Plan. In
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addition, we did not make any contributions to plst-retirement healthcare or life trusts in 2002@01; however, we did contribute $16
million to the post-retirement healthcare trus2@00.

Our allocated pension credits for 2002,1280d 2000 were $160 million, $279 million and $25@lion, respectively. Our allocated
post-retirement benefit costs for 2002, 2001 ar@D20ere $107 million, $12 million and $14 milliorespectively. These allocated amounts
represent our share of the pension credits andrpistment benefit costs based on the actuarikdtgrmined amounts.

For 2002, 2001 and 2000, the net pensieditcallocated to cost of sales was $30 millior8&nillion and $166 million, respectively.
For 2002, 2001 and 2000, the net pension creditatéd to SG&A was $23 million, $81 million and $mdlion, respectively.

Other benefit plans
401(k) plan

QCII currently sponsors a defined contiithutenefit plan covering substantially all managetand 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. Cuyentt match a percentage of employee contribuiio@CIl common stock. As of
December 31, 2002, the assets of the plan inclagptbximately 84 million shares of QCII common &tas a result of the combination of
our employer match and participant directed coutiims. We made cash contributions in connectich wiir 401(k) plans of $5 million,
$59 million and $77 million for 2002, 2001 and 20@&spectively. In addition, QCII, on our behalfade contributions of QCII common
stock valued at $44 million in 2002. QCII did noake any contributions of QCIl common stock on oeinddf in 2001 or 200(



Deferred compensation plans

QCIlI sponsors several deferred compensatims for a select group that includes certaiousfcurrent and former management and
highly compensated employees, certain of whichbaen to new participants. Participants in thesaptaay, at their discretion, invest their
deferred compensation in various investment chaicgading QCII's common stock.

Our portion of QCIlI's deferred compensatidtigation is included on our consolidated balasiceet in deferred credits and other. The
allocation of deferred compensation by QCII is lblage our participant balances. Investment earniagsiinistrative expenses, changes in
investment values and increases or decreases tlefaged compensation liability resulting from ngas in the investment values are
recorded in our consolidated statement of operati@ur portion of QCII's deferred compensationiligbas of December 31, 2002, 2001 ¢
2000 was $6 million, $12 million and $18 milliorespectively. Our portion of QClI's deferred compius plans' assets were $4 million and
$13 million at December 31, 2001 and 2000, respelgti and are included in other long-term assettherconsolidated balance sheets.

Note 12: Stock Incentive Plans
Stock options

Our employees participate in the QCII egpstock incentive plans. Prior to the Mergeradepted stock plans under which we could
grant awards in the form of stock options, stocirapiation rights, restricted stock and phantontsyis well as substitute stock options and
restricted stock awards. In connection with the déerall outstanding options of U S WEST issuedmio the Merger announcement were
immediately vested. Options granted after the Meag@ouncement date continue to vest accordiniget@ésting requirements in the plan.
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QCIlI's stock incentive plans, in which @amnployees participate, are accounted for usingnthi@sic-value method under which no
compensation expense is recognized for optiongeuliao employees with a strike price that equaksxaeeds the value of the underlying
security on the measurement date. In certain insetgrthe strike price has been established prittretoneasurement date, in which event any
excess of the stock price on the measurement datdlme exercise price is recorded as deferred eosggion and amortized over the service
period during which the stock option award vestadcordance with FIN No. 28. We recorded stocleba®mpensation expense of
$2 million, $6 million and $87 million in the yeaemnded December 31, 2002, 2001 and 2000, resplgctiar further discussion of QCII
employee stock incentive plans see the QCIl 200nHA®D-K.

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

Employee stock purchase pl

Our employees participate in the QCIl Engpl® Stock Purchase Plan ("ESPP"). Under the tefied=SPP, eligible employees may
authorize payroll deductions of up to 15% of theise 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 purchased.

Note 13: Stockholder's Equity
Common stock (no par value)

We have one share of issued and outstamdimynon 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¢hese asset transfers as contributions or
distributions, based on carrying values. Duringytear ended December 31, 2000, net assets wesdanad to QSC with a combined
carrying value of $233 million, including an invesnt carried at $220 million, which had associaecumulated comprehensive income of
$210 million. QSC transferred to us $87 millionateld to stock compensation as well as pensiontsrefi$6 million during 2000. We
transferred net assets to QSC of $8 million in 2@dring 2002 QSC transferred to us $10 milliomef assets, $16 million of tax benefits on
stock options, and $2 million for stock compengatio

Dividends

We declared cash dividends to QSC of $8Ditom $1.407 billion and $902 million during 2002001 and 2000, respectively. We paid
cash dividends of $1.915 billion and $821 millien2002 and 2000 respectively. The dividend paymeratde during 2000 include
$396 million from 1999. At December 31, 2002 we B&@4 million in dividends payabl



Accumulated other comprehensive income (I

During the year ended December 31, 200€@avesferred, at our carrying value, marketable stées designated as available-for-sale to
QSscC.

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 contingerecesot
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legally restricted. During 2000, the trust was feddvith a contribution of a note receivable of $2&8ion.
Note 14: Income Taxes

The components of the income tax provisicnas follows:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Current tax provision:

Federal $ 464 % 15 $ 30t
State and local 51 16 31
51¢ 16¢ 33€

Deferred tax (benefit) provision:
Federal (20 57C 313
State and local (6) 99 54
(26) 66¢ 367
Provision for income taxe $ 48¢ % 83¢ $ 708

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

Year Ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(in percent)

Federal statutory income tax r 35.(% 35.(% 35.(%
State and local income ta—net of federal effec 2.3 3.3 3.4
Tax on sale of appreciated investment transfeln€@SC — — 4.5
Other 0.t (2.0) 0.9
Effective income tax rate 37.£% 37.% 42.1%

The components of the net deferred tailiis are as follows:



December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Property, plant and equipme $ (2,627 $ (254 $ (2,029
State deferred tax—net of federal effec (320 (308 (249)
Other (119 (92) (200
Total deferred tax liabilitie (3,067 (2,947 (2,379
Pos-retirement benefits, net of pensi 66C 57E 633
Unamortized investment tax cre 44 47 54
State deferred tax—net of federal effec 10€ 92 104
Bad deb 77 28 16
Other 12€ 137 191
Total deferred tax asse $ 1,017 % 877 % 99¢
Net deferred tax liabilitie $ (2,04¢) $ (2,069 $ (1,37¢)
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In 2000, we transferred an appreciatedstmaent at its carrying value of $220 million netaatumulated other comprehensive incom
$210 million to QSC. The taxable unrealized gairtransfer of $210 million triggered additional imee tax expense of $82 million which is
recorded in our consolidated statement of operation

We paid $646 million, $523 million and $3®#llion to QCII, through QSC, for income taxes2@02, 2001 and 2000, respectively. At
December 31, 2002 and 2001, we had prepaid tax@258 million and $219 million to QCII, through QS@spectively.

We had unamortized investment tax credi&l@5 million, $135 million and $154 million as Becember 31, 2002, 2001 and 2000,
respectively, included in Deferred Credits and @threour consolidated balance sheets. These craeitamortized over the life of the related
asset. Amortization of investment tax credits dd $illion, $19 million and $7 million are includewd the provision for income taxes for the
years ended December 31, 2002, 2001 and 2000 ctespe. At the end of 2002, we had $13 million (®dlion, net of federal income tax)
state investment tax credit carryforwards that exipire between 2009 and 2016, if not utilized. €agyforwards do not include
approximately $1 million of state investment tagdit carryforwards that were sold in 2003, as afldy state law.

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 eatgluced by a valuation allowance.

Note 15: Contributions to QCIlI Segments

Our operations are integrated into andpare 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 niafiemation about QCII's reporting segments, $&eQCIl 2002 Form 10-K. Our business
contributes to the segments reported by QCII, letQCIll 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 operatingtadifor all periods presented, into segments imanner consistent with the consolidated
segment results regularly reviewed by QCII's COOMis segment presentation excludes affiliate reeeand expenses that are eliminated in
consolidation by QCII.

Revenue and expenses are based on thedfypesducts and services described below. Netwdrlstructure is designed to be scalable
and flexible to handle multiple products and segsicAs a result, QCIl does not allocate networkastfucture costs to individual products.
Direct administrative costs include sales, custosogport, collections and marketing. Indirect adstrative costs such as finance,
information technology, real estate, legal, margtervices and human resources are included iotliee services operating expenses. QCII
manages indirect administrative services costgagntconsequently, these costs are not allocatedreline or wireless services. Similarly,
depreciation, amortization, interest expense, @steincome and other income (expense) are notadddo either wireline or wireless servii
operating expenses.

Wireline services include revenue from phevision of voice services and data and Interestises. Voice services consist of local vc



services (such as basic local exchange servicégshing services, custom calling features, enhanoéck services, operator services, public
telephone services, collocation services and reagfrom the sales of customer premises equipm€&mE")); IntraLATA longdistance voic
services (long-distance services within our loeaVEe area); and access services (which are phymanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs"),uee 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 exchange
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one local access transport area ("LATA"), to anhexge in another LATA or between exchanges witHi@A. Data and Internet services
include data services (such as traditional priliats, wholesale private lines, integrated serviiggal network, frame relay, asynchronous
transfer mode and related CPE) and Internet sexysech as digital subscriber line, Internet dealess, professional services and related
CPE). Depending on the product or service purchasedstomer may pay an up-front fee, a monthlydagsage charge or a combination of
these fees and charges.

Our wireless services are provided throoghwholly owned subsidiary, Qwest Wireless, whiciids 10 Megahertz licenses to provide
PCS in most markets in our local service area. ¥iér wireless services to residential and busimessomers providing them the ability to
use the same telephone number for their wirelesaghs for their home or business phone. In Aug@88, we entered into a services
agreement with a subsidiary of Sprint Corporatit8p(int") that allows us to resell Sprint wirelessvices, including access to Sprint's
nationwide PCS wireless network, to consumer arsihiegs customers, primarily within our local seevézea. In the third quarter of 2003 we
reviewed the carrying value of our wireless asaatbdetermined that they were impaired. Accordingiy recorded a charge of $230 million
to our consolidated statements of operations. S#e NB—Subsequent Events.

We intend to transfer ownership of Qwestaldiss to an affiliate in the near future. Aftasttransfer, we will no longer have significant
wireless operations. This transfer will take plasesoon as we have received all necessary regukgiprovals, perhaps as early as the first
quarter of 2004.

Other services revenue is predominateliwddrfrom subleases of some of our unused reaecatsets, such as space in our office
buildings, warehouses and other properties. Owgratérvices expenses include unallocated corpergtenses for functions such as finance,
information technology, real estate, legal, margtervices and human resources.
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The revenue and expenses shown below aireeddrom transactions with external customers.

For the Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Operating revenue

Wireline services $ 10,79¢ $ 11,46¢ $ 11,32:
Wireless services 694 68¢ 427
Other services 16 12 3
Total contribution to QCIl segment revenue $ 11,50¢ $ 12,16¢ $ 11,747
| | |

Operating expense

Wireline services $ 3,032 $ 3,42¢ $ 3,57¢
Wireless services 502 725 481
Other Services 90& 76¢ 1,13(C

Total contribution to QCIl segment expenses $ 4,43¢ $ 4,91¢ $ 5,18¢



Contribution to QCIl segment income (los

Wireline services $ 7,76:
Wireless services 192
Other services (889)
Total contribution to QCII segment income $ 7,06¢
I
Capital expenditure:
Wireline $ 1,41C
Wireless 55
Other 38¢
Total contribution to QCII capital expenditures $ 1,84¢
Non-cash investing activities (25)
Total contribution to QCII cash capital expenditire $ 1,82:
I
89

$ 8,041
(39)

(75€)

$ 7,25(
|
$ 3,60¢
31C

645

$ 4,56:
(58)

$ 4,50t
|

$ 7,742
(59

(1,127

$ 6,55¢
|
$ 3,714
321

822

$ 4,85¢
(258

$ 4,60(
|

The following table reconciles the segniafdrmation to net income for the years ended Ddwm31, 2002, 2001 and 2000:

For the Year Ended December 31,

2000

(As restated, see Note 3)

2002 2001
(Dollars in millions)
Total contribution to QCII segment incor $ 7,06¢€ $ 7,25(
Add:
Affiliate revenue 411 36¢
Deduct:
Affiliate expenses 1,67C 1,35¢
Depreciation 2,65¢E 2,90z
Intangible assets amortization 30z 191
Asset impairment charges 82¢ 49
Restructuring and other charges—net 49 212
Merger-related credits (charges)—net (30 12C
Total other expense—net 70€ 544
Income tax provision 48¢ 83¢
Cumulative effect of change in accounting principlet of taxes — —
Net income $ 80t $ 1,407
I I

Note 16: Related Party Transactions

$ 6,55¢

We purchase services from our affiliateshsas marketing and advertising, information tetbgy, 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 respecghare 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 nug@lary rates including factors for
taxes, employee benefits, including stock basedpenisation, facilities and overhead costs. Thesaysedtes are charged to us based on |

worked or charges are allocated to us based anass



We charge our affiliates based on tariffees for telephony and data services. We bill gitiag third party rates for wireless services
and for other services we bill either FDC or mariedés.

We describe in further detail below thevgars provided by our affiliates.
Marketing, Sales and Advertisil

Marketing, sales and advertising, whichpgurppreparation for joint marketing of our sengcinclude the development of marketing and
advertising plans, sales unit forecasts, marketamred, sales training and compensation plans.

Information Technology Servic

Information technology services primaritglude 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.
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Product and Technical Servic

Product and technical services relatedtedasting demand volumes and developing plansidmetwork utilization and optimization,
developing and implementing plans for overall preidievelopment, 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,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Revenue—affiliates $ 411 % 368 $ 337
Cost of sale—affiliates $ 38C % 337 % 35€
SG&A—affiliates $ 129C $ 1,01¢ $ 757
Interest expen—nei—affiliates $ 156 % 147 % 92
Accounts receivab—affiliates $ 12C % 77 $ 90
Prepaid income tax—QSC $ 258 $ 21¢ —
Current borrowing—affiliates $ 1,88 $ 229: $ 1,521
Accounts payab—affiliates $ 331 % 271 3 311
Income taxes payal—QSC = — 3 132

Note 17: Commitments and Contingencies
Commitments
Future contractual obligation
The following table summarizes our futuoaitactual cash obligations, excluding interespfad3ecember 31, 2002:

Payments due by period



Future Contractual Cash Obligations Total Year 1 Year 2 Year 3 Year 4 Year 5 Thereafter

(Dollars in millions)

Borrowings (Note —Borrowings) $ 9,20¢ $ 3,067 $ 867 $ 457 $ — $ 16C $ 4,65:
Capital lease obligations and ot 11C 83 15 3 1 1 7
Operating lease 1,22¢ 158 143 13¢ 101 91 603
Purchase commitment obligatio 28C 232 22 6 1 — 19

Total future contractual cash obligatior  $ 10,81¢ $ 353 $ 1,047 $ 59¢ $ 10z $ 252 $ 5,28
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Capital leases

We lease certain office facilities and gqouént under various capital lease arrangementgt&\asquired through capital leases during
2002, 2001 and 2000 were $16 million, $58 milliow 263 million, respectively. Assets recorded urdgitalized lease agreements
included in property, plant and equipment consiste$243 million, $454 million and $565 million abst less accumulated amortization of
$153 million, $260 million and $243 million at Denber 31, 2002, 2001 and 2000, respectively.

The future minimum payments under capéabkks as of December 31, 2002 are reconciled twoogplidated balance sheet as follows:

(Dollars in millions)

Total minimum payment $ 11C
Less: amount representing inter (13
Present value of minimum payme| 97
Less: current portio (76)
Long-term portion $ 21

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 authositipat are accounted for as operating leases.dkprnse, net of sublease rentals, under thest
operating leases was $287 million, $318 million 33 million during 2002, 2001 and 2000, respe&tyivMinimum operating lease
payments have not been reduced by minimum subteasals of $44 million due in the future under reamcelable subleases. In 2002, 2001
and 2000, contingent rentals representing thereifiee between the fixed and variable rental paysn@ate not material.

Purchase commitment obligatio

We have purchase commitments with CLEC§dnd third-party vendors that require us to nE§ements to purchase network
services, capacity and telecommunications equipmeémiarily through December 31, 2006. These commitis require us to maintain
minimum monthly and/or annual billings, in certaizses based on usage. We believe we will meetimiimam payment commitments. In t
unlikely event that the requirements are not metwall record the appropriate charges.

Letters of credi

At December 31, 2002, the amount of lettérsredit outstanding was $3 million and we did have any outstanding guarantees.
Contingencies
Legal proceedings involving Qwe

Securities actiol



On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCIl, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahtb 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
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accounting practices in order to accomplish the WESST merger, to make QCII appear successful antflade the value of QCII's stock.
The complaint asserts claims under Sections 11132and 17 of the Securities Act of 1933, as ameftte "1933 Act"). The complaint ses
unspecified monetary damages, disgorgement ofillggins and other relief. On July 31, 2002, thienldants removed this state court action
to federal district court in Colorado and subsediyenoved to consolidate this action with the cditded securities action identified below.
The plaintiffs have moved to remand the lawsuitkdaacstate court. Defendants have opposed thabmotihich is pending before the court.

Regulatory matters

On February 14, 2002, the Minnesota Depantrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectamneements with the Minnesota
Commission relating to certain of our wholesaleteuers, and thereby allegedly discriminated agaitigtr CLECs. On October 21, 2002,
the Minnesota Commission adopted in full a propbyan administrative law judge that we committédrlividual violations of federal law
by failing to file, as required under Section 252he Telecommunications Act of 1996, 26 distinaipsions found in 12 separate agreem
with individual CLECs for regulated services in Mesota. The order also found that we agreed tage@nd did provide to McLeodUSA
Incorporated ("McLeod") and Eschelon Telecom, [iEschelon") discounts on regulated wholesale ses/of up to 10% that were not made
available to other CLECs, thereby unlawfully distinating against them. The order found we alsocatéa state law, that the harm caused by
our conduct extended to both customers and coropgtdnd that the damages to CLECs would amowgveral million dollars for
Minnesota alone.

On February 28, 2003, the Minnesota Comnisissued its initial, written decision imposirigds 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 carriers other than Eschehd McLeod; this
discount would be applicable to purchases madédset carriers during the period beginning on Novamb, 2000 and
ending on May 15, 2002;

. grant all carriers other than Eschelon and McLeodthmly credits of $13 to $16 per UNE-P line (subjeccertain offsets)
during the months of November 2000 through Febr@afa;

. pay all carriers other than Eschelon and McLeodthigreredits of $2 per access line (subject toaieroffsets) during the
months of July 2001 through February 2002; and

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

The Minnesota Commission issued its finaliten decision setting forth the penalties ddssuiabove on May 21, 2003. On June 19,
2003, we appealed the Minnesota Commission's otdehe United States District Court for the Distiof Minnesota. The appeal is pending.

Arizona, Colorado, New Mexico, Washingttmwa 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 to settle this and several other praogsdThe proposed settlement, which must be ajgprby the Arizona Commission,
requires that we provide approximately $21 millinrconsideration in the form of a voluntary conttiion to the Arizona State Treasury,
contributions to certain organizations and/or igfracture investments and refunds in the form btbédits to CLECs. On December 1, 20
an administrative law judge issued a recommendeisida denying the proposed settlement. The judgger@commended final orders
requiring us to pay approximately $11 million impaéies and to issue credits to CLECs for a 24-im@etiod from October 2000 to
September 2002 equal to 10% of all
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wholesale intrastate services performed by us. \atetp file exceptions to the recommended deciswitts the full Arizona Commission.
New Mexico has issued an order providing its intetation of the standard for filing these agreemeidentified certain of our contracts
coming within that standard and opened a sepacatieetito consider further proceedings. Coloradoahss opened an investigation into th
matters. On June 26, 2003, we received from theé€ommunications Commission ("FCC") a lettemafuiry seeking information abo



these matters. We submitted our initial responghisoinquiry on July 31, 2003. The proceedings mwéstigations in New Mexico, Colorado
and Washington and at the FCC could result inri@osition of fines and other penalties againshas ¢ould be material. lowa and South
Dakota have concluded their inquiries resultinganimposition of penalties or obligations to issuedits to CLECs in those states.

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 stadsch was denied, and subsequently
perfected appeals in both states. The proceedimnieiother states and in states where lllumingtioa yet filed complaints could result in
agency decisions requiring additional refunds.

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 Brdome subject to investigations regarding "slamghfthe practice of changing long-
distance carriers without the customer's cons&er@mming"” (the practice of charging a consumemf@ods 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 statlearizona, 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. On
December 11, 2003, we received a request for irdtiom from the FCC related to changes in certastarners' preferred carriers for
interLATA or intraLATA long distance service. We snhecome subject to other investigations or comydan the future, and any such
complaints or investigations could result in furtlegal action and the imposition of fines, peraltor 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 tateel matters will not be material to our
business or financial condition.

Legal proceedings involving QC

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

Investigations

On April 3, 2002, the Securities and Exg@®@@ommission ("SEC") issued an order of invesigathat made formal an informal
investigation of QCII initiated on March 8, 2002CQ s continuing in its efforts to cooperate fullyith the SEC in its investigation. The
investigation includes, without limitation, inquiiyto several specifically identified QCII accourgipractices and transactions
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and related disclosures that are the subject ofdhieus adjustments and restatements describibe IQCIl 2002 Form 10-K. Some of those
accounting practices and transactions and relasetbdures also are the subject of various adjustisrend restatements described in this
Form 10-K. The investigation also includes inquirio disclosure and other issues related to traimsecbetween QCII and certain of its
vendors and certain investments in the securifiélsose vendors by individuals associated with QCII

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIlI believes the U.S. Attorney's Office is invgstiing various matters that include the subjecth®@investigation by the SEC. QClII 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 QClII is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoreeffice in each of their respective
investigations, QCII cannot predict the outcom¢hoie investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Q@@Hhnot predict the likelihood of whether
those discussions will result in a settlement &b, the terms of such settlement. However, essigints typically involve, among other thir
the SEC making claims under the federal secufiies in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were awsgitlement to occur, QCII would expect such cidimaddress many of the accounting
practices and transactions and related discloshatsre the subject of the various restatements$ IS made as well as additiol



transactions. In addition, any settlement with$&C may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coutteo that would require, among other things, th&tl@nd its officers and directors comply
with provisions of the federal securities laws@asvhich there have been allegations of prior viols.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€#tsings 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 fro@Ii@ merger with U S WEST. On November 21, 200&, $EC staff informed QCII of i
intent to recommend that the SEC authorize anmetgminst QCII that would allege it should havduded in the earnings release a stater
of its earnings in accordance with GAAP. At theedat this filing, no action has been taken by tBe€CSHowever, QCII expects that if its
current discussions with the staff of the SEC tasuh settlement, such settlement will includegéditions concerning the January 24, 2001
earnings release.

Also, as previously announced in July 2B92he General Services Administration ("GSA"), G8A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \wiéogmed 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 is lastrBaly's indictment against four former
QCII employees in connection with a transactiorhvfite Arizona School Facilities Board in June 2@6il a civil complaint filed the same
day by the SEC against the same former employagstarrs relating to the Arizona School FacilitResard transaction and a transaction
with Genuity Inc. ("Genuity") in 2000. QCII is coepating fully with the GSA and believes that it ame will remain suppliers of the
government, although QCII cannot predict the outeaiithis referral.
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Securities actions and derivative actions

Since July 27, 2001, 13 putative clasoactiomplaints have been filed in federal distrmiint 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 attllaintiffs in the consolidated securities
action name as defendants in the Fourth Consotidateended Class Action Complaint (“the Fourth Cdidsted Complaint"), which was
filed on or about August 21, 2002, QCI, its forn@rairman and Chief Executive Officer, Joseph Redlm, its former Chief Financial
Officers, Robin R. Szeliga and Robert S. Woodrofffier of its former officers and current directarsl Arthur Andersen LLP. The Fourth
Consolidated Complaint is purportedly brought ohdieof purchasers of QCII's publicly traded setieisibetween May 24, 1999 and
February 14, 2002, and alleges, among other ththgsduring the putative class period, QCIl andaie of the individual defendants made
materially false statements regarding the resdl@QIl's operations in violation of section 10(l)tbe Securities Exchange Act of 1934
("Exchange Act") that certain of the individual deflants are liable as control persons under se2fita) of the Exchange Act, and that
during the putative class period, certain of thahviildual defendants sold some of their shares of'®€ommon stock in violation of
section 20A of the Exchange Act. The Fourth Cosdéd Complaint also alleges that QCIlI's finan@allts during the putative class period
and statements regarding those results were fatsengsleading due to the alleged: (i) overstateroénévenue, (i) understatement of costs,
(iif) manipulation of employee benefits in orderimarease profitability and (iv) misstatement oftag assets and liabilities. The Fourth
Consolidated Complaint further alleges that QCH aartain of the individual defendants violatedt#®erl11 of the 1933 Act, and that certain
of the individual defendants are liable as conperisons under Section 15 of the 1933 Act by pregaaind disseminating false registration
statements and prospectuses for: (1) the regmtrafi897,907,706 shares of QCII's common stoddetssued to U S WEST shareholders
dated June 21, 1999, as amended August 13, 1999eptidmber 17, 1999; (2) the exchange of $3.2Bmitif QCII's notes dated July 12,
2001; and (3) the exchange of $3.75 billion of GDhotes dated October 30, 2001. The Fourth Catetelii Complaint seeks unspecified
compensatory damages and other relief. Howeved,deansel for the plaintiffs has indicated thainiffs will seek damages in the billions
of dollars. On September 20, 2002, both QCII arditidividual defendants filed motions to dismiss Bourth Consolidated Complaint.
Those motions are currently pending before thetc@m November 4, 2002, lead plaintiffs in the aditated securities action filed a motion
for a temporary restraining order and preliminanumnction seeking to enjoin QCII's sale of Qwesk[ac. or, in the alternative, to place the
proceeds of such sale in a constructive trusttferenefit of the plaintiffs. The court denied botbtions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @odfor the District of Colorado, naming as
defendants each of the then members of QCII's Bafalidrectors (“the Board"), and naming QCII asceninal defendant. The derivative
complaint is based upon the allegations made idnsolidated securities action and alleges, anotimgy things, that the Board members
intentionally or negligently breached their fidugialuties to QCII by failing to oversee implemerdatof securities laws that prohibit insider
trading. The derivative complaint also alleges thatBoard members breached their fiduciary dutg3Cll by causing or permitting it to
commit alleged securities violations, thus (i) éagst to be sued for such violations, and (ii) gaing it to adverse publicity, increasing its
cost of raising capital and impairing earnings. @ieevative complaint further alleges that certdirectors sold shares between April 26, 2
and May 15, 2001 using non-public information ab@@ll. On or about October 31, 2001, the courtffiém order consolidating this
derivative lawsuit with the consolidated securitetion. In December 2001, the derivative lawsuswtayed, pending further order of the
court, based on the fact that the merits of thévdeve lawsuit are intertwined with the resolutiohthe consolidated securities action. In
March 2002, plaintiffs filed a first amended detiva complaint. The first amended derivative compgladds
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allegations relating to the disclosures of QCl#asolidated financial results from April 2000 thgbuFebruary 2002. On or about
November 5, 2002, plaintiffs filed a second amendiedvative complaint. The second amended compiadds as defendants to the law:
certain former officers, including Robin R. SzeligRobert S. Woodruff and others. The second ameadexblaint contains allegations in
addition to those set forth in the prior complajistsiting, among other things, that (i) certainoaffs and/or directors traded QCII's stock w
in the possession of inside information, and @ijtain officers and/or directors caused the restatd of more than $1 billion in revenue by
concealing improper accounting practices. Plams#ek, among other remedies, disgorgement ofealegider trading profits. The lawsuit
remains stayed.

On March 6, 2002, an alleged derivativedaivwas filed in the District Court for the Citpé County of Denver, naming as defendants
each of the then members of QCII's Board of Dines;toertain former officers of QCII and Arthur Anden LLP. QCIl is named as a nominal
defendant. The derivative complaint is based uperatlegations made in the consolidated secuatiien and alleges that the Board
members intentionally or recklessly breached thidirciary duties to QCII by causing or allowingatissue financial disclosures that were
false or misleading. Plaintiffs seek unspecifiethdges on QCII's behalf against the defendants.u@r2J 2002, this state court derivative
lawsuit was stayed pending further order of thercdn or about August 1, 2003, the plaintiffs dilan amended derivative complaint, which
does not contain claims against QCII's former efficand Arthur Andersen LLP, but continues to asdeims against the Board defendants.
In the amended complaint, the plaintiffs allegepamother things, that the individual defendan@diedted their duty to implement and
maintain an adequate internal accounting contrstiesy and thus allegedly violated (i) their fidugiduties of loyalty and good faith;

(i) GAAP; and (iii) QCII's Audit Committee's chart (which requires, among other things, that Q@luslit Committee serve as an
independent and objective party to monitor QClhaificial reporting and internal control system)e Bmended complaint also states new
claims against Mr. Nacchio for his alleged breatfiduciary duties. Plaintiffs seek a court ordequiring that Mr. Nacchio disgorge to QCII
all of his 2001 compensation, including salary, imniong-term incentive payouts and stock optitmaddition, the plaintiffs contend that
Mr. Nacchio breached his fiduciary duties to QGlMirtue of his sales of its stock allegedly madag his knowledge of material non-public
information. The plaintiffs seek the impositionatonstructive trust on any profits Mr. Nacchioaibéd by virtue of these sales.

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 Investin and predecessor plans ("Plan™), from M&rct099 until the present. By court
order, five of these putative class actions hawnhmnsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplant described below and referred to as the "clidested ERISA action”. QCII
expect the seventh putative class action to beotiolased with the other cases since it assertstantially the same claims. The consolidated
amended complaint filed on July 5, 2002, namesésndlants, among others, QCII, several former ancnt directors, officers and
employees of QCII, Qwest Asset Management, the'®lamestment Committee, and the Plan Administea@®ommittee of the pre-Merger
QCII 401(k) Savings Plan. Plaintiffs filed a Secofmiended and Consolidated Complaint on May 21, 268&ing as additional defendan
former employee and QCII's Plan Design Committde2 donsolidated ERISA action, which is brought uridle Employee Retirement
Income Security Act ("ERISA"), alleges, among ottléngs, that the defendants breached fiduciariedub the Plan members by allegedly
excessively concentrating the Plan's assets imd@st@®Cll's stock, requiring certain participanighe 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 stadqtinuing to offer QCII's stock as an
investment option under the Plan, failing to inigete the effect of the U S WEST merger on Plaetasand then failing to vote the Plan's
shares against it, preventing plan participantsifro
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acquiring QCIlI's stock during certain periods amlagainst some of the individual defendants, aligiitg on their private knowledge of
QClI's financial condition to reap profits in stosétles. Plaintiffs seek equitable and declarateligft along with attorneys' fees and costs and
restitution. Plaintiffs moved for class certification January 15, 2003, and QCII has opposed tbabm which is pending before the court.
Defendants filed motions to dismiss on August Z2 Those motions are also pending before thet.cour

On August 9, 2002, an alleged derivativeslait was filed in the Court of Chancery of thet8taf Delaware, naming as defendants each
of the then members of QCII's Board of Directord &CII current Chief Financial Officer, Oren G. $ka and naming QCIl as a nominal
defendant. On or about September 16, 2002, an sedarumplaint was filed in the action, naming thesalefendants except Mr. Shaffer,
who is no longer a defendant in the action. A safgaalleged derivative lawsuit was filed in the @ai Chancery of the State of Delaware on
or about August 28, 2002. That lawsuit names asmdtaints QCII's former Chairman and Chief Execudficer, Joseph P. Nacchio, QCII's
former Chief Financial Officer, Robert S. Woodrufirmer Board member, Marilyn Carlson Nelson, aadheof the then members of QCIlI's
Board of Directors and names QCII as a nominalrd&dat. On October 30, 2002, these two alleged déviy lawsuits were consolidated, ¢
an amended complaint (the "Second Amended Complauas later filed on or about January 23, 2008l mames as defendants the current
members of QCII's Board of Directors, former Boarember Hank Brown, QCII's former Chief Executivdi€r, Joseph P. Nacchio, and
QCllI's former Chief Financial Officer, Robert Woadfy and names QCII as a nominal defendant. IrStheond Amended Complaint, the
plaintiffs allege, among other things, that thevidbal defendants (i) breached their fiduciaryidsiby allegedly engaging in illegal insider
trading in QCII's stock; (ii) failed to ensure coimpce with federal and state disclosure, antidrand insider trading laws within QCII,
resulting in exposure to it; (iii) appropriated porate opportunities, wasted corporate assetsafidealt in connection with investments in
initial public offering securities through QCllsviestment bankers; and (iv) improperly awarded e payments of $13 million to QCllI's
former Chief Executive Officer, Mr. Nacchio. Thepltiffs seek recovery of incentive compensatidegadly wrongfully paid to certai



defendants, all severance payments made to Mé&seshio and Woodruff, and all costs including legiadl accounting fees. Plaintiffs have
also requested, among other things, that the iddalidefendants compensate QCII for any insideliricaprofits. Plaintiffs likewise allege
that QCII is entitled to contribution and indemadétion by each of the individual defendants. Pifisntequest that the court cancel all
unexercised stock options awarded to Messrs. Na@id Woodruff to which they were not entitled tttiee defendants return to QCII all
salaries and other remuneration paid to them Byring the time they breached their fiduciary daitiend that the court order the defendar
enforce policies, practices and procedures on behgCll designed to detect and prevent illegalahact by its employees and
representatives. On March 17, 2003, defendants dntmvdismiss the Second Amended Complaint, ohénalternative, to stay the action.
That motion is pending before the court.

On November 22, 2002, plaintiff Stephen @eg IRA Rollover filed a purported derivative lavitsin Denver District Court, naming as
defendants each of the then members of QCII's Bafaldrectors, certain of QCII's former officersngchutz Company and QCIl as a
nominal defendant. Plaintiff alleges, among othérgs, that the director defendants breached fitkiciary duties to QCIl and damaged Q
by deliberately in bad faith or recklessly (i) ilmpienting a sham system of internal controls coralyiéhadequate to ensure proper
recognition of revenue; (ii) causing QCII to isgakse and misleading statements and financial tesuithe market regarding its earnings,
revenues, business and investments; (iii) expa®i@¢y to massive liability for securities fraud; Jidamaging QCII's reputation; and
(v) trading QCII's shares while in possession ofamal, non-public information regarding its triedncial condition. The complaint purports
to state causes of action for breach of fiduciary dgross negligence and unjust enrichment agaorse of QCII's former officers and bre:
of contract and breach of the duty of loyalty/irsittader trading against several of QClI's forwficers and former and current directors.
or about January 7, 2003,
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plaintiff's counsel filed a proposed amended complavhich substitutes a new plaintiff, Thomas Ra8ss, and adds another former officer
as a defendant. In the amended complaint, plaiseiks (i) disgorgement of bonuses and other ineeabmpensation paid to certain
defendants; (ii) disgorgement of any profits thatain defendants made by virtue of their allegadihg on material, inside information; and
(iii) other damages. By order dated January 9, 20@Scourt permitted the substitution and Strdgssame the plaintiff in this lawsuit under
the amended complaint.

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 in press releases and otheigstaltements, defendants represented that QClbna®f the highest revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. CalSTRS adl¢lgat defendants were engaged,
however, "in a scheme to falsely inflate Qwest®neies and decrease its expenses so that Qwest ampgar more successful than it
actually was." The complaint purported to stateseawf action against QCII for (i) violation of @atnia Corporations Code Section 2540
seq. (securities laws) (seeking, among other dasdlge difference between the price at which CalSEBd QCII's notes and stock and their
true value); (ii) violation of California Corporatis Code Section 17200 et seq. (unfair competiti@n)fraud, deceit and concealment; and
(iv) breach of fiduciary duty. Among other requektelief, CalSTRS seeks compensatory, special andipe damages, restitution, pre-
judgment interest and costs. QCII and the individigdendants filed a demurrer, seeking dismissallaflaims. In response, the plaint
voluntarily dismissed the unfair competition cldimt maintained the balance of the complaint. Thetodenied the demurrer as to the
California securities law and fraud claims, butndiissed the breach of fiduciary duty claim again@iiQuith leave to amend. The court also
dismissed the claims against Robert S. WoodruffRoloin R. Szeliga on jurisdictional grounds. Orabout July 25, 2003, plaintiff filed a
First Amended Complaint. The material allegaticeraain largely the same, but plaintiff no longeeg#ld claims against Mr. Woodruff and
Ms. Szeliga following the court's dismissal of thaims against them, and reasserted its claim ag&@ll for breach of fiduciary duty as an
allegation of aiding and abetting breach of fidugiduty. QCII filed a second demurrer to that claamd on November 7, 2003, the court
dismissed that claim without leave to amend.

On November 27, 2002, the State of NewedefSreasury Department, Division of InvestmenNdiv Jersey"), filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filed@mended complaint alleging
among other things, that QCII, certain of QClI'efier 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, reve
and profits. As a result, New Jersey contendsithiaturred tens of millions of dollars in losséew Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; (§gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and alyecompensatory, consequential, incidental amtitive damages. On November 17, 2(
QCIl filed a motion to dismiss. That motion is perglbefore the court.

The consolidated securities action, thesobdated ERISA action and the CalSTRS and Neweyastions described above and the ¢
Universities Retirement System of Illinois ("SUR#ttion described in Note 18—Subsequent Eventseptanaterial and significant risk to
QCII. Some of the allegations in these lawsuitduiide many of the same subjects that the SEC andAtt&ney's Office are investigating.
Moreover, the size, scope and nature of QClI'snme@statements of its
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financial statements for fiscal 2001 and 2000 affiee risks presented by these cases. While Q@hds to defend against these matters
vigorously, the ultimate outcomes of these casesary uncertain, and QCII can give no assurand¢e e impacts on its financial results or
financial condition as a result of these matteexcHof these cases is in a preliminary phase. Mbttee plaintiffs or the defendants has
advanced evidence concerning possible recoverafages, and QCII has not yet conducted discovetiiese and other relevant issues.
QCII has disclosed that it is unable to estimatsoaably a range of loss that it would incur if peintiffs in one or more of these lawsuits
were to prevail. QCII has engaged in discussionghi® purpose of resolving these matters and coesino evaluate any possible range of
loss. Any settlement of or judgment on one or nudrhese claims could be material, and QCII camgiag any assurance that it would have
the resources available to pay such judgments., Algbe event of an adverse outcome of one or robtieese matters, QClI's ability to meet
its debt service obligations and its financial dtind could be materially and adversely affected.awholly owned subsidiary of QCII, our
business, operations and financial condition wdnddimilarly affected.

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@H & duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2B@ntiffs further claim that the defendants @mp¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D&y2000. In September 2002, QCII filed a motiondummary 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

Several purported class actions relatinipéanstallation of fiber optic cable in certaights of way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT@&lass certification was denied in the Louisiareceeding and, subsequently,
summary judgment was granted in our favor. A newitiana class action complaint has recently bded.fClass certification was also
denied in the California proceeding, although giéfsxhave filed a motion for reconsideration. Gartification was granted in the Illinois
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 rightrtstall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@#sllI's right to install fiber optic cable in anigit-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&intiff's property. The Indiana action purpaxisbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbiich QCII's network passes. The Alabama, Caliar@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinasegon, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively llliheis action purports to be on behalf of land@xs adjacent to railroad rights-of-way over
which QCII's network passes in Illinois, lowa, Keoky, Michigan, Minnesota, Nebraska, Ohio and Wisto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a nafida class. The complaints seek damages on theafrtesspass and unjust enrichment, as
well as punitive damages. Together with some obther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters in the United StRiistrict Court for the Northern District of lliais. On July 25, 2003, the court granted
preliminary approval of the settlement and enteredrder enjoining competing class action claimsgept those in Louisiana. The settlement
and the court's injunction are opposed by somenbuall, of the plaintiffs' counsel
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and are on appeal before the Seventh Circuit Gdukppeals. At this time, QCII cannot determine wige such settlement will be ultimately
approved or the final cost of the settlement i§ iapproved.

Note 18: Subsequent Events
Contingencies

On January 10, 2003, SURSI filed a lawsiatilar to the CalSTRS and New Jersey lawsuith@nGircuit Court of Cook County, Illino
SURSI filed suit against QCII, certain of QCII'sriver officers and certain current directors, angesd other defendants, including Arthur
Andersen LLP and several investment banks. On @ct®®, 2003, SURSI filed a second amended compl@iapping (i) certain individual
and corporate defendants and (ii) its claim underiflinois Consumer Fraud and Deceptive Busineastiees Act. The second amended
complaint alleges that defendants engaged in fleaatiaonduct that caused it to lose in excess @f3nillion invested in QCII's common
stock and debt and equity securities. The compédiages, among other things that in press releasgé®ther public statements, defendants
represented that QCIlI was one of the highest rey@noducing telecommunications companies in thddyarith highly favorable results and
prospects. SURSI alleges that defendants were edghgwever, in a scheme to falsely inflate QGHigenues and decrease its expenses by,
among other allegations, improper conduct relatetdainsactions with the Arizona School FacilitiesaBl, Genuity, Calpoint, KMC,
KPNQwest and Koninklijke KPN, N.V. The complaintrports to state causes of action against QCII ur{gethe lllinois Securities Act;

(i) common law fraud; (iif) common law negligenisrepresentation; and (iv) Section 11 of the 1988 AURSI seeks, among other relief,
punitive and exemplary damages, costs, equitabéd necluding an injunction to freeze or preveigbsition of the defendants' assets



disgorgement.
Debt-related matters

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 tha, due in 2007, and a $500 million fixed ratedtee, 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. Taereno mandatory prepayment requirements. The eowemd default terms are
substantially the same as our other long-term déi#.net proceeds were used to refinance our debind2003 and to fund or refinance our
investment in telecommunications assets.

The floating rate tranche bears interetioaidon Interbank Offered Rates plus 4.75% (withinimum interest rate of 6.50%) per annum
and the fixed rate tranche bears interest at 6 982&nnum. The lenders funded the entire prin@padunt of the loan subject to original is
discount for the floating rate tranche of 1.00% &ordhe fixed rate tranche of 1.652%.

Asset impairment

In August 2003, we entered into a servagreement with a subsidiary of Sprint that allowsairesell Sprint wireless services, incluc
access to Sprint's nationwide PCS wireless networgonsumer and business customers, primarilyinvibr local service area. We plan to
begin offering these Sprint services under our drzame in early 2004. Our wireless customers whaarrently being serviced through our
proprietary wireless network will be transitionent@ Sprint's network. Due to the anticipated dexeda usage of our own wireless network
following the transition of our customers onto $ps network, in the third quarter of 2003 we perfed an evaluation of the recoverability
the carrying value of our long-lived wireless netkassets.

In accordance with SFAS No. 144, we compp@ress undiscounted cash flow projections to Hreying value of the long-lived wireless
network assets and determined that certain assepgmwere
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not expected to be recovered through future pregecaish flows. For those asset groups that wereenoverable, we then estimated the fair
value using recent selling prices for comparabsetss Our cell sites, switches, related tools apdpenent inventory and certain information
technology systems that support the wireless nétwere determined to be impaired by $230 milliostiBating the fair value of the asset
groups involved significant judgment and a varigtyssumptions.

In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new tmasiefounting purposes. As such,
approximately $25 million in accumulated depreciatwill be eliminated in connection with the accting for the impairments. The impact
of the impairments will reduce our annual depréoratind amortization expense by approximately $#lom, effective October 1, 2003.

QCIl purchase agreement

On December 18, 2003, QCII entered intagmr@ement to purchase certain telecommunicatisetsafom Allegiance Telecom, Inc.
("Allegiance") for a purchase price consisting 808 million in cash, a convertible promissory niot¢he amount of $90 million and the
assumption of certain liabilities. The agreemerstilsject to approval by the U.S. Bankruptcy Coud eertain other government regulatory
agencies. The Bankruptcy Court has designated gthe stalking horse bidder in the sale procetberGnterested potential bidders will
have an opportunity to offer higher bids for theeds of Allegiance. If QCII is successful in thdding process, it expects to consummate the
transaction sometime in 2004. In that event, jtassible that some portion of the Allegiance assétde transferred to or purchased by us,
although we have not yet determined the amourtieptice we would pay for them.

Dividends

For the nine months ended September 3@,20€0 have declared regular dividends amountirgt634 billion. In addition, in August
and November of 2003, we declared and paid dividémthe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared @ pa dividends in those periods. We plan to decdd make additional dividend payments
in the future until all net income from wirelinetéies from prior periods has been declared andttethas dividends. We estimate that the
incremental amount (in addition to the $1.079 dilldeclared in 2003) of such dividends will be apgpmately $1.3 billion.

Note 19: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total



(As restated, see Note 3)
(Dollars in millions)

2002(1)

Revenue: $ 3,06¢ $ 3,002 $ 2,94¢ 3 2,89¢ $ 11,91¢
Operating income (los! 75€ (21%) 654 80¢& 2,00z
Net income (loss $ 37C $ (2539)(2) $ 303 $ 38t $ 80¢&
2001

Revenue: $ 3,111 $ 3,13¢ $ 3,182 $ 3,10¢ $ 12,53}
Operating incom: 757 60¢€ 951 47¢% 2,78¢
Net income $ 3773) % 3214) $ 49€ 3 21:5) $ 1,407
@) Balances for the quarter ended March 31, 2002 haea restated. See discussion of the restatemBluttén3—Restatement of

Results. As we have not previously filed our QuéytReports on Form 10-Q for the quarters ended B 2002 and September 30,
2002, these numbers have not been restated. Alllatsidor 2001 have also been restated.
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Includes an after-tax charge of $503 million fog tmpairment of assets (primarily property, plami @quipment) under FAS No. 144.

Includes "catch up" depreciation of $136 milliofit€a-tax) for access lines that were reclassifiedheld and used" and a net after-tax

)
3) Includes a net after-tax charge of $59 million Kterger-related charges.
(4)
charge of $64 million for Merger-related charges.
(5)

Includes an after-tax increase in SG&A of approxeha$77 million over prior quarters primarily dteeincreased purchases from
affiliates and higher bad debt. Also includes aaftgr-tax charge of $80 million for restructuriagd Merger-related charges.

The table below reconciles the quarterfgrimation as previously reported to the restateduants.

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

2002 (Dollars in millions)
Revenues, as previously repor $ 3,04¢ $ — 8 — 8 — 3 —
Restatement adjustmer 19 — — — —

Revenues 3,06¢ 3,00z 2,94¢ 2,89¢ 11,91¢
Operating income, as previously repor 817 — — — —
Restatement adjustmer (59) — — — —

Operating income (loss) 75€ (215) 654 80¢ 2,00z
Net income as previously report 391 — — — —
Restatement adjustmer (22) — — — —

Net income (loss $ 37C % (259 30z % 38t % 80t
2001
Revenues, as previously repor $ 3,11¢ $ 3,16¢ 3,181 $ 3,211 $ 12,67¢
Restatement adjustmer (8) (26) 1 (10%) (139%)

Revenues 3,111 3,13¢ 3,18: 3,10¢ 12,531
Operating income, as previously repor 84¢€ 85& 984 637 3,322
Restatement adjustmer (89) (249 (33 (162) (539

Operating income 757 60€ 951 47¢ 2,78¢
Net income as previously report 441 46¢ 51t 312 1,73%
Restatement adjustmer (64) (14%) (19 (99 (330

Net income $ 377 % 321 49 $ 21 $ 1,407
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACOUNTING AND FINANCIAL DISCLOSURE

Prior to May 29, 2002, QCII had not engagettpendent auditors for 2002. Based on the recamdation of the Audit Committee of t
Board of Directors of QCII, on May 29, 2002 the Bibaf Directors of QCII decided, effective immedigt not to reengage Arthur Anderse
LLP as our independent auditor.

Effective May 29, 2002, QCII's Board of &tors engaged KPMG LLP ("KPMG") to serve as odependent auditor for 2002.

Arthur Andersen LLP's reports on our coitiadkd financial statements for the years endecdber 31, 2001 and 2000 did not contain
an adverse opinion or disclaimer of opinion, norevbey qualified or modified as to uncertaintydidigcope or accounting principles. During
the years ended December 31, 2001 and 2000 anagthiday 29, 2002, there were (1) no disagreemeitksAvthur Andersen LLP on any
matter of accounting principles or practices, ficiahstatement disclosure, or auditing scope ocguare which, if not resolved to Arthur
Andersen LLP's satisfaction, would have causedl ihéke reference to the subject matter in conneetith its report on our consolidated
financial statements and (2) no reportable evestéisted in Item 304(a)(1)(v) of Regulation S-K.

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

Following our decision not to emgage Arthur Andersen LLP and the engagement M&PRwve decided to revise certain of our previ
accounting practices and policies. Prior to makivese revisions, we sought Arthur Andersen LLRsiirand cooperation and notified Arthur
Andersen LLP of our determinations prior to thaibfic announcement. During August 2002, QCII reedia letter from Arthur Andersen
LLP, indicating its disagreement with QCII's propdsestatement as to certain issues not relevantrtbnancial statements. Although QCII
has continued to seek Arthur Andersen LLP's inplibWing Arthur Andersen LLP's letter as it madettier determinations about the
restatement of other issues, QCII has not respotaitee August correspondence from Arthur Andetde. Following QCII's notification t
Arthur Andersen LLP of certain restatement isstiesitemplated discussing with the staff of the E@ng February 2003, QCII received a
second letter from Arthur Andersen LLP indicatihgad not received a response to its positionseapdessing Arthur Andersen LLP's
disagreement with the other restatement issue€QQ@#thad identified. Arthur Andersen LLP has nathdrawn its previously issued opinion
related to our financial statements for the threaery ended December 31, 2001.

ITEM 9A. CONTROLS AND PROCEDURES

The effectiveness of our or any systemiséldsure controls and procedures is subject ticelimitations, including the exercise of
judgment in designing, implementing and evaluatheycontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events and the inability to eliminate misconduanptetely. As a result, there can be no assuraratetir disclosure controls and procedures
will prevent all errors or fraud or ensure thatraliterial information will be made known to apptiepg management in a timely fashion.

We have completed an evaluation of thectiffeness of the design and operation of our dsset controls and procedures pursuant to
Rule 13a-15 under the Exchange Act. This evaluation
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has allowed us to make conclusions in 2003, afogétbelow, regarding the state of our disclostoetrols and procedures as of December
31, 2002. This evaluation included the followingi@ws:

. Beginning in July 2002, our new auditors, KPMGtleg direction of senior management, the Audit Cottemiof QCII and the
Board of Directors of QCII, conducted a review af mternal controls over financial reporting amirenunicated to QCII's
Audit Committee and senior management its findinghk respect to approximately 150 internal contsslies;

. Starting in May 2002, our accounting personnel gadan an extensive effort to analyze and recorgzleh of our quarterly
balance sheets. These continuing efforts, alonly @ffbrts to satisfy the certification requiremeuntgler the Sarbanes-Oxley
Act of 2002 and related rules, identified a numiifethe items for review;

. The QCII internal audit group conducted a comprehencompany-wide risk assessment beginning ificthef 2002. As part
of this assessment, QCII's internal audit groupiendontroller's organization scrutinized a numsieitems for potential
internal control deficiencies. QCII's internal auglioup also reviewed unresolved issues identifiguast internal audits for
potential internal control deficiencies; and

. QClIlI's substantial efforts to restate our 2001 2000 financial statements included an effort tantihe the internal controls
over financial reporting that could or should havevented or mitigated the error. These effortsthrdaudit of the restate



2001 and 2000 financial statements were designptbiade reasonable assurance that we have recalideaterial
adjustments.

As a result of our efforts in 2003 and 2@@2valuate the effectiveness of the design amdation of our disclosure controls and
procedures, we have now concluded that the follgvniternal control deficiencies constituted "madkeweaknesses” or "significant
deficiencies," as defined under standards estaulibly the American Institute of Certified Publicodeintants, during the three fiscal years
that were the subject of the audit:

. Deficiencies related to the structure and designcefrtain financial information and reporting proceses. These deficiencies
related to our complex multiple practices and psses that were not fully integrated following thergler. Certain of these
deficiencies were a consequence of the manuabentéion that became necessary as a result of thkeofacomplete integratio
Among the problems evidencing these deficiencie®wse that had occurred in our accounting psssefor intercompany
transactions and the recognition of revenue irdbmpany's wireless business;

. Deficiencies related to design of policies and ex&en of processes related to accounting for opéngtactivities.These
deficiencies included problems that occurred inaraounting policies and processes for verifyingoaot balances and
transactions such as accounts receivable, posistyto the general ledger, balance sheet recdrmiléa facilities costs, fixed
assets and inventory. In 2003 and 2002, we confiroug restatement findings with detailed activisggonciliations;

. Deficiencies related to inadequate or ineffectiveligies for complex transactions and certain otheratters.These
deficiencies related to problems that occurrecctoanting for complex transactions. In 2002, welanpented a new policy f
the initiation and processing of complex transaxtiand we introduced interim and mitigating corsttblat address certain of
these other issues; and

. Deficiencies related to the internal control envinment.As a result of the various issues raised in conmeetith the

restatement process, current management has alsluded that deficiencies in the internal controfisonment (relating to
accounting, financial reporting and
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internal controls) during the three fiscal yearkjsat to audit constituted, at times, a materiahkveess and, at other times, a
significant deficiency. In 2002, the Board of Q@&fpointed new senior management, and the Compatertook subsequent
efforts to resolve internal control problems. ThedAk Committee of QCIl and the Company also to@pstto address these
issues and continue to emphasize the importanestablishing the appropriate environment in refatimaccounting, financial
reporting and internal controls.

In October 2003, in connection with theivkly of the Statement on Auditing Standards Noregdort on the audit of QCII's consolida
financial statements for 2002 and restated findistéements for 2001 and 2000, KPMG reported tdI'@@anagement and its Audit
Committee reportable conditions consistent withitéms described above and characterized them &sialaveaknesses. The Company, in
performing its evaluation, also considered KPM@idihgs.

We believe that many of the restatemenisadjents are the result of the ineffective inteowaltrol policies and procedures, as indicated
above. We also believe that, in some cases, catainor employees did not follow our policies, pesses and procedures. We have taken
these cases into account when evaluating our regplities to restate certain matters that otheewigy not have met quantitative standards
of materiality.

While performing our internal analysis, identified various transactions in which employegsapplied policies or procedures in a
manner that permitted us to prematurely recogrézenue. Several employees were disciplined aftedetermined that they had engaged in
misconduct in transactions that allowed us to ptanedy recognize revenue.

In our review of the matters leading to testatement of our wireless revenue, we deterntimgtdsome of our employees violated our
policies by failing to report known errors to propeanagement personnel and attempting to correcatitors only prospectively. We have
taken disciplinary action against the employees didanot follow our policies.

Since mid-2002, we or QCII have taken a berof steps that will impact the effectivenesswf internal controls, including the
following:

. Appointed a new Chief Executive Officer ("CEO")|léaving the resignation of the former CEO;

. Appointed a new Chief Financial Officer, a new ®enfice President-Finance and Controller, and alvemof other new
individuals in our finance and controller groupse Also restructured the finance group in a marhamtlaces greater emphe
on control and accountability issues;



. After completing an extensive balance sheet redrd reconciliation process, we identified improypedcesses and procedL
that have been or are being implemented;

. QCII substantially increased the number of emplsyiréts internal audit group;
. QCIl appointed a new Chief Compliance Officer whparts to its CEO;
. We improved the effectiveness of our corporate d@mpe programs. This effort included the hiringadiditional personnel

and the establishment of a management complianmoendtee that is staffed by senior-level business employees;
. QCIl amended its Code of Conduct and Compliancéeigslto include company-wide principles and praced for

maintaining the integrity of our compliance, accting and reporting systems. We have establishegtante training
programs in connection with the amended Code oftdGoi

106

. We re-evaluated prior policies and procedures atabéished new policies and procedures for suchensaas complex
transactions, account reconciliation procedurescamdract management procedures;

. QCIl established a Disclosure Committee, consistigenior personnel from the business units aadittance and legal
groups, and we now follow an extensive review agrdification process in connection with our filingdth the SEC;

. We have taken advantage of significant outsideuress to supplement our finance and controller gsaand to support the
preparation of financial statements and reportsatato be filed with the SEC;

. We have developed and implemented interim mitigationtrols, involving manual procedures by a sutisthnumber of
employees, in order to reduce to a low level thk of material misstatement in the financial staets; and

. QCllI's Board modified its Audit Committee's Charserthat it complies with the Sarbanes-Oxley Ac2@®2 and the rules
issued thereunder.

We believe that these efforts have addcefse material weaknesses and significant defigsrthat affected our internal controls in
2002, 2001 and 2000. The Company continues to ingpand refine its internal controls. This processrigoing, and the Company seeks to
foster an exemplary internal control environmerawdver, the Company can give no assurances thaiaadirial weaknesses and significant
deficiencies have been entirely corrected. Our mament, including our CEO and Chief Financial Gffichas concluded that, except for the
internal control deficiencies as described heramhtaking into account the efforts to address thieficiencies described herein, as of the
evaluation date, our disclosure controls and proeeiare designed, and are effective, to give nedde assurance that information we must
disclose in reports filed with the SEC is propedygorded, processed and summarized, and then edpaithin the time periods specified in
the rules and forms of the SEC.

Other than as summarized above, sincevhleaion date there have been no significant chsumgour internal controls over financial
reporting or in other factors that could signifidgraffect the internal controls. We will contint@ assess our disclosure controls and
procedures as we prepare our remaining delinquergs and will take any further actions that weedenecessary.

PART llI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
We have omitted this information pursuant to Genérastruction | (2).
ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuant to Genérastruction | (2).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS ANDMANAGEMENT AND RELATED STOCKHOLDER
MATTERS

We have omitted this information pursuant to Genérastruction | (2).
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

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



ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
Not applicable.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(@) Documents filed as part of this report:

(1) Independent Auditors' Reptc
(2) Financial Statements covered by the Repomadépendent Public Accountan

Consolidated Statements of Operations for the yeadsed December 31, 2002, 2001 and
Consolidated Balance Sheets as of December 31, 2002 and 200

Consolidated Statements of Cash Flows for the yeadsd December 31, 2002, 2001 and z
Consolidated Statements of Stockholder's Equitytferyears ended December 31, 2002, 2001 and
Notes to the Consolidated Financial Statementthimyears ended December 31, 2002, 2001 and

(b) Reports on Form 8-K:
We filed the following report on Form 8-K duringettiourth quarter of 2002:

On November 29, 2002, we filed a report on Form 8tdting that QCII had announced the completiotheffirst phase of the sale of
its Qwest Dex business.

(©) 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) Restated Articles of Incorporation of Qwest (irpmrated by reference to Qwest's Annual ReportammFL0-K for the year
ended December 31, 1997, File N-3040).

(3.2)  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!

3.2 Amended and Restated Bylaws of Qw:

(4.1)  No instrument which defines the rights of holderQuest's long and intermediate term debt is filedewith 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

4.2  Indenture, dated as of April 15, 1990, by and betwigountain States Telephone and Telegraph Comgaahyl he First
National Bank of Chicagc

4.3 First Supplemental Indenture, dated as of April1l991, by and between U S WEST Communications,dnd.The First
National Bank of Chicagc

(4.4) Indenture, dated as of October 15, 1999, by andd®mt U S West Communications, Inc. and Bank OnstTCompany, NA,

as Trustee (incorporated by reference to QwestaiAnReport on Form 10-K for the year ended Decerhbe1999, File No.
1-3040).
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(10.1  Purchase Agreement, dated as of June 5, 2000, ath@&'g/est Communications, Inc. and Lehman Brothers Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitticorporated, Banc of America Securities LLC, ariRl Morgan
Securities Inc., as Representatives of the Intiaichasers listed therein (incorporated by refaréo®west's Form S-4 filed
on October 11, 2000

(10.22  Term Loan Agreement, dated as of June 9, 2003ntdyamong Qwest, the Lenders listed therein, andiMeynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, sole book-runner, joint lead arranger and sgatidin agent, and Credit
Suisse First Boston, acting through its Caymambtidebranch as joint lead arranger and adminise&gent, and Deutsche
Bank Trust Company Americas, as documentation agmhDeutsche Bank Securities, Inc. as arrangeoifiorated by
reference to Qwest's Current Report on Fo-K, dated June 10, 2003, File N¢-15577).
31.1 Chief Executive Officer Certification pursuant tection 302 of the Sarbar-Oxley Act of 2002
31.z  Chief Financial Officer Certification pursuant tecion 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 Sarl-Oxley Act of 2002

() Previously filed.

109

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, thereduatyp authorized, in the City of Denver, State of@ado, on January 12, 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 indicatedanuary 12, 2004.

Signature Titles

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

Richard C. Notebae

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

Oren G. Shaffe
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The Board of Directors and Stockholder
Qwest Corporation:

Under date of January 8, 2004, we repastethe consolidated balance sheets of Qwest Cdiporand subsidiaries, a wholly owned
subsidiary of Qwest Communications International las of December 31, 2002, 2001, and 2000, anckthted consolidated statements of
operations, stockholder's equity, and cash flows&zh of the years then ended, as contained iartheal report on the 2002 Form 10-K. In
connection with our audits of the aforementionedsodidated financial statements, we also auditedé¢hated accompanying consolidated
financial statement schedule, Schedule II-Valuagiod Qualifying Accounts. This financial statemechedule is the responsibility of the
Company's management. Our responsibility is to@sgan opinion on this financial statement scheladed 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.

As discussed in note 3 to the consolidfitethcial statements, the Company has restatemitsolidated balance sheets as of December
31, 2001 and 2000, and the related consolidatéeinséants of operations, stockholder's equity, asth @ws for each of the years then ended,
which consolidated financial statements were preslipaudited by other independent auditors who lt@ased operations.

/sl KPMG LLP

Denver, Colorado
January 8, 2004
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QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Balance at Balance at

beginning Charged to end of

of period(1) expense Deductions period
Allowance for uncollectibles
2002 $ 158 $ 331 $ 34€ $ 14C
2001 $ 81 $ 27¢ % 204 % 15¢%
2000 $ 46 $ 187 $ 152 $ 81
(1) January 1, 2000 balance is unaudited.
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(A Colorado Corporation)
Effective as of February 13, 2003
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BYLAWS
OF

QWEST CORPORATION
(a Colorado corporation)
ARTICLE |
Offices

1. Business OfficesQwest Corporation (the "Corporation") may have onmore offices at such place or places withiwitinout the
State of Colorado as the Board of Directors ofGloeporation (the "Board of Directors" or the "Bogrchay from time to time determine or
the business of the Corporation may require.

2. Principal Office. The initial principal office of the Corporatiohall be as set forth in the Articles of Incorpooatithe "Articles").
The Board of Directors, from time to time, may charthe principal office of the Corporation.

3. Registered Office The registered office of the Corporation shalbleset forth in the Articles of Incorporation, esd changed as
provided by the provisions of the Colorado Busin@esgporation Act, as it may be amended from timén@, or any successor law (the
"Act").

ARTICLE Il
Shareholders' Meetings

1. Annual Meetings An annual meeting of the shareholders shall be dve such date and at such time as the Board fshail the
notice of meeting for the purpose of electing divex and for the transaction of such other busiasgsay come before the meeting. If the
fixed for the annual meeting shall be a legal halidsuch meeting shall be held on the next sucogdulisiness day. If the election of direc
shall not be held on the day designated hereiarigrannual meeting of the shareholders, or at djpuenment thereof, the Board shall cause
the election to be held at a meeting of the shddeln® as soon thereafter as conveniently may brir€do hold an annual meeting as requ
by these bylaws shall not invalidate any actioretaky the Board or officers of the Corporati



2. Special MeetingsSpecial meetings of shareholders for any purpogairposes, unless otherwise prescribed by statuig the
Articles of Incorporation, may be called at anydiy the Chairman of the Board (the "Chairman'g, @hief Executive Officer, or by a
majority of the entire Board of Directors and shwdlcalled by the President or the Secretary upenoo more written demands (which shall
state the purpose or purposes therefor) signediated by the holders of shares representing nethes ten percent of all votes entitled to be
cast on any issue proposed to be considered atdbéng. The record date for determining the stadehs entitled to demand a special
meeting is the date of the earliest of any of ttmands pursuant to which the meeting is callethedate that is 60 days before the date on
which the first of such demands is received, whiehés later. Business transacted at any speciatingeof shareholders shall be limited to
the purpose or purposes stated in the notice d¢f sigeting.

3. Place of Special MeetingsSpecial meetings of shareholders shall be heddctt place or places, within or without the Stdte
Colorado, as may be determined by the Board ofdire and designated in the notice of the meetingf no place is so determined and
designated in the notice, special meetings of $indders shall be held at the principal office af thorporation.

4. Notice of MeetingsNot less than 10 nor more than 60 days prioatdhennual or special meeting of shareholderstemritotice o
the date, time and place of each annual and sp@atholders' meeting shall be given to each kblter entitled to vote at such meeting;
provided, however, that if the authorized sharethefCorporation are proposed to be increasedaat BO days' notice in like manner shall be
given; and provided, further, that if the Act pnéises notice requirements for particular circumsémn(as in the case of the sale, lease or
exchange of the Corporation's assets other thtreinsual and regular course of business, or tiigener dissolution of the Corporation), 1
provisions of the Act shall govern. Notice may &g in person; by telephone, telegraph, teletgtestronically transmitted facsimile, or
other form of wire or wireless communication; aiico given, shall be effective when received by shareholder. Notice may also be given
by deposit in the United States mail, postage pdegjfaaddressed to the shareholder at the addfessch shareholder shown in the
Corporation's current record of shareholders, ahdo given, shall be effective when mailed. lfeiisuccessive notices mailed to any
shareholder in accordance with the provisions isf8ection 4 are returned as undeliverable, nbéuniotices to such shareholder shall be
necessary until another address for such shareatisldeade known to the Corporation. The notice special meeting shall, in addition, state
the meeting's purposes.

5. Quorum. Shares entitled to vote as a separate votingogmay take action on a matter at a meeting ordygéiorum of those shau
exists with respect to that matter. Unless otherwi®vided in the Act or in the Corporation's A of Incorporation a majority of the votes
entitled to be cast on a matter by a voting groupstitutes a quorum of that voting group for actionthat matter. In the absence of a quorum
at any shareholders' meeting, a majority of thes@resent in person or represented by proxy atittedrto vote on any matter at the meeting
may adjourn the meeting from time to time for aigeénot to exceed 120 days from the original ddthe@ meeting without further notice
(except as provided in Section 6 of this Articledhtil a quorum shall be present or represented.

6. Adjournment When a meeting is for any reason adjourned téhanalate, time or place, notice need not be gbfe¢he adjourned
meeting if the date, time and place thereof ar@anoed at the meeting at which the adjournmeraikisri. At the adjourned meeting, any
business may be transacted which might have bessdcted at the original meeting. If the adjournnisefor more than 120 days from the
date of the original meeting, or if, after the adjument, a new record date is fixed for the adjedrmeeting, a notice of the adjourned
meeting shall be given to each shareholder aseofi¢hv record date.

7. Order of Business(a) At each meeting of the shareholders, ther@tai or, in the absence of the Chairman, the Ghetutive
Officer or, in the absence of the Chief Executivid@r, such person as shall be selected by thedstzall act as chairman of the meeting.
The order of business at each such meeting shal loetermined by the chairman of the meeting.chiagrman of the meeting shall have the
right and authority to prescribe such rules, retijpis and procedures and to do all such acts angdfas are necessary or desirable for the
proper conduct of the meeting, including, withaatitation, the establishment of procedures forrtte@ntenance of order and safety,
limitations on the time allotted to questions omroents on the affairs of the Corporation, restiitsion entry to such meeting after the time
prescribed for the commencement thereof, and thaing and closing of the voting polls.

(b) At any annual meeting of shareholdendy such business shall be conducted as shadl been brought before the annual
meeting (i) by or at the direction of the chairntdrthe meeting, (ii) pursuant to the notice prodder in Article Il, Section 4 or
(iii) by any shareholder who is a holder of recatdhe time of the giving of such notice providedih this Article Il, Section 7, who
is entitled to vote at the meeting and who comphigk the procedures set forth in this Article $lection 7.

(c) For business properly to be brougtiole an annual meeting by a shareholder, the Isblaler must have given timely notice
thereof in proper written form to the Secretaryhe Corporation (the "Secretary"). To be timelghareholder's notice must be
delivered to or mailed and received at the prirlag@cutive offices of the Corporation not lessth20 days prior to the anniversary
date of the Corporation's proxy statement reletsstiareholders in connection with the previous pedf the date of the annual
meeting has been changed by more than 30 daystifitate contemplated at the previous year's amneeting, then 150 days prior
to the date of the annual meeting. To be in prepéten form, a shareholder's notice to the Secyethall set forth in writing as to
each matter the shareholder proposes to bringd#ferannual meeting: (i) a brief description & business desired to be brought
before the annual meeting and the reasons for @bimgusuch business at the annual meeting; (iilhdme and address of the
shareholder proposing such business and all pemsattities acting in concert with the sharehaldi@) the class and number of
shares of the Corporation which are beneficiallyned by the shareholder and all persons or enétigag in concert with such
shareholder; (iv) any material interest of the shatder in such business; and (v) any additiorfarimation as the Board or the Chief
Executive Officer of the Corporation shall deemessary or desirabl



The foregoing notice requirements shall be deeratigfied by a shareholder if the shareholder haifiew the Corporation of his or her
intention to present a proposal at an annual mgeiid such shareholder's proposal has been incindeproxy statement that has been
prepared by management of the Corporation to s@lioxies for such annual meeting; provided, howgthat if such shareholder does not
appear or send a qualified representative to ptesem proposal at such annual meeting, the Cdiparaeed not present such proposal for a
vote at such meeting, notwithstanding that proiiegspect of such vote may have been receivetidoCorporation. Notwithstanding
anything in the bylaws to the contrary, no busirgssl be conducted at any annual meeting excegtdordance with the procedures set f

in this Article 1l, Section 7. The chairman of amaal meeting shall, if the facts warrant, deteentimt business was not properly brought
before the annual meeting in accordance with tbgigions of this Article I, Section 7 and, if tikbairman should so determine, the chairman
shall so declare to the annual meeting and any Isusimess not properly brought before the annuaitimg shall not be transacted.

8. Shareholders' List A complete record of the shareholders entitleddtice of any shareholders' meeting (or an adpadimeeting
described in Section 6 of this Article 1) shall peepared by the Secretary of the Corporation. Shetneholders' list shall be arranged by
voting groups and, within each voting group by slasseries of shares, shall be alphabetical wighith class or series and shall show the
address of, and the number of shares of each $ashand series that are held by, each shareh@lleen used in these Bylaws, the term
"voting group" or "voting groups" shall have thean@ng assigned by the Act.) The shareholdersshiatl be available for inspection by any
shareholder beginning on the earlier of ten daysrbehe meeting for which the list was preparetirar business days after notice is given
and continuing through the meeting and any adjoentrthereof at the Corporation's principal officeaba place identified in the notice of
meeting in the city where the meeting will be hélcshareholder or his agent or attorney is entitiedvritten demand to inspect and, subject
to the requirements of the Act, to copy the listinig regular business hours and during the petigdavailable for inspection.

9.Voting.

(a) Except as provided by law or in thtiddes of Incorporation, at every meeting of skwmlders, or with respect to corporate
action which may be taken without a meeting, eadhtanding share having voting power is entitlednie vote, and each fractional
share, if any is outstanding, is entitled to a esponding fractional vote, on each matter votedtanshareholders' meeting provided,
however, that if (a) the notice of the meeting htal directors are to be elected, or the proxyestaint accompanying the notice of the
meeting, states conspicuously that cumulative gasrauthorized in the election, or (b) a sharetolgho has the right to cumulate
votes in the election of directors gives notic¢hi® Corporation, not less than forty-eight houfelethe time set for the meeting at
which directors are to be elected tiof shareholder's intent to cumulate votes dutiegiteeting, then each shareholder entitled to
at the election for directors shall be permittedumulate votes by multiplying the number of vdtes shareholder is entitled to cas
the number of directors for whom the shareholdentitled to vote and casting the product for glgirrandidate or distributing the
product among two or more candidates.

(b) A shareholder may vote the sharehtdddnares in person or by proxy. A shareholder apgoint a proxy by signing an
appointment form, either personally or by the shal@er's attorney-in-fact. A shareholder may appaiproxy by transmitting or
authorizing the transmission of a telegram, teletgpother electronic transmission providing atertstatement of the appointment to
the proxy, to a proxy solicitor, proxy support seevorganization, or other person duly authorizedhe proxy to receive appointme
as agent for the proxy, or to the Corporation; gktleat the transmitted appointment shall set forthe transmitted with written
evidence from which it can be determined that tieeholder transmitted or authorized the transioissf the appointment. An
appointment of a proxy is not effective against@ueporation until the appointment is received oy Corporation. The appointmen
effective for eleven months unless a differentqeis expressly provided in the appointment form.appointment of a proxy shall be
revocable by the shareholder except as may be fiedr provided by law.

(c) When a quorum is present at any mgedf shareholders, action on a matter, other tharelection of directors, by a voting
group is approved if the votes cast within the m@troup favoring the action exceed the voteswihtn the voting group opposing
the action, unless the matter is one upon whiciff@erent vote is required by express provision statute, or the Articles of
Incorporation, or these Bylaws, in which case sexbress provision shall govern and control thesiecion such matter.

10. Inspectors The chairperson of the meeting may at any tinpmag two or more inspectors to serve at a mediirthe
shareholders. Such inspectors shall decide upoguhkfications of voters, including the validity proxies, accept and count the votes for
against the matters presented, report the reduisch votes, and subscribe and deliver to thestagr of the meeting a certificate stating the
number of shares of stock within each voting grithgi is issued and outstanding and entitled to treteeon and the number of shares within
each voting group that voted for and against thearsapresented. The voting inspectors need nehheeholders of the Corporation, and any
director or officer of the Corporation may be aggactor on any matter other than a vote for ormegaiuch director's or officer's election to
any position with the Corporation or on any othatter in which such officer or director may be difg interested.

11. Meeting by Telecommunicatiotf and only if permitted by the Board of Direcsopmny or all of the shareholders may participate i
an annual or special shareholders' meeting byyeonteeting may be conducted through the use ofireeans of communication by which all
persons participating in the meeting may hear edoér during the meeting. If the Board of Directdedermines to allow shareholders to
participate in a shareholders' meeting by teleconication, the Board shall establish the terms amdlitions under which shareholders may
participate by such means and shall cause theenotithe meeting to contain such terms and conditi®nly shareholders who comply with
the terms and conditions indicated in such notiadl $e entitled to so participate by telecommutidcain the shareholders' meeting. A
shareholder participating in a meeting by telecomication in compliance with the terms and condsi@stablished by the Board of Direct
is deemed to be present in person at the met



ARTICLE IlI
Board of Directors

1. Authority, Election and TenureAll corporate power shall be exercised by or uriie authority of, and the business and affairs of
the Corporation shall be managed by, a Board cfddirs. The Board of Directors shall be electegbah annual meeting of shareholders. In
an election of directors, that number of candidatasaling the number of directors to be electedrgathe highest number of votes cast in
favor of their election shall be elected to the ®loaf Directors. The terms of the initial directarfsthe Corporation shall expire at the first
shareholders' meeting at which directors are aledtee term of each director who is not an initiméctor of the Corporation shall expire at
the next annual meeting of shareholders; provitlediever, that a director shall continue to serespite the expiration of his or her term,
until such director's successor shall be electeldshall qualify, or until such director's earliexath, resignation or removal.

2. Number and Qualification The number of directors shall be fixed from titodime by resolution of the Board of Directors and
may be increased or decreased from time to time$glution of the Board of Directors, but no deseein the number of directors shall have
the effect of shortening the term of any incumhsirgctor. Directors must be natural persons at [Bayears of age but need not be
shareholders or residents of the State of Colorado.

3. Chairman of the Board; Powers and DutieBhe Board may, at its election, appoint a Chairmigthe Board (the "Chairman"). If
such an officer is elected, he or she will, if grts preside at all meetings of the Board andhelle such other powers and duties as may
time to time be assigned to him or her by the Board

4. Notification of Nomination Subject to Article 1, Section 2, and subjecthe rights of the holders of any class or serfestack
having a preference over the common stock as idetids or upon liquidation, nominations for thecélan of directors may be made by the
Board or by any shareholder who is a shareholdegaifrd at the time of giving of the notice of nowation provided for in this Section 4 and
who is entitled to vote for the election of direstaAny shareholder of record entitled to votetf@ election of directors at a meeting may
nominate persons for election as directors ontiyriely written notice of such shareholder's intentake such nomination is given, either by
personal delivery or by United States mail, posiaggpaid, to the Secretary in accordance with kil Section 7(c). Each such notice shall
set forth: (a) the name and address of the shatehalho intends to make the nomination, of all pessor entities acting in concert with the
shareholder, and of the person or persons to bénatea; (b) a representation that the sharehotdariolder of record of stock of the
Corporation entitled to vote at such meeting amenids to appear in person or by proxy at the mgétimominate the person or persons
specified in the notice; (c) a description of atbmgements or understandings between the shasgtanid each nominee and any other person
or entities acting in concert with the shareholgeming such person or entities) pursuant to witietmomination or nominations are to be
made by the shareholder; (d) such other informatgarding each nominee proposed by the sharehaddeould have been required to be
included in a proxy statement filed pursuant toghexy rules of the Securities and Exchange Comionidsad each nominee been nominated,
or intended to be nominated, by the Board; (elthss and number of shares of the Corporatioratteabeneficially owned by the sharehol
and all persons or entities acting in concert whthshareholder; and (f) the consent of each namtiméeing named in a proxy statement as
nominee and to serve as a director of the Corgmrdtiso elected. The chairman of the meeting neflyse to acknowledge the nomination of
any person not made after compliance with the fairegprocedure. Only such persons who are nomiriatadcordance with the procedures
set forth in this Section 4 shall be eligible toveeas directors of the Corporation.

5.  Quorum and Voting A majority of the number of directors fixed byiaraccordance with Section 2 of this Article IHagl
constitute a quorum at all meetings of the BoarBioéctors. The vote of a majority of the directpresent at a meeting at which a quorum is
present shall be the act of the Board of Directexsept as otherwise required by the Act. The oheair of the meeting or a majority of the
directors present may adjourn the meeting to amaitme and place whether or not a quorum is pregsrany adjourned meeting at which a
guorum is present, any business may be transadtith wmight have been transacted at the meetingigisally called.

6. Place of Meetings Any meeting of the Board of Directors may be hatiduch place or places either within or withtat State of
Colorado as shall from time to time be determingdhle Board of Directors and as shall be designiatéige resolution of the Board of
Directors fixing the date, time and place of thgular meetings of the Board of Directors or in titice of special meeting.

7. Regular Meetings Regular meetings of the Board of Directors shalheld at such dates, times and places as magtéerdned b
the Board of Directors. Regular meetings of therBad Directors may be held without notice of thete] time, place or purpose of the
meeting.

8. Special MeetingsSpecial meetings of the Board of Directors maygdléed by the Chairman of the Board or by a majaf the
directors.

9. Notice of MeetingsNotice of the date, time and place of each speviting of directors shall be given to each doeat least tw
days prior to such meeting. The notice of a spenidting of the Board of Directors need not sta¢epurposes of the meeting. Notice to each
director of any special meeting may be given irsper by telephone, telegraph, teletype, electrdigidt@ansmitted facsimile, or other form of
wire or wireless communication; or by mail or ptiz@arrier. Oral notice to a director of any splegiaeting is effective when communicated.
Written notice to a director of any special meetimgluding without limitation notice sent by elemic malil, is effective at the earliest of:

(a) the date received; (b) five days after it ipaiited in the United States mail, properly addrégs the last address for the director show
the records of the Corporation, first class postageaid; (c) the date shown on the return redkiptiled by registered or certified mail,
return receipt requested, postage prepaid, in thitetl States mail and if the return receipt is sijby or on behalf of the director to whom



notice is addressed.

10. Organization, Agenda and Procedur&he Chairman of the Board or, in the absencé@Chairman of the Board, the President or
in the President's absence, any director chosenrbgjority of the directors present, shall actlasperson of the meetings of the Board of
Directors. The Secretary, any Assistant Secretarginy other person appointed by the chairpersah att as secretary of each meeting of
Board of Directors. The agenda of and procedursidch meetings shall be as determined by the Bafdbirectors.

11. Rules and RegulationsThe Board may adopt such rules and regulatiohgonsistent with the provisions of law, the Al¢is or
these bylaws for the conduct of its meetings andagament of the affairs of the Corporation as tharB may deem proper.

12. Meeting by Telecommunicatio®®ne or more members of the Board of Directoranyr committee designated by the Board of
Directors may hold or participate in a meetingtaf Board of Directors or such committee throughube of any means of communication by
which all persons participating can hear each adhéne same time.

13. Resignation Any director of the Corporation may resign at dnye by giving written resignation notice to thedd, the
Chairman, the Chief Executive Officer, the Presidenthe Secretary of the Corporation. Such restign shall take effect at the date of
receipt of such notice or at any later time speditherein and, unless otherwise specified thetieéhacceptance of such resignation shall not
be necessary to make it effective, unless it seiges. A director who resigns may deliver to ther8tary of State for filing a statement to-
effect.

14. Removal Any director may be removed, either with or withcause, at any time, at a special meeting o$liaeeholders called
and held for such purpose if the number of votes icefavor of removal exceeds the number of votest against removal; provided, howe
that if a director is elected by a voting groupsbéreholders, only the shareholders of that vagnegip may participate in the vote to remove
that director. A vacancy in the Board of Directoasised by any such removal may be filled by thep@m@ttion's shareholders at such meeting
or, if the shareholders at such meeting shaltdefill such vacancy, by the Board of Directorspasvided in Section 14 of this Article III.

15. Vacancies If a vacancy occurs on the Board of Directors|uding a vacancy resulting from an increase innimeber of director:
(a) the shareholders may fill the vacancy at thé aenual meeting or at a special meeting calledhfat purpose; or (b) the Board of Direct
may fill the vacancy; or (c) if the directors remiaig in office constitute fewer than a quorum o Board of Directors, they may fill the
vacancy by the affirmative vote of a majority dfthle directors remaining in office. The term adieector elected to fill a vacancy pursuant to
subparagraph (b) or (c) of the foregoing senterp@es at the next annual shareholders' meeting.té&m of a director elected to fill a
vacancy pursuant to subparagraph (a) of this Sedoshall be the unexpired term of such directmeslecessor in office; except that, if the
director's predecessor had been elected to fllcancy pursuant to Subparagraph (b) or (c) ofSbigion 15, the term of a director elected
pursuant to Section (a) of this Section 15 shathigzeunexpired term of the last predecessor eldntete shareholders. If the vacant
directorship was held by a director elected by tingogroup of shareholders and one or more of ¢éneaining directors were elected by the
same voting group, only such directors are entiibedote to fill the vacancy if it is filled by dictors, and they may do so by the affirmative
vote of a majority of such directors remaining ffice; and only the holders of shares of that vptimoup are entitled to vote to fill such
vacancy if it is filled by the shareholders.

16. Compensation of DirectorsEach director may be paid such compensatiorxad from time to time by resolution of the Board of
Directors, together with reimbursement for the osable and necessary expenses incurred by suchadiie connection with the
performance of such director's duties. Nothing imecentained shall be construed to preclude argcthr from serving the Corporation in a
other capacity or any of its subsidiaries in artyeotcapacity and receiving proper compensatioretber

17. Executive and Other CommittedSxcept as otherwise required by the Act, the BadiDirectors, by resolution adopted by the
greater of a majority of the number of directorefl by or in accordance with Section 2 of this detilll or the number of directors required
to take action pursuant to Section 5 of this Aetidl, may designate from among its members anwikarcommittee and one or more other
committees each of which, to the extent provideth@resolution and except as otherwise presciietie Act, shall have and may exercise
all of the authority of the Board of Directors lmeetmanagement of the Corporation, except that nondtiee shall: (a) authorize distributions;
(b) approve or propose to shareholders actionttigaf\ct requires to be approved by shareholdefdil(eacancies on the Board of Directors
or on any of its committees; (d) amend the Artidécorporation; (e) adopt, amend, or repealdéhggaws; (f) approve a plan of merger
requiring shareholder approval; (g) authorize grape reacquisition of shares, except accordirgftrmula or method prescribed by the
Board of Directors; or (h) authorize or approveigstance or sale of shares, or a contract fosateof shares, or determine the designation
and relative rights, preferences, and limitatioha olass or series of shares, except that witheego this clause (h) the Board of Directors
may authorize a committee to do so within limite@fically prescribed by the Board of Directors €Tprovision of these Bylaws governing
meetings, action without meeting, notice, waivenofice, and quorum and voting requirements o&bard of Directors shall apply to
committees and the members thereof.

ARTICLE IV

Waiver of Notice by Shareholders and Directors and\ction
of Shareholders and Directors by Consent

1. Waiver of Notice A shareholder may waive any notice required leyAbt or by the Articles of Incorporation or thé&dgaws, and
a director may waive any notice of a directors' timge whether before or after the date or timeestanh the notice as the date or time w



any action will occur or has occurred. The waivealkbe in writing, be signed by the shareholdediogctor entitled to the notice, and be
delivered to the Corporation for inclusion in thenates or filing with the corporate records, buttsaelivery and filing shall not be conditic
of the effectiveness of the waiver. Attendance siareholder at a meeting waives objection to tdalotice or defective notice of the
meeting, unless the shareholder at the beginnitigeofneeting objects to holding the meeting ordaating business at the meeting becau
lack of notice or defective notice, and waives otiga to consideration of a particular matter & theeting that is not within the purpose or
purposes described in the meeting notice unlesshthholder objects to considering the matter vitherpresented. A director's attendance
at or participation in a meeting waives any reglimetice to him or her of the meeting unless thmeator, at the beginning of the meeting or
promptly upon his or her later arrival, objecthtidding the meeting or transacting business afrteeting because of lack of notice or
defective notice and does not thereafter vote f@assent to action taken at the meeting, or ifigp@otice was required of a particular purg
pursuant to the Act, the director objects to trating business with respect to the purpose for vkiech special notice was required and does
not thereafter vote for or assent to action takeheameeting with respect to such purpose.

2. Action Without a MeetingAny action required or permitted to be taken ateseting of the shareholders, directors or memdseas
executive or other committee, as applicable, mataken without a meeting if all shareholders eatitlo vote with respect to such action, or
all directors or all members of an executive orottommittee, as the case may be, give writtenegarte such action in writing. The record
date for determining shareholders entitled to &dteon without a meeting is the date a writing updrich the action is taken, pursuant to this
Section 2 of Article IV, is first received by thefporation. Any shareholder who has signed a vwgitiascribing and consenting to action
taken pursuant to this Section 2 of this ArticlerMy revoke such consent by a writing signed by shhareholder describing the action and
stating that the shareholder's prior consent thasatevoked, if such writing is received by ther@wation before the effectiveness of the
action. Action taken without a meeting shall besefive: in the case of an action of shareholdexrsfdhe date the last writing necessary to
effect the action is received by the Corporatioles® all of the writings necessary to effect thioacspecify another date, which may be
before or after the date the writings are recelwethe Corporation; and in the case of directar8ba, action is taken when the last director
signs a writing describing the action taken unlesfore such time the Secretary has received aewnitvocation of the consent of any other
director, and any action so taken shall be effectitithe time taken unless the directors spedifijfarent effective date.

ARTICLE V
Officers

1. Number; Term of OfficeThe officers of the Corporation shall be sucliceifs as the Board may from time to time determivtdach
may include a Chief Executive Officer, Presidertje€ Financial Officer, General Counsel and onenore Vice Presidents (including,
without limitation, Assistant, Executive and Senbce Presidents) and a Treasurer, Secretary antt@ler and such other officers or agents
with such titles and such duties as the Board may time to time determine, each to have such aitghéunctions or duties as provided in
these bylaws or as the Board may from time to ti@iermine, and each to hold office for such terrmag be prescribed by the Board and
until such person's successor shall have been clwskshall qualify, or until such person's deathesignation, or until such person's remu
in the manner hereinafter provided. One person nady the offices and perform the duties of any twanore of said officers; provided,
however, that no officer shall execute, acknowlegigeerify any instrument in more than one capaiiuch instrument is required by law,
the Articles or these bylaws to be executed, ackedged or verified by two or more officers. The Bbanay from time to time authorize any
officer to appoint and remove any such other off@nd agents and to prescribe their powers anesdthe Board may require any officel
agent to give security for the faithful performaméesuch person's duties.

2. Resignation, Removal and Vacancidsy officer may resign at any time by giving vtem notice of resignation to the Board of
Directors, the Chief Executive Officer, or the Ssary. Such resignation shall take effect whemthtece is received by the Corporation un
the notice specifies a later effective date, armpimnce of the resignation shall not be necessagnder such resignation effective. Any
officer may be removed, either with or without oausy the Board at any meeting thereof or, exaetié case of any officer elected by the
Board, by any superior officer upon whom such pomay be conferred by the Board. If any office beesmacant for any reason, the
vacancy may be filled by the Board of Directors. dfficer appointed to fill a vacancy shall be apyed for the unexpired term of such
officer's predecessor in office and shall contimueffice until a successor shall be elected oroaed and shall qualify, or until such office
earlier death, resignation or removal. The appagminof an officer shall not itself create contraghts in favor of the officer, and the remo
of an officer does not affect the officer's contnaghts, if any, with the Corporation and the gesition of an officer does not affect the
Corporation's contract rights, if any, with theioéf.

3. Chief Executive Officer; Powers and DutieSubject to the control of the Board, the Chieéé&xtive Officer shall supervise and
direct generally all the business and affairs ef@orporation. Any document may be signed by thef@®xecutive Officer or any other
person who may be thereunto authorized by the Bowatide Chief Executive Officer. The Chief Execet®fficer may appoint such assistant
officers as are deemed necessary.

4. President, Executive Vice Presidents, Senior ViesiBents and Vice Presidents; Powers and DutiHse President may be the
chief operating officer of the Corporation. The $tdent and each Executive Vice President, eacloB¥ite President, and each Vice
President shall have such powers and perform sutdsdas may be assigned by the Board of Directiotise Chief Executive Officer.

5. Secretary and Assistant Secretaries; Powers anieBuThe Secretary shall attend all meetings of tleediolders and the Board
and shall keep the minutes for such meetings inoomeore books provided for that purpose. The Sagreshall be custodian of the corporate
records, except those required to be in the custbtlye Treasurer or the Controller, shall keepsbal of the Corporation, and shall execute
and affix the seal of the Corporation to all docatseduly authorized for execution under seal oralfeif the Corporation, and shall perfo



all of the duties incident to the office of Secrgtas well as such other duties as may be assigy#ue Chief Executive Officer or the Board.

The Assistant Secretaries shall perfornhsafd¢he Secretary's duties as the Secretary Bballtime to time direct. In case of the abse
or disability of the Secretary or a vacancy indfffece, an Assistant Secretary designated by thef@&xecutive Officer or by the Secretary, if
the office is not vacant, shall perform the dutéshe Secretary.

6. Chief Financial Officer; Powers and Dutie§ he Chief Financial Officer shall be responsifolemaintaining the financial integrity
of the Corporation, shall prepare the financiahpléor the Corporation, and shall monitor the ficiahperformance of the Corporation and its
subsidiaries, as well as performing such othereduis may be assigned by the Chief Executive @fficthe Board.

7. Treasurer and Assistant Treasurers; Powers andd3ufihe Treasurer shall have care and custody dits and securities of
the Corporation, shall deposit such funds in the@and to the credit of the Corporation with suepasitories as the Treasurer shall approve,
shall disburse the funds of the Corporation forpgreexpenses and dividends, and as may be ordgtbe Board, taking proper vouchers for
such disbursements. The Treasurer shall perforof &tle duties incident to the office of Treasuees well as such other duties as may be
assigned by the Chief Executive Officer or the Bloar

The Assistant Treasurers shall perform saiche Treasurer's duties as the Treasurer gioafi fime to time direct. In case of the absence
or disability of the Treasurer or a vacancy in tffice, an Assistant Treasurer designated by thef@xecutive Officer or by the Treasurer
the office is not vacant, shall perform the dutéthe Treasurer.

8. General Counsel; Powers and DutieShe General Counsel shall be the chief legateffof the Corporation. The General Counsel
shall have such power and exercise such autharitypeovide such counsel to the Corporation as dderaeessary or desirable to enforce the
rights and protect the property and integrity @& @orporation, shall also have the power, authoaityl responsibility for securing for the
Corporation all legal advice, service, and counggland shall perform all of the duties incidenttte office of General Counsel, as well as
such other duties as may be assigned by the Crefulive Officer or the Board.

9. Controller and Assistant Controllers; Powers andtigs. The Controller shall keep and maintain in good kwful order all
accounts required by law and shall have sole cbatter, and ultimate responsibility for, the acctsuand accounting methods of the
Corporation and the compliance of the Corporatidth @il systems of accounts and accounting regadatprescribed by law. The Controller
shall audit, to such extent and at such times gsbhmaequired by law or as the Controller may thieicessary, all accounts and records of
corporate funds or property, by whomsoever kemt,fansuch purposes shall have access to all stedbuats and records. The Controller
shall make and sign all necessary and proper atiogustatements and financial reports of the Caafion, and shall perform all of the duties
incident to the office of Controller, as well agbwther duties as may be assigned by the Chigfuifive Officer or the Board.

The Assistant Controllers shall performtso€the Controller's duties as the Controller sfram time to time direct. In case of the
absence or disability of the Controller or a vagaincthe office, an Assistant Controller designatgdhe Chief Executive Officer or the
Controller, if the office is not vacant, shall parh the duties of the Controller.

10. Salaries. The salaries of all officers of the Corporatitnals be fixed by or in the manner provided by traaRl. No officer shall be
disqualified from receiving a salary by reasonlebadeing a director of the Corporation.

ARTICLE VI
Indemnification and Advancement of Legal Expenses
1. Mandatory Indemnification and Advancement of Ldfygienses

(&) To the extent set forth in this Satl, the Corporation (i) shall indemnify any perseho was, during the Covered Time,
either a director or an Officer of the Corporatiagainst any Liability incurred in connection wihy Proceeding in which such per
is, was, or is threatened to be made a party, &soreof the fact that such person was serving im@demnified Capacity during the
Covered Time; and (ii) shall advance reasonablal legpenses incurred in good faith by such pems@udvance of the final dispositi
of such a Proceeding.

(b) To be entitled to indemnification asdivancement of legal expenses under this Sectithre person seeking indemnification
or advancement of legal expenses (i) must haveumed himself or herself in good faith; (i) muste reasonably believed in the
case of conduct in an official capacity with ther@wation, that his or her conduct was in the Coapon's best interests and, in all
other cases, that his or her conduct was at leagipposed to the Corporation's best interests{i@hah the case of any criminal
proceeding, must have had no reasonable causéduebhis or her conduct was unlawful. The Corporashall not indemnify any
person who (x) in the case of a proceeding by t¢inéright of the Corporation, is adjudged lialwghe Corporation, or (y) in
connection with any other proceeding charging thatperson derived an improper personal benefigtindr or not involving action in
an official capacity, is adjudged liable on theibdisat the person derived an improper personatfiten

(c) To be entitled to indemnification aadlvancement of legal expenses under this Sectittve person seeking indemnification
or advancement of legal expenses must cooperateavitl provide assistance to, the Corporationeasonably requested by 1



Corporation in connection with any Proceeding. Stmbperation and assistance shall include, buttidimited to, (i) giving the
Corporation prompt notice of any Proceeding andnyf significant developments in any Proceedinyaflowing the Corporation to
have complete charge of the defense and settlesfisnth Proceeding; (iii) allowing the Corporatimnselect counsel for such pers
(iv) submitting to interviews by legal counsel the Corporation or any other representative ofGbgoration's management;

(v) providing to the Corporation unrestricted acctsthe transcript of such person's testimonyninRroceeding; and (vi) providing to
the Corporation copies of any documents in theggsen of such person that the Corporation deelegam to any Proceeding. The
obligation to provide documents in clause (vi) Ehal require the person seeking indemnificatioma@vancement of legal expenses to
waive either the attorney-client or the work pradmévilege with respect to such person's own celres long as such person notifies
the Corporation of any claim of privilege and tlasis for such claim.

(d) To be entitled to advancement of leg@enses under this Section 1, the person seakivgncement must provide to the
Corporation an undertaking, in form and substaatisfactory to the Corporation, pursuant to whioh person, among other things,
shall be required to (i) affirm and represent ® @orporation that he or she has complied withstardard of conduct set forth in
Article VI, Section 1(b); (ii) agree to provide queration and assistance to the Corporation in therr provided in Article VI,

Section 1(c); (iii) submit invoices for legal sex@s and related expenses of counsel in such maartke Corporation requests;

(iv) obligate such person to repay to the Corporatiny legal expenses advanced to such persois ifliimately determined that the
advancement of legal expenses is not providedrideuthese Bylaws or permitted under applicable &wd (v) subrogate any rights
such person may have to recover any amounts frgnthénal party, including, but not limited to, anigints to any insurance coverage
that may be available under any insurance poliogymed by or on behalf of the Corporation, and take action reasonably necessary
to assist or enable the Corporation to recover smobunts.

(e) Notwithstanding anything in these &ys$ to the contrary, to the extent that an insweammenpany provides defense counsel
to any person seeking indemnification in connectigth a Proceeding, the Corporation shall not lmpired to pay for the legal
expenses or costs of such person.

() The Corporation shall not be reqgdite indemnify or advance legal expenses in angdading in which the person seeking
indemnification or advancement of legal expenseerés claims, counterclaims, or cross-claims agé#iesCorporation.

(g) If a person seeking indemnificatioradvancement of legal expenses is entitled tonmifécation or advancement of legal
expenses (or both) from the Corporation and omaare Affiliate Corporations (whether under the lydeor the organizing docume
of such entities or under applicable law), the @oation and any such Affiliate Corporation may deti@e which of them will
indemnify and advance legal expenses to such pekmperson shall be entitled to receive paymenttfe same legal expenses or the
same Liability from more than one entity.

(h) To the extent that any person istkatito the advancement of legal expenses or indEation, such rights shall inure to the
benefit of such person's heirs, executors, admai@ts, and personal representatives.

2. Indemnification and Advancement of Legal Expensésea Discretion of the Corporatiarin addition to its obligations to
indemnify and advance legal expenses as set foidection 1 above, the Corporation may, in its gederetion and to the maximum extent
permitted by law (a) indemnify any person who ismais a director, an Officer, an agent or an em@mfehe Corporation, or any other
person designated by the Board, against any Ligliicurred in connection with any Proceeding inahhsuch person is, was, or is threate
to be made, a party or a witness, and (b) advagad expenses incurred by such person in advanite dihal disposition of such Proceedi
At a minimum, the conditions, limitations, and regments set forth in Sections 1(b) through 1(gyl & Section 3 shall apply to each person
and in each instance in which the Corporation agteéendemnify or to advance legal expenses unhes€orporation expressly waives the
condition, limitation, or requirement in writing.lllagreements on the part of the Corporation t@mdify or to advance legal expenses to any
person under this Section 2 must be in writingnstgby an authorized officer or authorized directiothe Corporation, to be enforceable
against the Corporation.

3. General Provisions Applicable to Indemnificatiordafsddvancement of Legal Expenses

(a) The Corporation may waive any cowditio the indemnification of, or the advancemenegil expenses to, any person, to
the extent permitted by applicable law, in conrattvith any Proceeding, including a Proceeding ghbioy or in the right of the
Corporation. No waiver will be effective unlessamiting, signed by an authorized officer or autlzed director of the Corporation. |
waiver in any instance will obligate the Corporatto waive its rights with respect to any othetamge. Neither payment of, nor any
agreement by the Corporation to pay, legal expemisad.iability to or on behalf of a person, st@derate as a waiver or obligate the
Corporation to advance legal expenses or to indgmnich person if not otherwise required by theaBid.

(b) The rights granted by this Article $Hall not be deemed exclusive of any other rightshich those seeking
indemnification, contribution, or advancement afdeexpenses may be entitled under any statutelearbf incorporation, agreement,
contract of insurance, vote of shareholders ontésested directors, or otherwise.

(c) The Corporation shall not be liablelar this Article for any amounts paid in settletnafrany Proceeding effected without
its written consent, which the Corporation may Wahd in its sole discretion.

(d) The Corporation shall not be requiteddvance legal expenses in connection with ad@ding or to indemnify any pers



for any Liability to the extent that the personldeg advancement of legal expenses or indemnibiadtias received payment of such
legal expenses or such indemnification from ango#fource. Any payment made by the Corporatiotheradvancement of legal
expenses or indemnification in connection with Bngceeding is subject to the duty on the part efréitipient to repay to the
Corporation any amounts received by the recipienséich purposes under any insurance policy, a§hontribution, agreement or
otherwise, and the Corporation shall be subrogatélde rights of the recipient with respect to aogh payments due to the recipient
from any source.

4. Definitions. For purposes of this Article VI:

(a) "Affiliate Corporation” means an éytihat directly or indirectly, through one or maenéermediaries, controls, or is
controlled by, or is under common control with, ©erporation;

(b) "Covered Time" means the period dyrirhich this Article VI of these Bylaws remainseffect;
(c) "Officer" means a person who is apped as an officer of the Corporation by or on lfedfahe Board of Directors;

(d) "Indemnified Capacity" means any atidervices by the person seeking indemnificatioone or more capacities as a
director, Officer, employee, or agent of the Cogtimn or, at the request of the Corporation, asectbr, officer, employee, agent,
fiduciary, or trustee of another corporation, parship, joint venture, trust, employee benefit plamother entity or enterprise;

(e) "Liability" means any damage, judgm@mount paid in settlement, fine, penalty, extiseassessed with respect to an
employee benefit plan, reasonable expert witnesss feasonable costs of investigation, reason#blmeays' fees and disbursements,
or other reasonable costs or legal expenses ofi@uye incurred in connection with any Proceedarg)

() "Proceeding” means any threateneddmg, or completed action, suit, appeal, or ofinreceeding of any nature, whether
civil, criminal, administrative, or investigativeshether formal or informal, whether brought by mthe right of the Corporation, a
class of its security holders or otherwise, but@kes any threatened, pending, or completed adiah,appeal or other proceeding
brought by any person for the purpose of requitirgCorporation to indemnify such person or to adeahe legal expenses of such
person.

ARTICLE VII
Shares of Stock

1. Share Ownership. (a) The sharekefXorporation may but need not be represente@it§icates. Unless the Act or another law
expressly provides otherwise, the fact that theeshare not represented by certificates shall haweffect on the rights and obligations of
shareholders. If the shares are represented hficzes, such certificates shall be signed eithanually or in facsimile by the president or a
vice-president, and by the treasurer or an assistasurer, or the secretary or an assistanttsggref the corporation. If the person who
signed, either manually or in facsimile, a shamtifigate, no longer holds office when the certiie is issued, the certificate is nevertheless
valid. Every certificate representing shares isduethe Corporation shall state the number andsatfshares and the designation of the
series, if any, the certificate represents, andl stizerwise be in such form as is required by &vd as the Board of Directors shall prescribe.

(b) The stock ledger and blank shardfaetes shall be kept by the Secretary or by asier agent or by a registrar or by any
other officer or agent designated by the Board.

2. Transfer of Shares. Transfers ofeshaf stock of each class of the Corporation dk@linade only on the books of the Corporation
by the holder thereof, or by such holder's attotheyeunto authorized by a power of attorney dubceated and filed with the Secretary or a
transfer agent for such stock, if any, and on swlee of the certificate or certificates, if anyr fuch shares properly endorsed or accompanie
by a duly executed stock transfer power (or by pravidence of succession, assignment or authorityansfer) and the payment of any ta
thereon; provided, however, that the Corporaticalldie entitled to recognize and enforce any lawdgtriction on transfer. The person in
whose name shares are registered on the booke Gfdtporation shall be deemed the owner thereddlfqrurposes as regards the
Corporation; provided, however, that whenever aaggfer of shares shall be made for collateralritgcand not absolutely, and written
notice thereof shall be given to the Secretarpauich transfer agent, such fact shall be statéteientry of the transfer. No transfer of shares
shall be valid as against the Corporation, itsethalders and creditors for any purpose, excepridar the transferee liable for the debts of
the Corporation to the extent provided by law, lih8hall have been entered in the stock recofdeeCorporation by an entry showing from
and to whom transferred.

3. Registered Shareholders and Addresses of Sharekol(#® The Corporation shall be entitled to recogrnie exclusive right of a
person registered on its records as the ownerarestof stock to receive dividends and to voteuak swner, shall be entitled to hold liable
for calls and assessments a person registered oacitrds as the owner of shares of stock, antirsbtabe bound to recognize any equitabl
other claim to or interest in such share or shafesock on the part of any other person, whetheros it shall have express or other notice
thereof, except as otherwise provided by the lai#Satorado.

(b) Each shareholder shall designatbedSecretary or transfer agent of the Corporatioadairess at which notices of meeti



and all other corporate notices may be given th gerson, and, if any shareholder shall fail tdgfeste such address, corporate
notices may be given to such person at such psrpost office address, if any, as the same appeatse stock record books of the
Corporation or at such person's last known poste#iddress.

4. Lost, Destroyed and Mutilated CertificateShe Corporation may issue to any holder of shafasock the certificate for which has
been lost, stolen, destroyed or mutilated a nevificate or certificates for shares, upon the suiler of the mutilated certificate or, in the case
of loss, theft or destruction of the certificatppua satisfactory proof of such loss, theft or degton. The Board, or a committee designated
thereby, or the transfer agents and registrar@stock, may, in their discretion, require thenewof the lost, stolen or destroyed certificate,
or such person's legal representative, to giveCtmporation a bond in such sum and with such swesureties as they may direct to
indemnify the Corporation and said transfer agantsregistrars against any claim that may be madecoount of the alleged loss, theft or
destruction of any such certificate or the issuasfcich new certificate.

5. Fixing Record Date The Board of Directors may fix in advance a dege record date for the determination of the $iudders
entitled to a notice of or to vote at any meetifighareholders or entitled to receive payment gfdiaidend or other distribution or allotment
of rights in respect of any change, conversionxahange of stock, or for the purpose of any otherflll action. Such record date shall not be
more than 70 days before the meeting or actioniriegua determination of shareholders; except thatrecord date for determining
shareholders entitled to take action without a ingetr entitled to be given notice of action soetaks the date upon which a writing upon
which such action is taken is first received by @wporation. Only such shareholders as shall bestiolders of record on the date so fixed
shall be so entitled with respect to the mattevhach the same relates. If the Board of Directdrallsnot fix a record date as above provided,
then the record date shall be determined in acooslwith the Act.

6. Transfer Agents and Registrars; Regulatiofi$ie Board of Directors may appoint one or maa@dfer agents or registrars with
respect to shares of the stock of the Corporafibe.Board of Directors may make such rules andlatigns as it may deem expedient and as
are not inconsistent with these Bylaws, concertiirggissue, transfer and registration of certifisdte shares of the stock of the Corporation.

ARTICLE VIII
Miscellaneous

1. Corporate Seal The corporate seal shall be in the form apprdaerksolution of the Board of Directors. Said sealy be used by
causing it or a facsimile thereof to be impressedffixed or in any other manner reproduced. Theragssion of the seal may be made and
attested by either the Secretary or any Assistaote®ary for the authentication of contracts oeothapers requiring the seal.

2. Fiscal Year. The fiscal year of the Corporation shall endlon 31st day of December in each year.

3.  AmendmentsAny bylaw may be adopted, repealed, altered arated by the affirmative vote of two-thirds of eatire Board at
any meeting thereof; provided that notwithstandingthing else in these bylaws, this proviso in fiiig sentence of Article VIII, and the last
sentence of Article VIII may only be amended ore@pd by an affirmative vote of three-fourths & Board at any meeting thereof. The
shareholders of the Corporation shall have the péovamend, alter or repeal any provision of tHedaws only to the extent and in the
manner provided in the Articles.
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* This Table of Contents does not constitute pathefindenture

INDENTURE dated as of April 15, 1990 frorhéflMountain States Telephone and Telegraph Comjpa@g|orado corporation (the
"Company"), to The First National Bank of Chicagmational banking association duly organized aalidily existing under the laws of the
United States of America (the "Trustee").

RECITALS OF THE COMPANY

The Company has duly authorized the exenwtnd delivery of this Indenture to provide foe tesuance from time to time of its
unsecured debentures, notes or other evidenced@btedness (the "Securities") as herein provided.

All things necessary to make this Indenausalid agreement of the Company, in accordante it terms, have been done.

For and in consideration of the premisabtae purchase of the Securities by the Holdenetigit is mutually covenanted and agreed as
follows for the equal and ratable benefit of thddéos of the Securities:

ARTICLE |

DEFINITIONS AND INCORPORATION BY REFERENCE
SECTION 1.01. Definitions.

"Affiliate" means any person directly odirectly controlling or controlled by, or under éat or indirect common control with, the
Company.

"Agent" means any Paying Agent or Registrar

"Authorized Newspaper" means a newspapgenéral circulation, in the official language bé tcountry of publication or in the English
language, customarily published on each businegsvilhenever successive weekly publications in athétized Newspaper are required
hereunder, they may be made (unless otherwise &stpnerovided herein) on the same or different deythe week and in the same or
different Authorized Newspapers.

"Board of Directors" means the Board ofdaiors of the Company or any duly authorized cotemithereof.

"Board Resolution" means a copy of a resmuof the Board of Directors, certified by thecBtary or an Assistant Secretary of the
Company, to have been adopted by the Board of Wireand to be in full force and effect on the d#tthe certificate.

"Company" means the party named as sutifisindenture until a successor replaces it antetifter means the successor.

"Company Order" means an order signed loy@ifficers or by any Officer and an Assistant Trgas or an Assistant Secretary of the
Company.

"Default" means any event which is, or aftetice or passage of time would be, an EventefaDit.
"Depositary" means The Depository Trust @any until a successor replaces it and thereaftansithe successor.

"Holder" or "Securityholder" means a bearean Unregistered Security or of a coupon appertg thereto or a person in whose name a
Registered Security is registered on the Registbaoks.

"Indenture” means this Indenture as amemdadipplemented from time to time and shall ineltite forms and terms of particular Se
of Securities established as contemplated hereunder

"interest," when used with respect to aigi@al Issue Discount Security which by its terneats interest only after maturity, means
interest payable after maturity.

"Officer" means the President, any VicesRtent, the Secretary, or any Assistant SecretattyeoCompany.

"Officers' Certificate” means a certificaigned by two Officers or by any Officer and arsisgant Treasurer or an Assistant Secretary of
the Company



"Opinion of Counsel" means a written opmif legal counsel who is acceptable to the Comentlythe Trustee. The counsel may be an
employee of or counsel to the Company or the Teuste

"Original Issue Discount Security" meang &ecurity which provides for an amount less thenstated principal amount thereof to be
due and payable upon declaration of acceleratidgheomaturity thereof pursuant to Section 6.02.

"principal” of a debt security means thimgipal of the debt security plus, when approprittie premium, if any, on the debt security.
"Registered Global Security" means a Regist Security issued to the Depositary in accorelavith Section 2.15 hereof.

"Registered Security" means any Secunitgl@iding a Registered Global Security) issued heteuand registered as to principal and
interest by the Registrar.

"Responsible Officer”, when used with rextfie the Trustee, means the chairman or any vieérman of the board of directors or
trustees, the chairman or any vice-chairman oe#eeutive committee of the board of directors ostges, the president, any vice-president,
the treasurer, the secretary, any trust officey,smtond or assistant vice-president or any otfiieeo or assistant officer of the Trustee
customarily performing functions similar to thoserformed by the persons who at the time shall loé stficers, respectively, or to whom
any corporate trust matter is referred becausésdéfowledge of and familiarity with a particulartgect.

"SEC" means the Securities and Exchangendission.

"Series" or "Series of Securities" measges of Securities as established by Section 2.02

"Securities" means the debentures, notesher obligations of the Company issued, authateit and delivered under this Indenture.
"TIA" means the Trust Indenture Act of 193% U.S.C. §8 77aaa-77bbbb) as in effect on tie afethis Indenture.

"Trustee" means the party named as sutthigrindenture until a successor replaces it antetifter means the successor and if, at any
time, there is more than one Trustee, "Trusteelsas with respect to the Securities of any Sehafi mean the Trustee with respect to that
Series.

"U.S. person" means a citizen, nationaksident of the United States, a corporation, gastmip or other entity created or organized |
under the laws of the United States or any poliscdivision thereof, or an estate or trust wh&hubject to United States federal income
taxation regardless of its source of income.

"Unregistered Security" means any Secusgyed hereunder which is not a Registered Security

"Yield to Maturity" means the yield to maty, calculated by the Company at the time of @8we of a Series of Securities or, if
applicable, at the most recent determination arigt on such Series in accordance with acceptaddial practice.

SECTION 1.02. Other Definitions.

Term Section

"Bankruptcy Law" 6.01
"Custodian” 6.01
"Event of Default" 6.01
"Legal Holiday" 10.07
"Paying Agent' 2.04
"Registrar" 2.04
"U.S. Government Obligation: 8.01

SECTION 1.03. Incorporation by Reference of Trust Indentuoe. A

Whenever this Indenture refers to a provisif the TIA, the provision is incorporated byenrence in and made a part of this Indenture.
The following TIA terms used in this Indenture hake following meanings:

"Commission" means the SEC.
"indenture securities" means the Securities

"indenture security holder" means a Holalea Securityholde!



"indenture to be qualified" means this Imidee.
"indenture trustee" or "institutional treet means the Trustee.
"obligor" on the indenture securities metresCompany.

All other terms used in this Indenture tha defined by the TIA, defined by TIA referenoeahother statute or defined by SEC rule
under the TIA have the meanings assigned to theneitih

SECTION 1.04. Rules of Construction.
Unless the context otherwise requires:
(1) term has the meaning assigned to it:

(2) an accounting term not otherwisertedi has the meaning assigned to it in accordanbegenerally accepted accounting
principles;

(3) "or"is not exclusive; and
(4) words in the singular include therplland words in the plural include the singular.
ARTICLE 2
THE SECURITIES
SECTION 2.01. Issuable in Series.

The aggregate principal amount of Securitidich may be authenticated and delivered undetrdenture is unlimited. The Securities
may be issued in one or more Series. There mayehestRred Securities and Unregistered Securitidfgma Series and the Unregistered
Securities may be subject to such restrictions,camdain such legends, as may be required by USitatés laws and regulations. Except as
provided in the foregoing sentence, all Securibies Series shall be identical in all respects piktieat Securities of a Series with serial
maturities may differ with respect to maturity ddteerest rate, redemption price and denominaaturities of different Series may diffet
any respect; provided that all Series of Securgfesll be equally and ratably entitled to the bigaef this Indenture.

SECTION 2.02. Establishment of Terms and Form of Series ofiitees.

(a) At or prior to the issuance of anyi&eof Securities, the following terms and form or forms (the "Terofd~orm") of any Series of
Securities shall be established by a Company BRasblution or by a specific Officer or Officerstbé Company pursuant to a Company
Board Resolution or by an indenture supplementadtbe

(1) the title of the Securities of theiBs (which title shall distinguish the Securit@fshe Series from the Securities of any o
Series and from any other securities issued b tirapany);

(2) any limit upon the aggregate printgraount of the Securities of the Series which f@yuthenticated and delivered under
this Indenture (which limit shall not pertain tocBeties authenticated and delivered upon registnaif transfer of, or in exchange f
or in lieu of, other Securities of the Series parguo Section 2.08, 2.09, 2.12, 3.06 or 9.05);

(3) the date or dates on which the ppakof the Securities of the Series is payable;

(4) the rate or rates at which the Sé¢iesrof the Series shall bear interest, if anythermethod of calculating such rate or rates
of interest (if other than a computation based upgear of twelve 30-day months), the date or dates which such interest shall
accrue, the dates on which such interest shalbgele and, with respect to Registered Securitiestecord date for the interest
payable on any interest payment date;

(5) the place or places where the prialoid and interest on Registered and Unregistéfahy, Securities of the Series shall be
payable;

(6) the period or periods within whichetprice or prices at which, and the terms anditiond upon which, Securities of the
Series may be redeemed, in whole or in part, abfiien of the Compan



(7) the obligation, if any, of the Compan redeem or purchase Securities of the Seriesipnat to any sinking fund or
analogous provisions or upon the happening of eifipa event or at the option of a Holder thereofl ahe period or periods within
which, the price or prices at which, and the teamd conditions upon which, Securities of the Seshedl be redeemed or purchasel
whole or in part, pursuant to such obligations;

(8) if in other than denominations of(K1Q and any integral multiple thereof, the denomdma in which Securities of the Ser
shall be issuable;

(9) if other than the principal amourgrof, the portion of the principal amount of Sétes of the Series which shall be
payable upon declaration of acceleration of theunitgtthereof pursuant to Section 6.20;

(10) whether Securities of the Series dimlissuable as Registered Securities or Unregisteecurities (with or without interest
coupons), or both, or whether such Securities $eallncertificated and any restrictions applicablthe offering, sale or delivery of
Unregistered Securities and whether, and the tapoa which, Unregistered Securities of a Series beagxchanged for Registered
Securities of the same Series and vice versa;

(11) whether and under what circumstanicesCompany will pay additional amounts on the Séesrof that Series held by a
person who is not a U.S. person in respect of takegnilar charges withheld or deducted and, jfveloether the Company will have
the option to redeem such Securities rather thgrspeh additional amounts;

(12) any other terms of the Series (wherimis shall not be inconsistent with the provisiohthis Indenture) including any terms
which may be required by or advisable under Un@&ates laws or regulations or advisable in conaratiith the marketing of
Securities of that Series;

(13) the form or forms of the Securitiesf@ms thereof if Unregistered and Registered 8#es shall be issuable in such Ser
including such legends as may be required by UrStatkes laws or regulations or pursuant to Se&id8, the form of any coupons or
temporary global Security which may be issued &eddorms of any certificates which may be requineceunder or under United
States laws or regulations in connection with tfiering, sale, delivery or exchange of UnregisteBeturities);

(14) if other than such coin or currencytha# United States of America as at the time ohpat is legal tender for payment of
public or private debts, the coin or currency, ugithg compaosite currency, in which payment of thiagipal of and premium, if any,
or interest on the Securities of the Series steapidyable;

(15) if the principal of or interest on tBecurities of the Series are to be payable, atléwtion of the Company or a Holder
thereof, in a coin or currency other than that mol the Securities are stated to be payable,dlrear currency, including composite
currency, in which payment of the principal of gardmium, if any, or interest on Securities of s@efmies as to which such election is
made shall be payable, the period or periods witttiich, and the terms and conditions upon whichhlection may be made;

(16) if the amount of payments of princip&br interest on the Securities of the Series magetermined with reference to an
index based on coin or currency other than thathith the Securities are stated to be payablendrener in which such amounts st
be determined; and

(17) whether Securities of the Series dtalissued in whole or in part in the form of onenmre Registered Global Securities
and, in such case, the depositary for such Regis®fobal Security or Securities; whether bendfmveners of interests in any such
Registered Global Securities may exchange suctestefor other Securities of such Series and tener and the circumstances
under which and the place or places where any sxchianges may occur if other than in the mannerighed in Section 2.08 or 2.15;
and whether any restrictions on transfer applynpsuch Registered Global Security.

(b) If the Terms and Form of any SeriESecurities are established by or pursuant toragamy Board Resolution, the Company shall
deliver to the Trustee, at or prior to the issuasfcguch Series, a copy of such Board Resolutidh thie form or forms of the Securities wh
have been established thereby or pursuant thereth,in the event such Board Resolution authoazgsecific Officer or Officers of the
Company to establish the Terms and Form of the 83y a certificate of such Officer or Officerstablishing and Terms and Form of the
Securities attached thereto.

(c) Unregistered Securities and theirmpmms must have the following statement on theiefadny United States person who holds this
obligation will be subject to limitations under tbimited States income tax law, including the limi@as provided in Section 165(j) and 1287
(a) of the Internal Revenue Code".

SECTION 2.03. Execution, Authentication and Delivery.

(a) Securities shall be executed on Befidhe Company by its President, an Executivee\MRezesident or a Vice President, and by its
Treasurer or an Assistant Treasurer or its Segretaan Assistant Secretary. Signatures shall beuadaor facsimile. The Company's seal ¢
be reproduced on the Securities and may, but needa attested. The coupons of Unregistered Sexaushall bear the facsimile signature of
the Treasurer or an Assistant Treasurer of the Gom,



(b) If an Officer, an Assistant Treasusean Assistant Secretary, whose signature is ®acarrity or coupon no longer holds that office
at the time the Security is authenticated, the Btyoor coupon shall be valid nevertheless.

(c) A Security shall not be valid untikt Security is authenticated by the manual sigeaifithe Trustee or an authenticating agent and
no coupon shall be valid until the Security to whitcappertains has been so authenticated. Sunhtsige shall be conclusive evidence tha
Security has been authenticated under this IndenEach Unregistered Security shall be dated theeafdts authentication.

(d) The Trustee shall at any time, amdnftime to time, authenticate and deliver Secwitifany Series executed and delivered by the
Company for original issue in an unlimited aggregatincipal amount, upon receipt by the Truste@)a Company Order for the
authentication and delivery of such Securitie§,if(ihe Terms and Form of the Securities of sueli&€s have been established by or pursuant
to a Board Resolution as permitted pursuant toi@e2t02, a copy of such Board Resolution and amiificate that may be required pursuant
to Section 2.02(b) and (iii) an Opinion of Counstating:

(1) if the form of such Securities hashestablished by or pursuant to a Board Resolasgrermitted by Section 2.02, that
such form has been established in conformity withgrovisions of this Indenture;

(2) if the terms of such Securities hbeen established by or pursuant to a Board Resnolas permitted by Section 2.02, that
such terms have been established in conformity thighprovisions of this Indenture; and

(3) that such Securities, when authetgtand delivered by the Trustee and issued bZdmpany in the manner and subjec
any conditions specified in such Opinion of Coungéll constitute valid and legally binding obligats of the Company, enforceable
in accordance with their terms, subject to banlaypinsolvency, reorganization and other laws afegal applicability relating to or
affecting the enforcement of creditor's rights smdeneral equity principles.

If the Terms and Form of such SecuritiegeHaeen established by or pursuant to a Board Résmlas permitted by Section 2.02, the
Trustee shall not be required to authenticate Sedurities if the issue of such Securities purstattiis Indenture will materially and
adversely affect the Trustee's own rights, dutrdsmonunities under the Securities and this Indemturotherwise in a manner which is not
reasonably acceptable to the Trustee.

Notwithstanding the foregoing, until ther@many has notified the Trustee and the Registedy #s a result of the action described, the
Company would not suffer adverse consequences tinel@rovisions of United States law or regulationeffect at the time of the delivery
Unregistered Securities, (i) delivery of UnregistkSecurities will be made only outside the Uniakes and its possessions and
(if) Unregistered Securities will be released ifimigve form to the person entitled to physicalidery thereof only upon presentation of a
certificate in the form prescribed by the Company.

(e) The aggregate principal amount ofuides of any Series outstanding at any time matyexxceed any limit upon the maximum
principal amount for such Series set forth in tleai8l Resolution (or certificate of an Officer orfidérs) or supplemental indenture pursuant
to Section 2.02.

() The Trustee may appoint an autheitip agent to authenticate Securities. An autbatitig agent may authenticate Securities
whenever the Trustee may do so. Each referendesitndenture to authentication by the Trusteeuides authentication by such agent. An
authenticating agent has the same rights as antAgeieal with the Company or an Affiliate.

SECTION 2.04. Registrar and Paying Agent.

The Company shall maintain in the BorougManhattan, The City of New York, State of New ¥X@nd in Chicago, lllinois, an office
or agency where (subject to Section 2.15) RegidtSexurities may be presented for registratiomasfsfer or for exchange ("Registrar") and
Chicago, lllinois, where (subject to Sections 2288 and 2.15) Securities may be presented fanpay ("Paying Agent"). With respect to
any Series of Securities issued in whole or in pattynregistered Securities, the Company shallteiaione or more Paying Agents located
outside the United States and its possessionstatichsaintain such Paying Agents for a period af tvears after the principal of such
Unregistered Securities has become due and payainligg any period thereafter for which it is nexay in order to conform to United
States tax law or regulations, the Company willntein a Paying Agent outside the United Statesirubssessions to which the
Unregistered Securities or coupons appertainingetbenay be presented for payment and will protidenecessary funds therefor to such
Paying Agent upon reasonable notice. The Regishralt keep a register with respect to each SefiSgcurities issued in whole or in part as
Registered Securities and to their transfer antiaxge. The Company may appoint one or more co-Ragisand one or more additional
Paying Agents for each Series of Securities ancCtrapany may terminate the appointment of any cgigkar or Paying Agent at any time
upon written notice to such Registrar or Paying #gnd to the Trustee. The term "Registrar" inctudey co-Registrar. The term "Paying
Agent" includes any additional Paying Agent. Ther(pany shall notify the Trustee of the name and esidof any Agent not a party to this
Indenture. If the Company fails to maintain a Regisor Paying Agent, the Trustee shall act as .such

SECTION 2.05. Payment on Securities.

(a) Subject to the following provisiotise Company will pay to the Trustee or Paying Aghatamounts, in such coin or currency as is
at the time legal tender for the payment of pubfiprivate debt, at the times and for the purpaségorth herein and in the text of {



Securities for each Series, and the Company heretiyorizes and directs the Trustee or Paying Afyent funds so paid to it to make or
cause to be made payment of the principal of atedast, if any, on the Securities and coupons df &eries as set forth herein and in the text
of such Securities and coupons. The Trustee onBagent, as the case may be, will make paymemnt) funds furnished it by the Compa

of the principal of and interest, if any, on the@gies and coupons of each Series by check drgen a bank specified by the Company and
acceptable to the Trustee.

(b) Subject to Section 2.15(e), intergsiny, on Registered Securities of a Series di@fpaid on each interest payment date for such
Series to the Holder thereof at the close of bussirua the relevant record dates specified on therlies of such Series. The Company may
pay such interest by check mailed to such Holdelthess as it appears on the register for Seaudtisuch Series. Subject to Section 2.15(e),
principal of Registered Securities shall be payallly against presentation and surrender theretbfeadffice of the Paying Agent in New
York, New York, or Chicago, lllinois unless the Cpamy shall have otherwise instructed the Trusteeriting.

(c) To the extent provided in the Sedesibf a Series, (i) interest, if any, on UnregistkeSecurities shall be paid only against
presentation and surrender of the coupons for suelest installments as are evidenced thereblgegsrature and (i) original issue discount
(as defined in Section 1273 of the Internal ReveBode of 1954, as amended), if any, on UnregistBemlirities shall be paid only against
presentation and surrender of such Securitiegthierecase at the office of a Paying Agent locatetside of the United States and its
possessions, unless the Company shall have otleeingisucted the Trustee in writing. Principal afrdgistered Securities shall be paid only
against presentation and surrender thereof asqedvn the Securities of a Series. If at the tinpayment of principal of or interest, if any, or
original issue discount, if any, on an UnregisteBedurity or coupon shall become due, the paynfaiedull amount so payable at the office
or offices of all the Paying Agents outside thetddiStates and its possessions is illegal or éffdgtprecluded because of the imposition of
exchange controls or other similar restrictiongt@payment of such amount in United States cuyrehen the Company may instruct the
Trustee to make such payments at the office ofyanBaAgent located in the United States, provideat provision for such payment in the
United States would not cause such Unregisteredribies to be treated as a "registration-requireligation” under United States law and
regulations. Unless otherwise instructed by the @amy, no payments of interest, original issue diatsy or principal with respect to
Unregistered Securities shall be made by a PaygenA(i) by a transfer of funds into an accountnteaned by the payee in the United Ste
(i) mailed to an address in the United Statesipm@id to a United States address by electrémizis transfer.

SECTION 2.06. Paying Agent to Hold Money in Trust.

The Company shall require each Paying Agémr than the Trustee to agree in writing thatRlaying Agent will hold in trust, for the
benefit of Securityholders of any or all SeriesSecurities, or the Trustee, all money held by thgiiy Agent for the payment of principal or
interest on such Series of Securities, and thaP#yéng Agent will notify the Trustee of any defany the Company in making any such
payment. While any such default continues, the fErimay require a Paying Agent to pay all money bglit to the Trustee. If the Company
or an Affiliate acts as Paying Agent, it shall ssgate the money held by it for the payment of ppialcor interest on any Series of Securities
and hold such money as a separate trust fund. dhg@&ny at any time may require a Paying Agent togllamoney held by it to the Trustee.
Upon so doing the Paying Agent shall have no furiaility for the money so paid.

SECTION 2.07. Securityholder Lists: Ownership of Securities.

(a) The Trustee shall preserve in asetiira form as is reasonably practicable the masitdist available to it of the names and
addresses of Holders of each Series of Securitite Trustee is not the Registrar, the Compara}l $larnish to the Trustee semiannually on
or before the last day of June and December in gaah and at such other times as the Trustee etpest in writing, a list in such form and
as of such date as the Trustee may reasonablyreegontaining all the information in the possessio control of the Registrar, the Company
or any of its Paying Agents other than the Trusteé the names and addresses of Holders of eablSsuies of Securities.

(b) Ownership of Registered Securitiea &eries shall be proved by the register for Sefies kept by the Registrar. Ownership of
Unregistered Securities may be proved by the priimluof such Unregistered Securities or by a destié or affidavit executed by the person
holding such Unregistered Securities or by a dépgswith whom such Unregistered Securities wengodéed, if the certificate or affidavit
satisfactory to the Trustee. The Company, the €riahd any agent of the Company may treat the beaay Unregistered Security or
coupon and the person in whose name a Registereulitgeas registered as the absolute owner thefiaadll purposes.

SECTION 2.08. Transfer and Exchange.

(@) Subject to Section 2.15, when Registereniftées of a Series are presented to the Regisithra request to register their transfe
to exchange them for an equal principal amountegifered Securities of the same Series and datatifrity of other authorized
denominations, the Registrar shall register thesfer or make the exchange if its requirementstdich transactions are met.

(b) If both Registered and UnregisterediBities are authorized for a Series of Securéiesthe terms of such Securities permit,

(i) Unregistered Securities may be exchanged farcaral principal amount of Registered or Unregeste8ecurities of the same Series and
date of maturity in any authorized denominationsrugelivery to the Registrar (or a Paying Agenth& exchange is for Unregistered
Securities) of the Unregistered Security with alinatured coupons and all matured coupons in dedapkrtaining thereto and if all other
requirements of the Registrar (or such Paying Agemd such Securities for such exchange are metiiafRegistered Securities may be
exchanged for an equal principal amount of Unregést Securities of the same Series and date ofrityatuany authorized denominations
(except that any coupons appertaining to such Ustergd Securities which have matured and have paieinshall be detached) upon deliv
to the Registrar of the Registered Securities fatl other requirements of the Registrar (or sBalying Agent) and such Securities for s



exchange are met.

Notwithstanding the foregoing, the exchaafil¥ynregistered Securities for Registered Se@agritir Registered Securities for Unregist
Securities will be subject to the satisfactiontaf provisions of United States law and regulatiaresffect at the time of such exchange, an
exchange of Registered Securities for Unregist8extlrities will be made until the Company has restithe Trustee and the Registrar tha
a result of such exchange, the Company would rfégrsadverse consequences under such law or régusdat

(c) To permit registrations of transfarsl exchanges, the Trustee shall authenticate iBeswpon surrender of Securities for
registration of transfer or for exchange as prodinfethis Section. The Company will not make angrge for any registration of transfer or
exchange but may require the payment by the pagyesting such registration of transfer or excharigesum sufficient to cover any tax or
other governmental charge payable in connectioretiéh.

(d) Neither the Company nor the Registtall be required (i) to issue, register the ti@nsf or exchange Securities of any Series for
the period of 13 days immediately preceding thectiln of any such Securities to be redeemedj)do(fegister the transfer of or exchange
Securities of any Series selected, called or bedtigd for redemption as a whole or the portiomgeedeemed of any such Securities
selected, called or being called for redemptiopart.

(e) Unregistered Securities or any cospappertaining thereto shall be transferable biyeisi.
SECTION 2.09. Replacement Securities.

(a) If a mutilated Security or a Securitiyh a mutilated coupon appertaining to it is sadered to the Trustee, the Company shall issue
and the Trustee shall authenticate a replacemegiste®eed Security, if such surrendered security svRegistered Security, or a replacement
Unregistered Security with coupons correspondinipéocoupons appertaining to the surrendered Sgcifisuch surrendered Security was
Unregistered Security, of the same Series andafateturity, if the Trustee's requirements are met.

(b) If the Holder of a Security claimsattthe Security or any coupon appertaining thelatobeen lost, destroyed or wrongfully taken,
the Company shall issue and the Trustee shall atitlage a replacement Registered Security, if $tmller's claim pertains to a Registered
Security, or a replacement Unregistered Securitil @dupons corresponding to the coupons appertatoithe lost, destroyed or wrongfully
taken Unregistered Security or the Unregisteredigdo which such lost, destroyed or wrongfullikén coupon appertains, if such Holder's
claim pertains to an Unregistered Security, ofsame Series and date of maturity, if the Trustegsirements are mgtrovided, however
that the Trustee or the Company may require anly bladder to provide to the Trustee or the Compargusty or indemnity sufficient in the
judgment of the Company and the Trustee to prakecCompany, the Trustee, any Agent or any autteitiig agent from any loss which a
of them may suffer if a Security is replaced. The Canypmay charge the party requesting a replacenamnirisy for its expenses in replaci
a Security.

(c) Every replacement Security is an awoldal obligation of the Company.

(d) Notwithstanding anything to the camyrcontained herein, replacement Securities neetanissued in any of the circumstances
described in this Section 2.09 if the Company erThustee have notice that the mutilated, lostirdgsd or wrongfully taken Security has
been acquired by a bona fide purchaser.

SECTION 2.10. Outstanding Securities.

(a) Securities outstanding at any timeeal Securities authenticated by the Trustee exXfoefthose cancelled by it, those delivered to it
for cancellation, and those described in this $actis not outstanding.

(b) If a Security is replaced pursuanBextion 2.09, it ceases to be outstanding urdilTitustee receives proof satisfactory to it that th
replaced Security is held by a bona fide purchaser.

(c) If the Paying Agent holds on a reddorpdate or maturity date money sufficient to jpdlyamounts due on Securities of any Series
on that date, then on and after that date all S&s1pf such Series cease to be outstanding dackst on them ceases to accrue.

(d) A Security does not cease to be antlihg because the Company or an Affiliate holésShacurity.

(e) In determining whether the Holdershaf requisite principal amount of outstanding Sities of any Series have given any request,
demand, authorization, direction, notice, consentaiver hereunder, or whether sufficient fundsarailable for redemption or for any other
purpose, the principal amount of an Original IsBigcount Security that shall be deemed to be autatg for such purposes shall be the
amount of the principal thereof that would be dnd payable as of the date of such determinatiom @pdeclaration of acceleration of the
maturity thereof pursuant to Section 6.02.

SECTION 2.11 Treasury Securitie:



In determining whether the Holders of teguisite principal amount of Securities of any &shave concurred in any direction, waive
consent, Securities of such Series owned by thepa@agnor an Affiliate shall be disregarded, excégt for the purposes of determining
whether the Trustee shall be protected in relyimgoy such direction, waiver or consent, only Séiesrof such Series which the Trustee
knows are so owned shall be so disregarded.

SECTION 2.12. Temporary Securities.

(&) Until definitive Registered Securstief any Series are ready for delivery, the Compaay prepare and execute and the Trustee
shall authenticate temporary Registered Secunfissich Series. Temporary Registered SecuritienpfSeries shall be substantially in the
form of definitive Registered Securities of suchi&ebut may have variations that the Company cdemsiappropriate for temporary
Securities. Every temporary Registered Securityl Bleeexecuted by the Company and authenticatetidyf rustee, and registered by the
Registrar, upon the same conditions, and withdilfect, as a definitive Registered Security. Witheareasonable delay, the Company shall
prepare and the Trustee shall authenticate de®nRiegistered Securities of the same Series aredoflataturity in exchange for temporary
Registered Securities.

(b) Until definitive Unregistered Secig#t of any Series are ready for delivery, the Campaay prepare and execute and the Trustee
shall authenticate one or more temporary Unregidt&ecurities which may have coupons attached mhwhay be in the form of a single
temporary global Unregistered Security of that &eriThe temporary Unregistered Security or Seegrif any Series shall be substantially in
the form approved by or pursuant to a Board Reswiwtnd shall be delivered to one of the Payingmgéocated outside the United States
and its possessions or to such other person coqees the Company shall direct against such icattdn as the Company may from time to
time prescribe by or pursuant to a Board Resolufitie temporary Unregistered Security or Securifes Series shall be executed by the
Company and authenticated by the Trustee uporatine gonditions, and with like effect, as a defuatUnregistered Security of such Series,
except as provided herein or therein. A temporamyedistered Security or Securities shall be exceablg for definitive Unregistered
Securities at the time and on the conditions, ¥, apecified in the temporary Security.

Upon any exchange of a part of a tempothmegistered Security of a Series for definitiverélyistered Securities of such Series, the
temporary Unregistered Security shall be endorgetid Trustee or Paying Agent to reflect the reiduncof its principal amount by an amot
equal to the aggregate principal amount of defiaitunregistered Securities of such Series so exglthand endorsed.

(c) Until definitive Registered Globalceities of any Series are ready for delivery, @menpany may prepare and execute and the
Trustee shall authenticate temporary Registeret@b8ecurities of such Series. Temporary Registétetlal Securities of any Series shal
substantially in the form of definitive Register@tbbal Securities of such Series but may have trans that the Company considers
appropriate for temporary Securities. Every tempoRegistered Global Security shall be executetheyCompany and authenticated by the
Trustee, and registered by the Registrar, uposdh® conditions, and with the like effect, as anitefe Registered Global Security. Without
unreasonable delay, the Company shall preparehen@rustee shall authenticate definitive Regist&@tabal Securities of the same Series
date of maturity in exchange for temporary RegexdeBlobal Securities.

SECTION 2.13. Cancellation.

The Company at any time may deliver Seisriand coupons to the Trustee for cancellatioe. Régistrar and the Paying Agent shall
forward to the Trustee any Securities and coupangidered to them for registration of transferfoorexchange or payment. The Trustee
shall cancel all Securities and coupons surrenderagkgistration of transfer, or for exchange, payt or cancellation and may destroy such
cancelled Securities and coupopsyvided, howevethat any Unregistered Securities of a Series dad/¢o the Trustee for exchange prio
maturity shall be retained by the Trustee for regsas provided herein or in the Securities of steties. The Trustee shall provide the
Company with a certificate identifying the Sectidestroyed in accordance with the proceedingseat The Company may not issue new
Securities to replace Securities that it has paidietivered to the Trustee for cancellation.

SECTION 2.14. Defaulted Interest.

If the Company defaults on a payment afriest on a Series of Securities, it shall pay #faulted interest as provided in such Securities
or in any lawful manner not inconsistent with tlegquirements of any securities exchange on which Securities may be listed and
acceptable to the Trustee.

SECTION 2.15. Global Security.

(@) The Company may issue Securities®¢i@es in the form of one or more Registered Gl8eaurities. In such case, the Company
shall execute and the Trustee shall, in accordasitbethis Article Two, authenticate and deliver.goor more Registered Global Securities
which (i) shall represent, and shall be denominatexth amount equal to, the aggregate principaliannof all of the Securities of such Series
to be issued hereunder, (ii) shall be registeraiémame of The Depository Trust Company (the ‘@3d@pry") or its nominee, (iii) shall be
delivered by the Trustee to the Depositary or pamsto the Depositary's instruction, (iv) shalldubstantially in the form of the form of
Security specified pursuant to Section 2.02, witbhschanges therein as may be necessary to réfactach such Registered Global Security
is a global security, and (v) each of which shakiba legend substantially to the following effétinless and until it is exchanged in whole
in part for Notes in definitive form, this Note magt be transferred except as a whole by the D&epgdo a nominee of the Depositary, or by
a nominee of the Depositary to the Depositary ottzer nominee of the Depositary, or by the Depogite any such nominee to a successor
Depositary or a nominee of such Depositary. Untleisscertificate is presented by an authorizedesgntative of the Depositary Tn



Company (55 Water Street, New York, New York) te thsuer or its agent for registration of transéschange or payment, and any
certificate issued is registered in the name ofeC&dCo. or such other name as requested by an @elaepresentative of The Depository
Trust Company and any payment is made to Cede &ANY TRANSFER, PLEDGE OR OTHER USE HEREOF FOR VAEWDR
OTHERWISE BY OR TO ANY PERSON IS WRONGFUL since tlegjistered owner hereof, Cede & Co., has an istérerein."

(b) Notwithstanding any other provisidrtlis Section 2.15 or of Section 2.08, the RegéteGlobal Securities may be transferred, in
whole, but not in part, and in the manner provighe8ection 2.08, only by the Depositary to a noreinésuch Depositary or by a nominee of
such Depositary to such Depositary or another neenaf such Depositary or by such Depositary orsugh nominee to a successor
Depositary selected or approved by the Compang artominee of such successor Depositary.

(c) The Depositary shall be a clearingrary registered under the Securities Exchange At®®4, as amended, and any other
applicable statute or regulation.

(d) If at any time the Depositary notifitne Company that it is unwilling or unable to ttome as Depositary of a Series of Securities or
if at any time the Depositary shall no longer kgikle under paragraph (c) of this Section 2.1% arsuccessor Depositary is not appointe
the Company within 90 days after the Company reesuch notice or becomes aware of such condémthe case may be, this Section 2.15
shall no longer be applicable to the Securitiesunh Series and the Company will execute, and thstde will authenticate and deliver,
Securities of such Series in definitive registefiath without coupons, in authorized denominatiary] in an aggregate principal amount
equal to the principal amount of the Registeredb@l&ecurities of such Series then outstandingdhange for such Registered Global
Securities. In addition, the Company may at anytand in its sole discretion determine that theuBes of a Series shall no longer be
represented by Registered Global Securities aridhtharovisions of this Section 2.15 shall no lengpply to the Securities of such Serie:
such event the Company will execute, and the Teystgon receipt of a Company Order evidencing sigtermination by the Company, will
authenticate and deliver, Securities of such Sermidgfinitive registered form without coupons ainthorized denominations and in an
aggregate principal amount equal to the principabant of the Registered Global Securities of suetieS then outstanding in exchange for
such Registered Global Securities. Upon the exahahthe Registered Global Securities for such B&esiin definitive registered form
without coupons, in authorized denominations, sRebistered Global Securities shall be cancellethbyTrustee. Such Securities in
definitive registered form issued in exchange far Registered Global Securities pursuant to thisi@e2.15(d) shall be registered in such
names and in such authorized denominations aséapeditary, pursuant to instructions from its direcindirect participants or otherwise,
shall instruct the Trustee. The Trustee shall @elsuch Securities to the persons in whose nanusScurities are so registered.

(e) Aslong as the Securities of a Segigistanding are represented by one or more Regis@lobal Securities, the Company shall pay
or cause to be paid the principal of, and intevestsuch Registered Global Securities to the Hdludereof or a single nominee of the Holder,
or, at the optiomf the Company, to such other persons as the Hthéeeof may designate, by wire transfer of immiedyaavailable funds o
the date such payments are due.

() If Securities are to be issued iolgll form other than as Registered Global Secaritiee provisions governing such Securities shall
be specified pursuant to Section 2.02 or by anritde supplemental hereto.

ARTICLE 3
REDEMPTION
SECTION 3.01. Notice to Trustee.

The Company may, with respect to any Serfeaecurities, reserve the right to redeem andtipayseries of Securities or any part
thereof, or may covenant to redeem and pay the$efiSecurities or any part thereof, before migtati such time and on such terms as
provided for in such Securities. If a Series of B&ies is redeemable and the Company wants diligated to redeem all or part of the Series
of Securities pursuant to the terms of such Seesyiit shall notify the Trustee of the redemptitate and the principal amount of the Serie
Securities to be redeemed. The Company shall giele sotice at least 60 days before the redemptita @r such shorter notice as may be
acceptable to the Trustee).

SECTION 3.02. Selection of Securities to be Redeemed.

If less than all the Securities of a Sedesto be redeemed, the Trustee, not more thaadprior to the redemption date, shall select
the Securities of the Series to be redeemed in sainer as the Trustee shall deem fair and apptepiihe Trustee shall make the selection
from Securities of the Series that are outstandimdjthat have not previously been called for red@mpr reacquired by the Company.
Securities of the Series that are outstanding laaidhiave not previously been called for redemptioreacquired by the Company. Securities
of the Series and portions of them selected byl'thstee shall be in amounts of $1,000 or integraltiples of $1,000 or, with respect to
Securities of any Series issuable in any other ehémations, in amounts equal to the minimum princgeEnomination for each such Series
integral multiples thereof. Provisions of this Intlere that apply to Securities of a Series caltledédemption also apply to portions of
Securities of that Series called for redemptiore Thustee shall promptly notify the Company in imgtof the Securities selected for
redemption and, in the case of any Securities sldfor partial redemption, the amount thereofdéaddeemed.

SECTION 3.03 Notice of Redemptio



(a) Atleast 30 days but not more thanl@gs before a redemption date, the Company stallamotice of redemption by first-class
mail to each Holder of Registered Securities thata be redeemed.

(b) If Unregistered Securities are taddeemed, notice of redemption shall be publishexhiAuthorized Newspaper in each of The
City of New York, London and, if such Securitieso® redeemed are listed on the Luxembourg Stockdhge, Luxembourg once in each of
four successive calendar weeks, the first pubbicatio be not less than 30 nor more than 90 dayw®ddfie redemption date.

(c) All notices shall identify the SeriesSecurities to be redeemed and shall state:
(1) the redemption date;
(2) the redemption price;

(3) if less than all the outstanding S&ims of a Series are to be redeemed, the ideatifin (and, in the case of partial
redemption, the principal amounts) of the partic@acurities to be redeemed;

(4) the name and address of the Payirgnig

(5) that Securities of the Series caftededemption and all unmatured coupons, if appeataining thereto must be surrende
to the Paying Agent to collect the redemption prared

(6) thatinterest on Securities of thei€ecalled for redemption ceases to accrue oraftadthe redemption date.
At the Company's request, the Trustee gjinad! the notice of redemption in the Company's @amd at its expense.

If the Company gives the notice of redemptihe Company shall promptly provide the Trustéh evidence satisfactory to the Trustee
of its compliance with the notice requirementshig section.

SECTION 3.04. Effect of Notice of Redemption.

Once notice of redemption is mailed or @i#d, Securities of a Series called for redempiecome due and payable on the redemption
date and from and after such date (unless the Cayrglzall default in the payment of the redemptidng) such Securities shall cease to bear
interest. Upon surrender to the Paying Agent ohsSecurities together with all unmatured coupdrany, appertaining thereto, such
Securities shall be paid at the redemption prias pccrued interest to the redemption date, btalimgents of interest due on or prior to the
redemption date will be payable, in the case ofddistered Securities, to the bearers of the coufwrsich interest upon surrender thereof,
and, in the case of Registered Securities, to thldéfs of such Securities of record at the closeusiness on the relevant record dates.

SECTION 3.05. Deposit of Redemption Price.

On or before the redemption date, the Camppaall deposit with the Trustee money sufficienpay the redemption price of and (unless
the redemption date shall be an interest paymea) dderest accrued to the redemption date o8exdlrities to be redeemed on that date.

SECTION 3.06. Securities Redeemed in Part.

Upon surrender of a Security that is redeein part, the Company shall issue and the Trisdiak authenticate for the Holder of that
Security a new Security or Securities of the saereS, in the same form and with the same maturitguthorized denominations equal in
aggregate principal amount to the unredeemed poofithe Security surrendered.

ARTICLE 4

COVENANTS
SECTION 4.01. Payment of Securities.

The Company shall pay the principal of artdrest on the Securities on the dates and imidwener provided herein and in the Securities.
An installment of principal or interest shall bens@ered paid on the date it is due if the Trusteleaying Agent holds on that date money
designated for and sufficient to pay the installmen

The Company shall pay interest on overduecjpal of a Security of any Series at the ratintdrest (or Yield to Maturity in the case of
Original Issue Discount Securities) borne by theuSiies of that Series; to the extent lawful,HaB pay interest on overdue installments of
interest at the same ra



SECTION 4.02. Reports by the Company.
The Company covenants:

(a) to file with the Trustee, within 18y$ after the Company is required to file the sartle the SEC, copies of the annual
reports and of the information, documents and atigorts (or copies of such portions of any offtregoing as the SEC may from
time to time by rules and regulations prescribeictwithe Company may be required to file with theCSfursuant to Section 13 or
Section 15(d) of the Securities Exchange Act of4l@% amended, or, if the Company is not requindidet information, documents or
reports pursuant to either of such sections, thditet with the Trustee and the SEC, in accordamitie rules and regulations prescrit
from time to time by the SEC, such of the suppletawgnand periodic information, documents and repattich may be required
pursuant to Section 13 of the Securities ExchangteoA1934, as amended, in respect of a secusitydiand registered on a national
securities exchange as may be prescribed fromttirtime in such rules and regulations;

(b) to file with the Trustee and the SECaccordance with the rules and regulations pitesd form time to time by the SEC,
such additional information, documents and repeits respect to compliance by the Company withdbeditions and covenants
provided for in this Indenture as may be requirednftime to time by such rules and regulations; and

(c) to transmit by mail to all HoldersRégistered Securities, as the names and addfssesh Holders appear on the register
for each Series of Securities, and to such HoldEtnregistered Securities as have, within the y&ars preceding such transmission,
filed their names and addresses with the Trusteth& purpose, within 30 days after the filingréf with the Trustee, such
summaries of any information, documents and repedsired to be filed by the Company pursuant toseations (a) and (b) of this
Section 4.02 as may be required by rules and régotaprescribed from time to time by the SEC.

SECTION 4.03. Lien on Assets.

If at any time the Company mortgages, pésdyr otherwise subjects to any lien the wholengrpart of any property or assets now
owned or hereafter acquired by it, except as hafieinprovided in this Section 4.03, the Companly seicure the outstanding Securities, and
any other obligations of the Company which may thermutstanding and entitled to the benefit ofwweoant similar in effect to this covena
equally and ratably with the indebtedness or oliiga secured by such mortgage, pledge or lieragdong as any such indebtedness or
obligation is so secured by such mortgage, pleddiem for as long as any such indebtedness agatidn is so secured. The foregoing
covenant does not apply (i) to the creation, extensenewal or refunding of (a) mortgages or liereated or existing at the time property is
acquired, (b) mortgages or liens created within d8@s thereafter, or (c) mortgages or liens forphpose of securing the cost of construc
or improvement of property, or (ii) to the makingamy deposit or pledge to secure public or stayubbligations or with any governmental
agency at any time required by law in order to ify#he Company to conduct its business or any thetteof or in order to entitle it to
maintain selfinsurance or to obtain the benefits of any lawtimegato workmen's compensation, umemployment instgaold age pensions
other social security, or with any court, boardnoaission or governmental agency as security intittethe proper conduct of any
proceeding before it. Nothing contained in thisdntlire prevents any entity other than the Compeom fnortgaging, pledging or subjecting
to any lien any of its property or assets, whetharot acquired from the Company.

ARTICLE 5

SUCCESSOR CORPORATION
SECTION 5.01. When the Company May Merge, etc.

The Company may consolidate with, or ménge or be merged into, or transfer or lease litpprties and assets substantially as an
entirety to, any person provided (i) that the perisoa corporation which assumes by supplemendgiture all the obligations of the
Company under the Securities and any coupons apied thereto and under this Indenture, andlfa} after giving effect thereto, no
Default or Event of Default shall have occurred dadcontinuing. Thereafter all such obligationshef Company shall terminate and the
Company shall be discharged in accordance wittcker herein.

ARTICLE 6

DEFAULTS AND REMEDIES
SECTION 6.01. Events of Default.
An "Event of Default" occurs with respectthe Securities of any Series if;

(1) defaultis made in the payment oéiast on any Security of that Series when the ssoemes due and payable and the
Default continues for a period of 90 da



(2) defaultis made in the payment ofgihiacipal of any Security of that Series when $hene becomes due and payable at
maturity, upon redemption or otherwise;

(3) the Company fails to comply with aofyits other agreements in the Securities of tleaieS, in this Indenture or in any
supplemental indenture under which the Securitiehaid Series may have been issued and the Defandinues for the period and
after the notice specified below;

(4) the Company pursuant to or within theaning of any Bankruptcy Law:
(A) commences a voluntary case,
(B) consents to the entry of an orderéief against it in an involuntary case,
(C) consents to the appointment of a Gliatoof it or for all or substantially all of itgqperty, or
(D) makes a general assignment for thetiteuf its creditors; or
(5) a court of competent jurisdictionenstan order under any Bankruptcy Law that:
(A) is for relief against the Company miavoluntary case,
(B) appoints a Custodian of the Companfpoall or substantially all of its property, or
(C) orders the liquidation of the Compaand the order or decree remains unstayed andiect ébr 90 days.

The term "Bankruptcy Law" means Title 11SUCode or any similar federal or state law fer tdlief of debtors. The term "Custodian”
means any receiver, trustee, assignee, liquidatsinolar official under any Bankruptcy Law.

A Default under clause (3) is not an Evaribefault until the Trustee or the Holders ofeddt 25% in principal amount of all the
outstanding Securities of that Series notify thenBany (and the Trustee in the case of notificatipisuch Holders) of the Default and the
Company does not cure the Default within 90 dater aéceipt of the notice. The notice must spettig/Default, demand that it be remedied
and state that the notice is a "Notice of Default."

SECTION 6.02. Acceleration.

If an Event of Default occurs with resptcthe Securities of any Series and is continuing,Trustee, by notice to the Company, or the
Holders of at least 25% in principal amount ofddlthe outstanding Securities of that Series, ktjcedo the Company and to the Trustee,
declare the principal (or, if the Securities ofttBaries are Original Issue Discount Securitieshsuortion of the principal amount as may be
specified in the terms of that Series) of all tleeBities of that Series to be due and payablenlpech declaration, such principal (or, in the
case of Original Issue Discount Securities, su@rtigiegd amount) shall be due and payable immediatéie Holders of a majority in princif
amount of all of the Securities of that Seriesnbtice to the Trustee, may rescind such a deataraind its consequences if the rescission
would not conflict with any judgment or decree anall existing Events of Default have been curedvaived except nonpayment of princi
or interest that has become due solely becauseafdceleration.

SECTION 6.03. Other Remedies Available to Trustee.

(a) If an Event of Default occurs anddamtinuing, the Trustee may pursue any availabieedy to collect the payment of principal of
interest on the Securities of the Series that defiault or to enforce the performance of any @iavi of the Securities of that Series or this
Indenture.

(b) The Trustee may maintain a proceedwen if it does not possess any of the Secuntiekes not produce any of them in the
proceeding. A delay or omission by the Trusteenyr @ecurityholder in exercising any right or remadgruing upon an Event of Default
shall not impair the right or remedy or constitateaiver of or acquiescence in the Event of Defadt remedy is exclusive of any other
remedy. All available remedies are cumulative.

SECTION 6.04. Waiver of Existing Defaults.

The Holders of a majority in principal anmbf any Series of Securities by notice to theste#a may waive an existing Default with
respect to that Series and its consequences exdgfault in the payment of the principal of orirgst on any Security.

SECTION 6.05 Control by Majority.



The Holders of a majority in principal anmbof the Securities of each Series affected (@ébh such Series voting as a class) may ¢
the time, method and place of conducting any prdiogefor any remedy available to the Trustee or@seg any trust power conferred on it.
However, the Trustee may refuse to follow any dicecthat conflicts with law or this Indenture thatunduly prejudicial to the rights of the
Securityholders of all Series so affected, or thatild involve the Trustee in personal liability.

SECTION 6.06. Limitation on Suits by Securityholders.
A Securityholder may pursue a remedy wétkpect to this Indenture or the Securities of agnyeS only if:
(1) the Holder gives to the Trustee writhotice of a continuing Event of Default;

(2) the Holders of at least 25% in pnpatiamount of the Securities of that Series makeiteen request to the Trustee to pursue
the remedy;

(3) such Holder or Holders offer to thei§tee indemnity satisfactory to the Trustee againg loss, liability or expense to be,
which may be, incurred by the Trustee in pursulgremedy;

(4) the Trustee does not comply withribguest within 60 days after receipt of the regaestthe offer of indemnity; and

(5) during such 60 day period, the Haddefra majority in principal amount of the Secwastiof that Series do not give the
Trustee a direction inconsistent with the request.

A Securityholder of any Series may not & Indenture to prejudice the rights of anothecBityholder of that Series or any other
Series or to obtain a preference or priority ovesther Securityholder of that Series or any otheieS.

SECTION 6.07. Rights of Holders to Receive Payment.

Notwithstanding any other provision of thiglenture, the right of any Holder of a Securdgyéceive payment of principal of and interest
on the Security, on or after the respective duesdexpressed in the Security, and the right oft-émiger of a coupon to receive payment of
interest due as provided in such coupon, or toghsint for the enforcement of any such paymentroafter such respective dates, shall not be
impaired or affected without the consent of sucliddio

SECTION 6.08. Collection Suits by Trustee.

If an Event of Default specified in Secti®®1(1) or (2) occurs and continues for the pesipelcified therein, if any, the Trustee may
recover judgment in its own name and as trustemaxpress trust against the Company for the wdnoleunt of such principal and interest
then in default.

SECTION 6.09. Trustee May File Proofs of Claim.

The Trustee may file such proofs of claimd ather papers or documents as may be necessadyisable in order to have the claims of
the Trustee and the Securityholders allowed injadigial proceedings relating to the Company, feditors or its property.

SECTION 6.10. Priorities.
If the Trustee collects any money pursuarthis Article, it shall pay out the money in ttodlowing order:
First: to the Trustee for amounts due ur@kstion 7.07;

Second: to Holders of Securities in respéegthich or for the benefit of which such mone teeen collected for amounts due
and unpaid on such Securities for principal andrigt, ratably, without preference or priority af/&ind, according to the amounts
due and payable on such Securities for principdliaterest, respectively; and

Third: to the person or persons lawfullyited thereto, or as a Court of competent jurisdit may direct.
The Trustee may fix a record date (withpees to Registered Securities) and payment daterfpisuch payment to Holders of Securities.
SECTION 6.11. Undertaking for Costs.

In any suit for the enforcement of any tighremedy under this Indenture or in any suitiegiahe Trustee for any action taken or
omitted by it as Trustee, a court in its discretioay require the filing by any party litigant iretBuit of an undertaking to pay the costs of



suit, and the court in its discretion may asseasareable attorney's fees, against any party litigatie suit, having due regard to the merits
and good faith of the claims or defenses made &ty litigant. This Section does not apply gu# by the Trustee, a suit by a Holder
pursuant to Section 6.07, or a suit by Holders ofarthan 10% in principal amount of the Securititany Series.

ARTICLE 7
TRUSTEE
SECTION 7.01. Duties of Trustee.

(a) If an Event of Default has occurred & continuing, the Trustee shall exercise ghts and powers under this Indenture and use th
same degree of care and skill in their exercise @sident man would exercise or use under therostances in the conduct of his own
affairs.

(b) Except during the continuance of aei of Default:

(1) The Trustee need perform only thasied that are specifically set forth in this Indee and no implied covenants or
obligations shall be read into this Indenture agfaihe Trustee; and

(2) Inthe absence of bad faith on itg,the Trustee may conclusively rely, as to thihtiof the statements and the correctness
of the opinions expressed therein, upon certif&eateopinions furnished to the Trustee and confognid the requirements of this
Indenture. However, the Trustee shall examine énéficates and opinions and determine whetherobitirey conform to the
requirements of this Indenture.

(c) The Trustee may not be relieved ftaility for its own negligent action, its own niggent failure to act or its own willful
misconduct, except that:

(1) This paragraph does not limit theeeffof paragraph (b) of this Section;

(2) The Trustee shall not be liable foy @rror of judgment made in good faith by a Resjiaa Officer, unless it is proved that
the Trustee was negligent in ascertaining the mamtifacts; and

(3) The Trustee shall not be liable witkpect to any action it takes or omits to takgdad faith in accordance with a direction
received by it pursuant to Section 6.05.

(d) Every provision of this Indenture tiaany way relates to the Trustee is subjectti@graphs (a), (b) and (c) of this Section.

(e) The Trustee may refuse to performdauty or exercise any right or power unless it ieeeindemnity satisfactory to it against any
loss, liability or expense.

() The Trustee shall not be liable iftierest on any money received by it except agthstee may agree with the Company. Money
held in trust by the Trustee need not be segrededadother funds except to the extent requiredbloy.

SECTION 7.02. Rights of Trustee.

(&) The Trustee may rely on any docunhefieved by it to be genuine and to have been dign@resented by the proper person. The
Trustee need not investigate any fact or mattéedta the document.

(b) Before the Trustee acts or reframgtfacting, it may consult with counsel or requreOfficers' Certificate or an Opinion of
Counsel. The Trustee shall not be liable for artipadt takes or omits to take in good faith iniaelce on a Board Resolution, the written
advice of counsel acceptable to the Company andriistee, a certificate of an Officer or Officedidered pursuant to Section 2.02(b), an
Officers' Certificate or an Opinion of Counsel.

(c) The Trustee may act through agentisstuall not be responsible for the misconduct gigence of any agent appointed with due
care.

(d) The Trustee shall not be liable foy action it takes or omits to take in good faithieh it believes to be authorized or within its
rights or powers.

SECTION 7.03. Individual Rights of Trustee.

The Trustee in its individual or any otleapacity may become the owner or pledgee of Sezziahd may otherwise deal with 1



Company or an Affiliate with the same rights it idhave if it were not Trustee, subject to Sectidri® and 7.11. An Agent in its individual
or any other capacity may become the owner or gledd Securities and may otherwise deal with then@amy or an Affiliate with the same
rights it would have if it were not an Agent.

SECTION 7.04. Trustee's Disclaimer.

The Trustee makes no representation deetedlidity or adequacy of this Indenture or thewBiies. It shall not be accountable for the
Company's use of the proceeds from the Securitiés ononies paid over to the Company pursuanhéolbhdenture, and it shall not be
responsible for any statement in the Securitiesratian its certificate of authentication.

SECTION 7.05. Notice of Defaults.

If a Default occurs and is continuing widispect to the Securities of any Series and $f kiniown to the Trustee, the Trustee shall mail to
each Holder of a Security of that Series entittedeteive reports pursuant to Section 4.02(c) (drdhregistered Securities of that Series are
outstanding, shall cause to be published at least ;m an Authorized Newspaper in each of The @GfitMew York, London and, if Securities
of that Series are listed on The Luxembourg StaathBnge, Luxembourg) notice of the Default withihdiays after it occurs. Except in the
case of a Default in payment on the Securitiengf@eries, the Trustee may withhold the noticenid ao long as its Corporate Trust
Committee or a committee of its Responsible Offdargood faith determines that withholding suclia®is in the interests of
Securityholders of that Series.

SECTION 7.06. Reports by Trustee to Holders.

(&) Within 60 days after each anniversiaie of the first issue of a Series of Securities, Trustee shall mail to each Securityholder of
that Series entitled to receive reports pursuaBettion 4.02(c) a brief report dated as of sudh ttet complies with TIA § 313(a). The
Trustee also shall comply with TIA § 313(b).

(b) At the time that it mails such a rego Securityholders of any Series, the Trusted! $ie a copy of that report with the SEC and
with each stock exchange on which the SecuritigbaifSeries are listed. The Company shall prowiditen notice to the Trustee when the
Securities of any Series are listed on any stockange.

SECTION 7.07. Compensation and Indemnity.

(@) The Company shall pay to the Truftem time to time reasonable compensation foretsises. The Trustee's compensation shall
not be limited by any law on compensation of ateef an express trust. The Company shall reinebiines Trustee upon request for all
reasonable out-of-pocket expenses incurred bydbimection with the performance of its duties uriis Indenture. Such expenses shall
include the reasonable compensation and expensles dfustee's agents and counsel.

(b) The Company shall indemnify the Teesagainst any loss or liability incurred by itsarg out of or in connection with its
acceptance or administration of the trust or trhstgunder. The Trustee shall notify the Compaynptly of any claim for which it may se
indemnity. The Company shall defend the claim dredTrustee shall cooperate in the defense. Thaegusay have separate counsel and the
Company shall pay the reasonable fees and expehsash counsel. The Company need not pay for attiement made without its consent.

(c) The Company need not reimburse apgese or indemnify against any loss or liabilitgurred by the Trustee through negligence
or bad faith.

(d) To secure the payment obligationthefCompany pursuant to this Section, the Trugia# kave a lien prior to the Securities of
Series on all money or property held or collectgedh® Trustee, except that held in trust to paggypal and interest on particular Securitie
a Series.

(e) If the Trustee incurs expenses odees services after an Event of Default specifie8ection 6.01(4) or (5) occurs, such expenses
and the compensation for such services are intettdeahstitute expenses of administration underBanykruptcy Law.

SECTION 7.08. Replacement of Trustee.

(&) The resignation or removal of thestee and the appointment of a successor Trustdebsbame effective only upon the successor
Trustee's acceptance of appointment as providgdsrsection.

(b) The Trustee may resign with respet¢hé Securities of any Series by so notifying@oempany. The Holders of a majority in
principal amount of the Securities of any Seriey neanove the Trustee with respect to that Seriesdoyotifying the Trustee and the
Company and may appoint a successor Trustee farSeiges with the Company's consent.

(c) The Company may remove the Trustdh mispect to Securities of any Seriet



(1) the Trustee fails to comply with Sewt7.10;

(2) the Trustee is adjudged a bankrugtoinsolvent;

(3) areceiver or public officer takesdle of the Trustee or its property; or
(4) the Trustee becomes incapable ohgcti

(d) If the Trustee resigns or is remowedf a vacancy exists in the office of the Trusteeany reason, with respect to Securities of any
Series, the Company shall promptly appoint a sismreBrustee for such Series.

(e) If a successor Trustee with respethé Securities of any Series does not take offitlein 30 days after the retiring Truste resigns
or is removed, the retiring Trustee, the CompantherHolders of a majority in principal amount bétSecurities of the applicable Series may
petition any court of competent jurisdiction foethppointment of a successor Trustee.

() If the Trustee with respect to thec8rities of any Series fails to comply with Sectib10, any Securityholder of the applicable
Series may petition any court of competent jurigdicfor the removal of such Trustee and the apgpuémt of a successor Trustee.

(g) A successor Trustee shall deliveriit&n acceptance of its appointment to the regifinustee and to the Company. Thereupon, the
resignation or removal of the retiring Trusteeday Series of Securities shall become effectivd,tha successor Trustee shall have all the
rights, powers and duties of the retiring Trustéth wespect to all Series of Securities for whikh successor Trustee is to be acting as Tr
under this Indenture. The retiring Trustee shalhpptly transfer all property held by it as Trustéth respect to such Series of Securities to
the successor Trustee subject to the lien providieth Section 7.07. The Company, in the case afedistered Securities, shall give notice of
each appointment of a successor Trustee for angsSafr Securities by publishing notice of such éwmrce in an Authorized Newspaper in
each of The City of New York, London, and, if Seties of that Series are listed on The LuxemboungExchange, Luxembourg, and by
mailing written notice of such event by first-clamail to the Holders of Securities of such Serigt#tled to receive reports pursuant to
Section 4.02(c).

(h) All provisions of this Section 7.08cept subparagraphs (b)(l) and (c) and the wordlsjést to the lien provided for in Section 7.1
in subparagraph (f) shall apply also to any Payiggnt located outside the U.S. and its possessindsequired by Section 2.04.

(i) In case of the appointment hereurtdex successor Trustee with respect to the Sexziof one or more (but not all) Series, the
Company, the retiring Trustee and such successmtde shall execute and deliver a supplementahtodewherein such successor Trustee
shall accept such apointment and which (1) shaltaio such provisions as shall be necessary oratésito transfer and confirm to, and to
vest in, such successor Trustee all the rights gpewvtrusts and duties of the retiring Trustee wéipect to the Securities of that or those
Series to which the appointment of such successmtde relates, (2) if the retiring Trustee ismtiring with respect to all Securities, shall
contain such provisions as shall be deemed negessdesirable to confirm that all the rights, posydrusts and duties of the retiring Trustee
with respect to the Securities of that or thoseeSeaas to which the retiring Trustee is not regjiréhall continue to be vested in the retiring
Trustee and (3) shall add to or change any of tbeigions of this Indenture as shall be necessaprdvide for or facilitate the administration
of the trusts hereunder by more than one Trudteejig understood that nothing herein or in sugiptemental indenture shall constitute
such Trustees co-trustees of the same trust ahddbh such Trustee shall be trustee of a trustists hereunder separate and apart from any
trust or trusts hereunder administered by any atheh Trustee.

SECTION 7.09. Successor Trustee, Agents by Merger, etc.

If the Trustee or any Agent consolidatethwierges or converts into, or transfers all dossantially all of its corporate trust business
assets to, another corporation, the successor retigo, without any further act, shall be the sgsoe Trustee or Agent, as the case may be.

SECTION 7.10. Eligibility; Disqualification.

This Indenture shall always have a Trusiitke respect to each Series of Securities whofszgithe requirements of TIA §310(a)(1). The
Trustee shall always have a combined capital arlisiof at least $10,000,000 as set forth in ilstmecent published annual report of
condition. The Trustee is subject to TIA § 310({b¥luding the optional provision permitted by theeand sentence of TIAZL0(b)(9), excef
that there shall be excluded from the operatiohlaf§ 310(b)(1) all indentures of the Company oy anits Affiliates now or hereafter
existing which may be excluded under the provis®léf § 310(b)(1).

SECTION 7.11. Preferential Collection of Claims Against theripany.

The Trustee is subject to TIA § 311(a),leding any creditor relationship listed in TIA § Bb). A Trustee who has resigned or been
removed shall be subject to TIA § 311(a) to theepkindicated.

ARTICLE 8



DISCHARGE OF INDENTURE
SECTION 8.01. Termination of the Company's Obligations.

(&) The Company reserves the right toiteaite all of its obligations under the Securit@sl this Indenture with respect to the Secur
of any Series or any installment of principal ofiierest on that Series if the Company irrevocalagosits in trust with the Trustee money or
U.S. Government Obligations sufficient to pay, widem, principal, premium, if any, and interest lo@ Securities of that Series to maturity or
redemption or such installment of principal or e, as the case may be, and if all other comdits®t forth in the Securities of that Series
met. The Company shall designate the installmemstallments of principal or interest to be sasstd.

(b) However, the Company's obligation$eéctions 2.04, 2.05, 2.06, 2.07, 2.08, 2.09, 4@, 7.08, 8.03 and 8.04 shall survive until
the Securities are no longer outstanding. Theredfte Company's obligations in Sections 7.07, &3 8.04 shall survive.

(c) Before or after a deposit, the Conyparay make arrangements satisfactory to the Trdetabe redemption of Securities at a future
date in accordance with Article 3.

(d) After a deposit by the Company in@dance with this Section in respect of the Selesrvf a Series, the Trustee, upon request,
shall acknowledge in writing the discharge of th@rpany's obligations under the Securities of th#eSén respect of which the deposit has
been made and under this Indenture with respabet&ecurities of that Series except for thoseigimgy obligations specified above.

(e) In order to have money available gragment date to pay principal of or interest an$ecurities of any Series, the U.S.
Government Obligations shall be payable as to gral®f or interest on or before such payment datich amounts as will provide the
necessary money. U.S. Government Obligations soalbe callable at the issuer's option.

() "U.S. Government Obligations" means:

(i) direct obligations of the United f&t& of America for the payment of which the fuitlicand credit of the United States of
America is pledged; or

(i) obligations of a person controlledsmpervised by and acting as an agency or insttatigy of the United States of
America, the payment of which is unconditionallyaganteed as a full faith and credit obligation lhy United States of America.

SECTION 8.02. Application of Trust Money.

The Trustee shall hold money or U.S. Goremnt Obligations deposited with it pursuant to Bec8.01. It shall apply the deposited
money and the money from U.S. Government Obligatibnough the Paying Agent and in accordance withihdenture to the payment of
principal of and interest on the Securities of e&ehies in respect of which the deposit shall Heeen made.

SECTION 8.03. Repayment to Company.

(&) The Trustee and the Paying Agent sinamptly pay to the Company, upon request, argess money or securities held by them at
any time.

(b) The Trustee and the Paying Agentlg®i to the Company, upon request, any money iaetthiem for the payment of principal or
interest that remains unclaimed for two years. Atthat, Securityholders entitled to the money naisk to the Company for payment as
general creditors unless an abandoned propertgdésignates another person.

SECTION 8.04. Indemnity for Government Obligations.

The Company shall pay and shall indemrify Trustee and each Securityholder of each Seriespect of which the deposit shall have
been made against any tax, fee or other chargesiegpon or assessed against deposited U.S. Govar@hkgations or the principal and
interest received on such obligations.

ARTICLE 9
AMENDMENTS AND WAIVERS
SECTION 9.01. Without Consent of Holders.

The Company and the Trustee may enteran&or more supplemental indentures without theseonhof any Securityholder for any of
the following purposes



(1) to cure any ambiguity, defect or insistency herein or in the Securities of any Series
(2) to comply with Article 5;

(3) to provide for uncertificated Seciastin addition to or in place of certificated Setes;
(4) to make any change that does notradiyeaffect the rights of any Securityholder;

(5) to provide for the issuance of anlelsh the form and terms and conditions of Se¢iesrpf any Series as provided in
Section 2.02, to establish the form of any cedifiens required to be furnished pursuant to thasesf this Indenture or any Series of
Securities, or to add to the rights of the Hold#rany Series of Securities; or

(6) to secure the Securities pursuafetction 4.03.
SECTION 9.02. With Consent of Holders.

(&) With the written consent of the Hollef a majority in principal amount of the outstarg Securities of each Series affected by
supplemental indenture (with each Series voting @lass), the Company and the Trustee may enteaistipplemental indenture to add any
provisions to or to change or eliminate any prarisiof this Indenture or of any supplemental indenbr to modify, in each case in any
manner not covered by Section 9.01, the rightb®fSecurityholders of each such Series. The Holsfeasnajority in principal amount of the
outstanding Securities of each Series affectedibly svaiver (with each Series voting as a classhdiice to the Trustee, may waive
compliance by the Company with any provision o$ttmdenture, any supplemental indenture or the iBesuof any such Series, except a
Default in the payment of the principal of or irgst on any Security. However, without the consémriach Securityholder affected, an
amendment or waiver may not:

(1) reduce the amount of Securities whésklers must consent to an amendment or waiver;
(2) change the rate of or change the fom@ayment of interest on any Security;

(3) change the principal of or changefiked maturity of any Security;

(4) waive a Default in the payment of grncipal of or interest on any Security;

(5) make any Security payable in monédaenthan that stated in the Security; or

(6) make any change in Section 6.04, 6109.02(a) (third sentence).

The Company may set a record date for mapof determining the identity of the Holderstiedito give a written consent or waive
compliance by the Company as authorized or perdhiijethis section. Such record date shall not beertttan 30 days prior to the first
solicitation of such consent or waiver or the d#tthe most recent list of holders furnished to Thestee pursuant to Section 312 of the TIA.

(b) Itis not necessary under this Sec8®?2 for the Securityholders to consent to thiéiqdar form of any proposed supplemental
indenture, but it is sufficient if they consentte substance thereof.

(c) Promptly after the execution by then@bany and the Trustee of any supplemental indemtursuant to the provisions of this
Section 9.02, the Company shall transmit by maibtice, setting forth in general terms the substasfcsuch supplemental indenture, to all
Holders of Registered Securities, as the namesddksses of such Holders appear on the registeaft Series of Securities, and to such
Holders of Unregistered Securities as are enttagceive reports pursuant to Section 4.02(c). faflyre of the Company to mail such
notice, or any defect therein, shall not, howeiregny way impair or affect the validity of any $usupplemental indenture.

SECTION 9.03. Compliance with Trust Indenture Act.

Every amendment to this Indenture or theuBtes of one or more Series shall be set farth supplemental indenture that complies
the TIA as then in effect.

SECTION 9.04. Revocation and Effect of Consents.

Until an amendment or waiver becomes dffect consent to it by a Holder of a Security atinuing consent by the Holder and e\
subsequent Holder of a Security or portion of auigcthat evidences the same debt as the congeHtitder's Security even if a notation of
the consent is not made on any Security. Howewsrsach Holder or subsequent Holder may revokedmsent as to his Security or portion
of his Security if the Trustee receives the notitesvocation before the date the amendment orevdiecomes effective. After an amendn
or waiver becomes effective, it shall bind everg8#yholder of each Series affected by such amemror waiver



SECTION 9.05. Notation on or Exchange of Securities.

The Trustee may place an appropriate rotatbout an amendment or waiver on any SecurigngfSeries thereafter authenticated. The
Company in exchange for Securities of that Seriag issue and the Trustee shall authenticate newriies of that Series that reflect the
amendment or waiver.

SECTION 9.06. Trustee Protected.
The Trustee need not sign any supplemérdehture that adversely affects its rights.
ARTICLE 10
SINKING FUNDS
SECTION 10.01. Applicability of Article.

The provisions of this Article shall be &ipable to any sinking fund for the retirement @fcBrities of a Series, except as otherwise
permitted or required by any form of Security oflsiSeries issued pursuant to this Indenture.

The minimum amount of any sinking fund payrnprovided for by the terms of Securities of Sayies is herein referred to as a
"mandatory sinking fund payment,” and any paymermbicess of such minimum amount provided for bytées of Securities of such Ser
is herein referred to as an "optional sinking fagment." If provided for by the terms of Secust@ any Series, the cash amount of any
sinking fund payment may be subject to reductioprasided in Section 10.02. Each sinking fund pagtehall be applied to the redemption
of Securities of any Series as provided for bytéims of Securities of such Series.

SECTION 10.02. Satisfaction of Sinking Fund Payments with Bges.

The Company may, in satisfaction of alhay part of any sinking fund payment with respedahe Securities of such Series to be made
pursuant to the terms of such Securities as pravioieby the terms of such Series (1) deliver @tding Securities of such Series (other than
any of such Securities previously called for redgampor any of such Securities in respect of whiakh shall have been released to the
Company), and (2) apply as a credit SecuritiesiohsSeries which have been redeemed either atabom of the Company pursuant to the
terms of such Series of Securities or through pitieation of permitted optional sinking fund payme pursuant to the terms of such
Securities, provided that such Series of Secuttitia® not been previously so credited. Such Séesishall be received and credited for such
purpose by the Trustee at the Redemption Pricdfsgzbm such Securities for redemption throughragpien of the sinking fund and the
amount of such sinking fund payment shall be redaeordingly. If as a result of the delivery oedit of Securities of any Series in lieu of
cash payments pursuant to this Section 10.02,rtheipal amount of Securities of such Series toduseemed in order to exhaust the afore
cash payment shall be less than $500,000, the€lrsstall not call Securities of such Series foenggtion, except upon Company Order, and
such cash payment shall be held by the TrusteePayag Agent and applied to the next succeedimgrey fund payment, provided,
however, that the Trustee or such Paying Agent ah#the request of the Company from time to timag pver and deliver to the Company .
cash payment so being held by the Trustee or sagim@ Agent upon delivery by the Company to thesiea of Securities of that Series
purchased by the Company having an unpaid prineipedunt equal to the cash payment required tolbaged to the Company.

SECTION 10.03. Redemption of Securities for Sinking Fund.

Not less than 60 days prior to each sinkimgl payment date for any Series of Securities @bmpany will deliver to the Trustee an
Officers' Certificate specifying the amount of thext ensuing mandatory sinking fund payment fot 8&xies pursuant to the terms of that
Series, the portion thereof, if any, which is tosa¢isfied by payment of cash, and the portionetbiiif any, which is to be satisfied by
delivering and crediting of Securities of that 8smpursuant to Section 10.02, and the optional amdwany, to be added in cash to the next
ensuing mandatory sinking fund payment, and wilbaleliver to the Trustee any Securities to beredited and not theretofore delivered. If
such Officers' Certificate shall specify an optibaaount to be added in cash to the next ensuinglatary sinking fund payment, the
Company shall thereupon be obligated to pay theuatrihierein specified. Not less than 30 days bedaeh such sinking fund payment date,
the Trustee shall select the Securities to be raddaipon such sinking fund payment date in the mraspecified in Section 3.02 and cause
notice of the redemption thereof to be given inritame of and at the expense of the Company in #rner provided in Section 3.03. Such
notice having been duly given, the redemption ahs8ecurities shall be made upon the terms artteimianner stated in Sections 3.04, 3.05,
and 3.06.

ARTICLE 11
MISCELLANEOUS
SECTION 11.01. Trust Indenture Act Controls.

If any provision of this Indenture limitgyalifies or conflicts with a provision which isg@ired to be included in this Indenture by



TIA, the required provision shall control.
SECTION 11.02. Notices.

(&) Any notice or communication by then@xany or the Trustee to the other is duly given ifrriting and delivered in person or mail
by first-class mail:

if to the Company to:

The Mountain States

Telephone and Telegraph Company
1801 California
Denver, Colorado 80202

Attention: Treasurer
if to the Trustee to:

The First National Bank of Chicago
One First National Plaza
Chicago, Illinois 60670-0126

Attention: Corporate Trust Department

(b) The Company or the Trustee by naticéhe other may designate additional or diffetdresses for subsequent notices or
communications.

(c) Any notice or communication to Hold@&f Securities entitled to receive reports purstasection 4.02(c) shall be mailed by first-
class mail to the addresses for Holders of Re@dt&ecurities shown on the register kept by thadieg and to addresses filed with the
Trustee for other Holders. Failure to so mail @agebr communication or any defect in such noticemnmunication shall not affect its
sufficiency with respect to other Holders of Setiesi of that or any other Series entitled to reeaigtice.

(d) If a notice or communication is mdiie the manner provided above within the time griéged, it is conclusively presumed to have
been duly given, whether or not the addresseeves i

(e) If the Company mails a notice or camination to Securityholders, it shall mail a cdpythe Trustee and to each Agent at the same
time.

(f) Ifit shall be impractical in the iojion of the Trustee or the Company to make anyligation of any notice required hereby in an
Authorized Newspaper, any publication or otheremtn lieu thereof which is made or given with gpproval of the Trustee shall constitu
sufficient publication of such notice.

SECTION 11.03. Communication by Holders with Other Holders.

Securityholders of any Series may commuaiegpursuant to TIA § 312(b) with other Securitgeos of that Series or of all Series with
respect to their rights under this Indenture oraurttie Securities of that Series or of all Serlé® Company, the Trustee, the Registrar and
anyone else shall have the protection of TIA 8 8L2(

SECTION 11.04. Certificate and Opinion as to Conditions Preeet

Upon any request or application by the Canypto the Trustee to take any action under ttdemture, the Company shall furnish to the
Trustee.

(1) an Officers' Certificate stating thiatthe opinion of the signers, all conditionsqaéent, if any, provided for in this Indent
relating to the proposed action have been complitd and

(2) an Opinion of Counsel stating thatthie opinion of such counsel, all such conditiprecedent have been complied with.
SECTION 11.05. Statements Required in Certificate or Opinion.

Each certificate or opinion with respecttmpliance with a condition or covenant providedif this Indenture shall includ



(1) a statement that the person makich sertificate or opinion has read such covenagbadition;

(2) a brief statement as to the natucksamope of the examination or investigation upoictvthe statements or opinions
contained in such certificate or opinion are based;

(3) a statement that, in the opinionwflsperson, he has made such examination or igedisth as is necessary to enable hir
express an informed opinion as to whether or nch fwvenant or condition has been complied witld; an

(4) a statement as to whether or nafénopinion of such person, such condition or cavmtihas been complied with.
SECTION 11.06. Rules by Trustee and Agents.

The Trustee may make reasonable rulesctayraby or at a meeting of Securityholders of onenore Series. The Paying Agent or
Registrar may make reasonable rules and set rdalsamguirements for its functions.

SECTION 11.07. Legal Holidays.

A "Legal Holiday" is a Saturday, a Sundaya day on which banking institutions are not iegito be open. If a payment date isa L
Holiday at a place of payment, payment may be naadech place on the next succeeding day thatia hegal Holiday, and no interest st
accrue for the intervening period.

SECTION 11.08. Governing Law.
The laws of the State of New York shall govthis Indenture, the Securities and any coupppesrtaining thereto.
SECTION 11.09. No Adverse Interpretation of Other Agreements.

This Indenture may not be used to interpretther indenture, loan or debt agreement of tireany or an Affiliate. No such indenture,
loan or debt agreement may be used to interpretnidienture.

SECTION 11.10. No Recourse Against Others.

No director, officer, employee or stockhmidas such, of the Company shall have any ligkfiit any obligations of the Company under
the Securities or the Indenture or for any clairedobon, in respect of or by reason of such obbgator their creation. Each Securityholde
accepting a Security waives and releases all sablity. The waiver and release are part of thasideration for the issue of the Securities.

SECTION 11.11. Execution in Counterparts.

This Indenture may be executed in any nurobeounterparts, each of which shall be an odfibut such counterparts shall together
constitute but one instrument.

ARTICLE 12
REPAYMENT AT THE OPTION OF HOLDERS
SECTION 12.01. Applicability of Article.

Securities of any Series which are repayabthe option of the Holders thereof before th&ited maturity shall be repaid in accordance
with the terms of the Securities of such Series.

THE MOUNTAIN STATES TELEPHONE
AND TELEGRAPH COMPANY

By: /s/ DAVID R. LAUBE

VF-Treasurel
[SEAL]

Attest:

MICHAEL J. JENSEN



Assistant Secreta

THE FIRST NATIONAL BANK OF CHICAGO
By: [/s/ STEVEN M. WAGNER

Vice Presider
(SEAL)
Attest:

SHARON MCGRATH

Trust Officer
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Exhibit 4.3

FIRST SUPPLEMENTAL INDENTURE

Dated as of April 16, 1991

This First Supplemental Indenture, datedfaspril 16, 1991, is between U S WEST Communizasi, Inc., a Colorado corporation (the
"Company"), and The First National Bank of Chicagmational banking association duly organized uttielaws of the United States of
America (the "Trustee").

RECITALS
A. The Company and the Trustee havewdrecand delivered an Indenture dated as of AptillB90 (the "Indenture").

B. Section 9.01 of the Indenture prositleat the Company and the Trustee may enter im¢ao more supplemental indentures witt
the consent of any Securityholder for the followmgpose, among others: to make any change thatrdueadversely affect the rights of any
Securityholder in any material respect.

C. Simultaneously with the delivery bistFirst Supplemental Indenture, the Company igishing to the Trustee an opinion of
counsel to the effect that all conditions precederthe execution of this First Supplemental Indemthave been complied with.

NOW, THEREFORE, it is agree as follows:
ARTICLE ONE
Relation to Indenture; Definitions
Section 1.01. This First Supplementdelmure constitutes an integral part of the Indentu

Section 1.02. For all purposes of thistFSupplemental Indentur



(1) Any capitalized term used herein withdefinition shall have the meanings specifiethanIndenture.

(2) Any reference herein to Articles 8&ettions, unless otherwise specified, refer tactiveesponding Articles and Sections of

the Indenture as amended by this First Supplemérdeahture.
ARTICLE TWO
Amendment to the Indenture
Section 2.01 of the Indenture is amende®@aa in its entirety as follows:

The aggregate principal amount of Securitidich may be authenticated and delivered undetridenture is unlimited. The

Securities may be issued in one or more SeriegeThay be Registered Securities and Unregisteredriies within a Series and the

Unregistered Securities may be subject to suchicgshs, and contain such legends, as may be medjby United States laws and
regulations. All Series of Securities shall be diguand ratably entitled to the benefits of thislémture.

ARTICLE THREE
Miscellaneous
Section 3.01. Continued Effectiveness of IndentureAs amended hereby, the Indenture shall coniimfiell force and effect.

Section 3.02. Purpose. The purpose of this First Supplemental Indenisito effect the amendment set forth herein. Chmpany

warrants that all the conditions and requiremeptseasary to make this First Supplemental Indentuien duly executed and delivered, a

valid and binding agreement in accordance witkeits's and for the purposes herein expressed, learefgerformed and fulfilled.

Section 3.03. Rights of Trustee. The Trustee executes this First Supplementidriture only on the condition that it shall havd an

enjoy with respect thereto all of the rights, dsitiend immunities as set forth in the Indenture.

Section 3.04. Counterparts. This First Supplemental Indenture may be ex&tint any number of counterparts, each of whiclil sha

be an original, but such counterparts shall togatbastitute but one instrument.

IN WITNESS WHEREOF, the Company has caubedFirst Supplemental Indenture to be executeiisbyice President and Treasurer,

and its corporate seal to be affixed hereunto hadame to be attested by its Assistant Secretadythe Trustee has caused this First
Supplemental Indenture to be executed by one &fits Presidents or Trust Officers, and its corpmseal to be affixed hereunto and the
same to be attested by one of its Vice Presiderts® of its Trust Officers.

U S WEST Communications, Inc.

By: /s! DAVID R. LAUBE

Vice President and Treasul
(SEAL)
Attest:

/sl B.M. BELL

Assistant Secretal

THE FIRST NATIONAL BANK OF CHICAGO

By: /sl STEVE M. WAGNER

Vice Presiden
(SEAL)
Attest:

/s/ SHARON MCGRATH

Trust Officer
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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 com@ajnuntrue 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 statements odimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4, The registrant's other certifying officer and | a@gponsible for establishing and maintaining disete 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 proceduresused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

b) evaluated the effectiveness of the registrantdalisre controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

C) disclosed in this report any change in the regis¢santernal control over financial reporting tleacurred during the registrar
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repo#d) tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggan

5. The registrant's other certifying officer and | kalisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant's auditors and thataxmmittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

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

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

Date: January 12, 2004

/sl RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presid
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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 comajnuntrue 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, nigadisg with respect to the
period covered by this report;

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

4, The registrant's other certifying officer and | aesponsible 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 consolidh®ubsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

b) evaluated the effectiveness of the registrantdalisre controls and procedures and presentedsimeport 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 regis¢santernal control over financial reporting tleacurred during the registrar
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repo#d) 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 | kalisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant's auditors and thataxmmittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesssethe 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 involvesnagement or other employees who have a significéamin the registrant's
internal control over financial reporting.

Date: January 12, 2004

/sl OREN G. SHAFFER

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, 2002, 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 K3-A signed original of this statement has beervigled to Qwest and will be retained by Qwest andifined t
the Securities and Exchange Commission or its sfaih request.

Dated: January 12, 2004 By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman, Chief Executive Officer and Presid

Dated: January 12, 2004 By: /s/ OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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