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GLOSSARY OF TERMS

Our industry uses many terms and acronyms thatmotige familiar to you. To assist you in readinig thocument and other documents
we file with the Securities and Exchange Commissiea have provided below definitions of some ofth&erms.

Access Line<Telephone lines reaching from the custc’s premises to a connection with the public switcteéephone networl
Our access lines reported in this document inchrdg those lines used to provide services to eglezustomers and exclude lines
used solely by us and our affiliates. We also edelresidential lines that are used solely to prtcbadband service

Asynchronous Transfer Mode (ATM broadband, network transport service utilizingadswitches that provides a fast, efficient
way to move large quantities of informatic

Broadband Services (also known as I-speed Internet service:Services used to connect to the Internet througgtieg telephont
lines and fibe-optic cables at higher speeds than-up access

Competitive Local Exchange Carriers (CLECTelecommunications providers that compete withnysroviding local voice an
other services in our local service area, predontipaising our network

Customer Premises Equipment (CPE3lecommunications equipment sold to a customesallysin connection with our providing
telecommunications services to that custor

Data Integration.Telecommunications equipment that is located omoooers’ premises and related professional servidesse
services include network management, installatiwhraaintenance of data equipment and building oppetary fiber-optic
broadband networks for government and businessmess.

Dedicated Internet Access (Dl/nternet access ranging from 128 kilobits per sddorl0 gigabits per secor

Facilities expense:Third-party telecommunications expenses we incur forgugther carrier networks to provide services to ¢
customers

Fiber to the Cell Site (FTTCESA type of telecommunications network consistindibér-optic cables that run from a
telecommunication provider’s broadband interconioegpoints to cellular sites. Fiber to the celeservices, commonly referred to
as wireless backhaul, allow for the delivery offfégbandwidth services supporting mobile techn@sghan would otherwise
generally be available through a more traditioelEdommunications networ

Fiber to the Node (FTTN. A type of telecommunications network that combifiber-optic cables (which run from a
telecommunication provider’s central office to agde location within a particular neighborhood eographic area) and traditional
copper wires (which run from this location to inidival residences and businesses within the neigioldror geographic area).
Fiber to the node allows for the delivery of highpeed broadband services than would otherwiserglgnbe available through a
more traditional telecommunications network madeipnly copper wires

Frame RelayA high-speed data switching technology used primarilyiterconnect multiple local network
Hosting Service<The providing of space, power, bandwidth and madiagevices in data cente

Incumbent Local Exchange Carrier (ILE(A traditional telecommunications provider that,oporio the Telecommunications Act of
1996, had the exclusive right and responsibilitygfaviding local telecommunications services #lécal service area. Qwest
Corporation is an ILEC

Integrated Services Digital Network (ISDIA telecommunications standard that uses digitalsireission technology to supp:
voice, video and data communications applicatiores cegular telephone line
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» Internet Protocol (IP) Those protocols that facilitate transferring infation in packets of data and that enable each patcks
transmission to “tell” the data switches it encaustwhere it is headed and enables the computeraadnend to confirm that
message has been accurately transmitted and rdc

* Managed Service:Customized, turnkey solutions for integrated ditternet and voice services offered to businesketsar
customers. These services include a diverse coitrinaf emerging technology products and servisash as VolP, Ethernet,
MPLS, hosting services and advanced voice servitet as web conferencing and call center solutidiost of these services can
be performed from outside our customers’ intermdvorks, with an emphasis on integrating and gentif Internet security for
applications and conter

»  Multi-Protocol Label Switching (MPLSA standard-approved data networking technology that is a $wibstfor existing framt
relay and ATM networks and that can deliver thelityaf service required to support real-time voarmd video, as well as service
level agreements that guarantee bandw

» Private Line.Direct circuit or channel specifically dedicatedatocustomer for the purpose of directly connectimg or more sites.
Private line offers a hic¢-speed, secure solution for frequent transmissidargé amounts of data between si

* Public Switched Telephone Network (PSTThe worldwide voice telephone network that is asii#e to every person with
telephone equipped with a dial tol

* Unbundled Network Elements (UNEDiscrete elements of our network that are solcdeaséd to competitive telecommunicatis
providers and that may be combined to provide thegdil telecommunications servict

» Universal Service Funds (USHederal and state funds established to promotauéiéability of telecommunications services to all
consumers at reasonable and affordable rates, aaibagthings. As a telecommunications provider aneeoften required to
contribute to these fund

» Virtual Private Network (VPNA private network that operates securely withirualig network (such as the Internet) by mean
encrypting transmission

» Voice over Internet Protocol (VolPAn application that provides real-time, two-way a®icommunication similar to our traditional
voice services that originates in the Internetgeot over a broadband connection and often termgan the PSTM

* Wide Area Network (WANA communications network that covers a wide gedgi@aprea, such as a state or country. A WAN
typically extends a local area network outsidelthigding, over telephone common carrier lines ik lio other local area networks
in remote locations, such as branch offices -home workers and telecommute
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Unless the context requires otherwise, referenaékis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, references t&Q) refer to our direct parent
company, Qwest Services Corporation, and its catetdd subsidiaries, and references in this repoftQCII” refer to our ultimate parent
company, Qwest Communications International Ined &s consolidated subsidiaries.

PART I

ITEM 1. BUSINESS

We offer data, Internet, video and voice servicéhiwthe 14-state region of Arizona, Colorado,Hdalowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. We refer te tegion as our local servi
area.

We are wholly owned by QSC, which is wholly owngd@CII. Our operations are included in the consaild operations of QCII and
generally account for the majority of QCII's coridated revenue. In addition to our operations, Qdintains a national telecommunications
network. Through its fiber-optic network, QCII pides the following products and services that wadbprovide:

» Dataintegration

» Dedicated Internet acces

* Hosting services

» Long-distance services that allow calls that cross teteounications geographical are
* Managed service:

»  Multi-protocol label switching; an

» Voice over Internet Protocol, or Vol

For certain products and services we provide, and fariety of internal communications functiong, use parts of QCII’s
telecommunications network to transport data aridevtvaffic. Through its network, QCII also provi&lrationally and globally some data and
Internet access services that are similar to seswive provide within our local service area. Thesmwices include private line and our
traditional wide area network, or WAN, services,ethconsist of asynchronous transfer mode, or A&l frame relay.

We were incorporated under the laws of the Stateadérado in 1911. Our principal executive offiege located at 1801 California
Street, Denver, Colorado 80202, and our telephangber is (303) 992-1400.

On April 21, 2010, QCII entered into a merger agreet whereby CenturyLink, Inc., or CenturyLink, Matquire QCII in a tax-free,
stock-for-stock transaction. Under the terms ofdgeeement, QCII's stockholders will receive 0.1864res of CenturyLink common stock for
each share of QCII’'s common stock they own at nlpsBased on QCII's and CenturyLink’s number ofstanding shares as of the date of the
merger agreement, at closing CenturyLink sharehsldiee expected to own approximately 50.5% and ®@Gibckholders are expected to own
approximately 49.5% of the combined company. Og 16| 2010, QCII and CenturyLink received notifioatfrom the Department of Justice
and the Federal Trade Commission that they recedaelgt termination of the waiting period under thart-Scott-Rodino Act, and as such have
clearance from a federal antitrust perspectiverdaged with the merger. On August 24, 2010, stolcldre of each company approved all
proposals relating to the merger. Completion of thansaction remains subject to a number of regylapprovals as well as other customary
closing conditions. QCII and CenturyLink have reegi most of the necessary approvals from statdqsiivice or public utility commissior
but they still need approvals from the Federal Camications Commission, or FCC, and several otlete gtublic service or

1
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public utility commissions. While the timing of tleceipt of these approvals cannot be predicteld ggttainty, QCII currently expects to
receive all required approvals in the first quagted is planning toward an April 1st closing ddt¢he merger agreement is terminated under
certain circumstances, QCIlI may be obligated to@agturyLink a termination fee of $350 million.

For a discussion of certain risks applicable tolmusiness, financial condition and results of opena, see “Risk Factors” in Item 1A of
this report. The financial information in this seatshould be read in conjunction with, and is il by reference to, our consolidated
financial statements and notes thereto in ltemdB“&anagement’s Discussion and Analysis of FinanCiandition and Results of Operations”

in Item 7 of this report.

Financial and Operational Highlights
The table below provides a summary of some of mamtial highlights.

Operating results
Operating revenu
Operating expenst
Income before income tax
Net income

Cash flow data
Cash provided by operating activiti

Expenditures for property, plant and equipment caqtalized softwar

Dividends paid to QSt¢

Balance sheet dat
Cash and cash equivalel
Total borrowing—net@
Working capital defici®
Total stockholde’'s (deficit) equity

Years Ended December 31,
2010 2009 2008
(Dollars in millions)

$9,271 $9,731 $10,38¢
6,78¢ 7,16¢ 7,52¢
1,87: 1,921 2,261
1,082 1,19i 1,43¢
$3,23¢ $3,167 $ 3,47¢
1,24( 1,10¢ 1,404
2,26( 2,00¢ 2,00(¢

December 31
2010 2009
(Dollars in millions)

$ 192 $1,01
8,01z 8,38¢
(1,716) (474)
(831) 312

(1) Total borrowings—net is the sum of current mortof long-term borrowings and long-term borrowsrgnet on our consolidated balance
sheets. For total obligations, see “Managementssision and Analysis of Financial Condition anduie of Operations—Future

Contractual Obligatior” in Item 7 of this report

(2) Working capital deficit is the amount by which aunrent liabilities exceed our current ass

The table below presents some of our operation#iicee

Operational metrics®
Total broadband subscribe
Total video subscribel
Total access line

December 31
2010 2009 2008
(in thousands)

2,90¢ 2,80 2,57¢
1,002 932 772
8,85¢ 9,92¢ 11,127

(1) We have updated our methodology for countingsabscribers and access lines. For additionatriméition see “Business Overview and

Presentatic” in Item 7 in this repor
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Operations

Our operations are integrated into and are pati@gegments of QCII. Our business contributedl three of QCII's segments: business
markets, mass markets and wholesale markets. Wi gnar products and services among three majogesaés, including:

» strategic services, which include primarily privéites, broadband, DIRECTV video services and Vari¥direless service!

* legacy services, which include primarily local, @ss, integrated services digital network, or ISBN] traditional WAN services;
and

» affiliates and other services, consisting primaoifyservices we provide to our affiliates and unsat service fund, or USI
surcharges

Additional information about our contribution to Q8 segments is provided in Note 15—ContributionQCIl Segments to our
consolidated financial statements in Item 8 of th{gort. For more information about QCII’s repogtisegments, see QCII's Annual Report on
Form 10-K for the year ended December 31, 2010.

Substantially all of our revenue comes from custen@cated in the United States, and substant#lligf our longlived assets are locat
in the United States.

Products, Services and Customers

Our products and services include a variety of datarnet and voice services. Through our stratpgrtnerships with DIRECTV and
Verizon Wireless, we also offer satellite digitalevision and wireless services to customers inaeal service area. As noted above, our
business contributes to all three of QCII's segmemisiness markets, mass markets and wholesaketnawe group our products and
services among three major categories: strategiices, legacy services and affiliates and otherises. Revenue from our strategic services
represented 33% of our total revenue for the yedee December 31, 2010, and these services amvéngrsource of revenue.

We offer our customers, primarily consumers andlispusinesses, the ability to bundle together sgiveroducts and services. In
addition, through joint marketing relationshipshwitur affiliates, we are also able to bundle ouvises with additional services offered by our
affiliates. For example, we offer our mass marketstomers integrated and unlimited local and Idiggance services. These customers car
bundle two or more services such as broadband, DIREvideo services, voice and Verizon Wireless &y, We believe these customers
value the convenience of, and price discounts &ssakcwith, receiving multiple services throughirsgte company.

Most of our products and services are providedgusimr telecommunications network, which consistga€e and data switches, copper
cables, fiber-optic broadband cables and othempaagemt. Our network serves approximately 8.9 milkmeess lines and forms a portion of the
public switched telephone network, or PSTN.

We offer our products and services through threim mastomer channels, which are made up of oumlessi markets, mass markets and
wholesale markets customers. Our business maristsmers include enterprise and government cusgrieterprise customers consist of
local, national and global businesses. We selpooducts and services to business markets custahrerggh direct sales, partnership
relationships and arrangements with third-partgsalgents. Our mass markets customers includeroensand small businesses. We sell our
products and services to mass markets customerg asiariety of channels, including our sales atloenters, our website, telemarketing and
retail stores and kiosks. Our wholesale markettoousrs are other carriers and resellers that paechar products and services in large
guantities to sell to their customers or that pasehour access services that allow them to comineictcustomers and their networks to our
network. We sell our products and services to wsalecustomers through direct sales, partnerstdapaeships and arrangements with third-
party sales agents.
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Described below are our key products and services.

Strategic Service

Our business markets customers use our strategicegto access the Internet and Intetveeted services, as well as to connect to pi
networks and to conduct internal and external ttatesmissions such as transferring files from aoation to another. Our mass markets
customers generally use our strategic servicesdesa the Internet, Internet-based services, titgigvision and wireless services. Our
wholesale customers use our facilities for colasatind use our private line services to connedt thistomers and their networks to our
network. We focus our marketing and sales effontshese growth services.

Private line.Private line is a direct circuit or channel spegifiy dedicated for the purpose of directly conirectwo or more sites.
Private line offers a high-speed, secure solutirrirequent transmission of large amounts of databen sites. Our business markets
customers use these services to connect to priedtteorks and to conduct internal and external ttatssmissions such as transferring files
from one location to another. Our wholesale markattomers use these services to connect thewroess and their networks to our network.

Broadband. Our broadband services allow customers to cortogtie Internet through their existing telephaned and fibeeptic cable
at higher speeds than dial-up access. Our businadsets and mass markets customers use theseesetwiaccess the Internet and Internet-
based services.

Video.Our video services include satellite digital teton offered to our mass markets customers. Therséess are offered under an
arrangement with DIRECTYV that allows us to market| and bill for its services under its brand na@er current arrangement with
DIRECTV has an initial five-year term ending in 204nd automatically renews for one-year terms #fereunless terminated by one of the
parties. Although DIRECTYV will have the right tateinate the arrangement upon the closing of the@ghink merger, we expect to be able
to continue to provide DIRECTYV services after therger.

Verizon Wireless service®ur wireless services are offered under an arraepgemith Verizon Wireless that allows us to marlset], anc
bill for its services under its brand name, prifyatd mass markets customers who buy these seraxesrt of a bundle with one or more of
our other products and services. This arrangeniiemtsus to sell the full complement of Verizon Wiss services. We began selling Verizon
Wireless services in the third quarter of 2008. Qurent arrangement with Verizon Wireless have-fiear term ending in 2013 and is
terminable by either party thereafter. AlthoughiZen Wireless will have the right to terminate #reangement upon the closing of the
CenturyLink merger, we expect to be able to cotitauprovide Verizon Wireless services after thegae

Legacy Service

Our legacy services include local, access, ISDNteatitional WAN services. We originate, transpamtl terminate local services. For
our business and mass markets customers, locét¢asgonsist of primarily basic local exchange switching services. We also provide
enhanced features with our local exchange senstes$, as caller ID, call waiting, call returnw@y calling, call forwarding and voice mail. F
our wholesale customers, local services includaarily unbundled network elements, or UNEs, whillbbvathese customers to use our
network or a combination of our network and theimanetworks to provide voice and data servicesi¢ir tustomers. Our local services also
include network transport, billing services andesscto our network by other telecommunications iplere and wireless carriers. These
services allow other telecommunications compamiggdvide telecommunications services that origiratterminate on our network.

We also provide access services to our wholesal®ers. Access services include fees that we ehargther telecommunications
providers to connect their customers and their agka/to our network so that they can provide loigjathce, transport, data, wireless and
Internet services.
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Affiliates and Other Service

We provide to our affiliates data services, lo@bies and billing and collections services thatalso provide to external customers. In
addition, we provide to our affiliates: marketisgles and advertising; computer system developarehsupport services; network support and
technical services; and other support serviced) aadegal, regulatory, finance and accounting,laman resources and executive support.

We also generate other operating revenue from W&harges and the leasing and subleasing of spam# ioffice buildings, warehous
and other properties.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our affiliates, we owntave licenses to various patents, trademarkde tnames, copyrights and other
intellectual property necessary to conduct ourteess. We believe it is unlikely that we could lasg intellectual property rights that are
material to our business.

Competition

We compete in a rapidly evolving and highly comipeti market, and we expect intense competitiorottioue. Regulatory
developments and technological advances have smteapportunities for alternative communicationsise providers, which in turn have
increased competitive pressures on our businegselalternate providers often face fewer regulatan have lower cost structures than we
do. In addition, the telecommunications industrg bBaperienced some consolidation and several of@upetitors have consolidated with
other telecommunications providers. The resultiogsolidated companies are generally larger, hawe fireancial and business resources and
have greater geographical reach than we currently d

As discussed below, competition for many of ouv®es is based in part on bundled offerings. Wéelbelcustomers value the
convenience of, and price discounts associated veteiving multiple services through a single camp As such, we continue to focus on
expanding and improving our bundled offerings.

Strategic Service

In providing strategic services to our businessketarcustomers, we compete with national teleconications providers, smaller
regional providers and wireless providers, as agllarge integrators that provide customers with darvices thereby taking traffic off of our
network. Competition for business markets strategiwices is driven by price and bundled offeririgjivate line services also compete on
network reach and reliability, while broadband ssgs also compete on bandwidth and quality.

In providing strategic services to our mass markattomers, we compete primarily with cable comgsnivireless providers and other
broadband service providers. Competition for breadbservices is based on price, bandwidth, sergioenotions and bundled offerings. In
reselling DIRECTYV video services, we compete prifgarith cable and other satellite companies ad aglother sales agents and resellers.
Competition is based on price, content, qualitpnpotions and bundled offerings. Many of our compedifor these strategic services are not
subject to the same regulatory requirements aseyeand therefore they are able to avoid significagulatory costs and obligations. The
market for wireless services is highly competitivereselling Verizon Wireless services, we compeit national and regional carriers as well
as other sales agents and resellers. We markestedinglireless services to customers who are butfiege services as part of a bundle with one
or more of our other services. Competition is bam@edoverage area, price, services, features, btmdschnical quality and customer service.

In providing private line services to our wholesalarkets customers, we compete primarily with metidelecommunications providers,
such as AT&T Inc. and Verizon Communications Inddiionally we are experiencing increased compmatifor private line services from
cable companies. Competition for private line sggsiis based primarily on price, as well as netwedch, bandwidth, quality, reliability and
customer
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service. Demand for our private line services ¢umgs to increase, despite our customepsimization of their networks, industry consolidat
and technological migration. While we expect thse factors will continue to impact our privatelservices, we ultimately believe the
growth in fiber based private line will offset odecline in copper based private line, althoughtithng of this technological migration is
uncertain.

Legacy Service

Although our status as an incumbent local exchaageer, or ILEC, continues to provide us some atlvges in providing local services
to our business and mass markets customers, wimgertbd face significant competition in this marké&n increasing number of consumers are
willing to substitute cable and wireless for traahtl voice telecommunications services. This lkdstd an increase in the number and type of
competitors within our industry and a decreaselinmarket share. As a result of this product stud#in, we face greater competition in
providing local services from wireless provideesellers and sales agents (including ourselvesjrandbroadband service providers,
including cable companies. We also continue to ampith traditional telecommunications providexsch as national carriers, smaller
regional providers, competitive local exchangeieasrand independent telephone companies.

Competition for business and mass markets custoisbesed primarily on pricing, packaging of seegiand features, quality of service
and meeting customer care needs. We believe thissencers value the convenience of, and price digsassociated with, receiving multiple
services through a single company. Within the t@nunications industry, these services may inctetbgphone, wireless, video and Internet
access. Accordingly, we and our competitors comtitaudevelop and deploy more innovative productting, enhanced features and
combined billing options in an effort to retain again customers. While we rely on reseller or salgEncy arrangements to provide some o
bundled services, some of our competitors aretahpeovide all of their bundled services directihich may provide them a competitive
advantage.

Some of our competitors for business and mass rsackistomers are subject to fewer regulations Weare, which affords them
competitive advantages against us. Under fedegalagons, telecommunication providers are ablaterconnect their networks with ours,
resell our services or lease separate parts afietwork in order to provide competitive servicegen@rally, we have been required to provide
these functions and services at wholesale ratdshvaiows our competitors to sell their servicefoaver prices. However, these rules have
been and continue to be reviewed by state anddedegyulators. For additional discussion of regata affecting our business, see
“Regulation” below. In addition, wireless and brbadd service providers generally are subject ®desi0 regulation, which may allow them
to operate with lower costs than we are able toaipe

The market for wholesale legacy services is higllmpetitive. Our UNE customers are experiencingsdme competition with
competitive local exchange carriers, or CLECs|dogl services customers as we are, as discussee.alye also compete with some of our
own wholesale markets customers that are depldhigig own networks to provide customers with losgdvices. By doing so, these
competitors take traffic off of our network.

We face significant competition for access services CLECs, cable companies, resellers and wisedesvice providers. Our access
service customers face competitive pressures inlthginesses that are similar to those we fack mispect to strategic and legacy services
the extent that these competitive pressures resdécreased demand for their services, demanouioaccess services also declines.

Regulation

We are subject to significant regulation by the F@Bich regulates interstate communications, aatsittility commissions, which
regulate intrastate communications. These agerssas rules to protect consumers and promote catiopethey set the rates that
telecommunication companies charge each othexfranging traffic; and they have established fujedfied universal service funds) to
support provision of services to high-cost areasnbst states, local voice service, switched aediapaccess services, and interconnection
services
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are subject to price regulation, although the edtéimegulation varies by type of service and gapgic region. In addition, we are required to
maintain licenses with the FCC and with utility ammssions in most states. Laws and regulations inynséates restrict the manner in which a
licensed entity can interact with affiliates, triarsassets, issue debt and engage in other busintgies, and many mergers and acquisitions
require approval by the FCC and some state comonissi

In this section, we describe potentially signifiteggulatory changes that we face, including: statemission review of the rates we
charge for local telephone service and FCC propdsaieform universal service funds, change thesrearriers charge each other for
exchanging traffic, and change the rates we cargelfar special access services.

Interconnection

In our local service area, we are required by lamterconnect with other telecommunications prevédand to allow competing local
exchange carriers to resell our services and us@éollities as unbundled network elements. Statamissions periodically conduct
proceedings to change the rates we are alloweldage for these services, and those proceedingsesatt in changes to our revenue from
wholesale markets customers.

Intercarrier Compensation and Access Pricir

The FCC has initiated a number of proceedingsdbald affect the rates and charges for servicdsathasell to or purchase from other
carriers and for traffic that we exchange with ottariers. The FCC has been considering comprérereform of these charges, known as
“intercarrier compensation,” in a proceeding thatld result in fundamental changes in the chargesmour affiliates collect from and pay to
other carriers. This proceeding may not be comgléiesome time. State commissions also periodiacaken proceedings to change the rates
that we or other local carriers charge to termirzaie originate intrastate calls. The FCC, statemimsions and federal courts are also
reviewing intercarrier compensation issues relatinti® services, including whether we should pagricarrier compensation to carriers for
traffic bound for Internet service providers thedss local exchange boundaries (known as “VNXXficgfand whether VolP providers must
pay carrier access charges. In 2010, we receivebgimately $350 million in switched access revefwkich includes a significant amount of
related services not subject to these proceedingd)our affiliates’ paid a greater amount to otteriers for switched access.

The FCC also has an open proceeding to examinéhetigttes should be reduced for high-capacityifesithat local exchange carriers,
like Qwest, sell to other companies. Some partéagproposed changes to the FCC'’s rules that wsigidficantly reduce our revenues from
these facilities. This proceeding remains pendiefpfe the FCC. In 2010, we received approximatély Hillion for interstate special access
services (excluding digital subscriber line), bat all of that revenue is at issue in the FCC'sideaccess proceeding. Most proposals
submitted in the proceeding would impact only lowapacity services and not higher-capacity fibeseloeservices, and many proposals would
impact services only in geographic areas wheré&@®@ has granted us pricing flexibility. If the F@0es mandate lower prices, our affiliates’
will benefit from lower prices for the special asseservices they purchase from other carriers,wtoiled $550 million in 2010.

Universal Service

The FCC maintains a number of universal servicgnanms that are intended to ensure affordable telepkervice for all Americans,
including low-income consumers and those livingurel areas that are costly to serve, and enseesado advanced telecommunications
services for schools, libraries and rural healtte gaoviders. These programs, which totaled oveiiién annually in recent years, are funded
through contributions by interstate telecommunaaicarriers, which are generally passed througdheto end-users. The FCC is actively
considering a new contribution methodology, whi€ladopted, could significantly increase our unsadrservice contributions. While we wo
have the right to pass these charges on to ouoroess, the additional charges could affect the aehfier certain telecommunications services.
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In 2010, we received approximately $67 million @léral universal service high-cost subsidies. TDE 5 actively considering changes
in the structure and distribution methodology efuhiversal service programs. The FCC is also denisig whether to reconfigure its universal
service funds to support broadband services. Témuton of these proceedings ultimately could effae amount of universal service support
we receive.

In 2010, we received approximately $82 million fate universal service high-cost subsidies. Statensissions and legislatures may
review and alter their respective state universalise programs, and, as a result, our distribgtimay be affected.

Network Neutrality

In December 2010, the FCC issued network neutraligs applicable to providers of broadband Inteaweess services. In general,
network neutrality refers to government policiesigeed to safeguard and promote an open Intermsetvriten, the FCC'’s rules do not
materially impact our business operations, bulRG€ indicated that it would decide in later casesextent to which broadband providers like
Qwest can charge content providers for enhancingioritizing their traffic when it is being delived to Qwest’s broadband customers.

Employees
December 31 Increase/(Decrease % Change
2010 2009\
2010 v 2009 v
2010 2009 2008 2009 2008 2009 2008
Management employe: 11,87: 12,24¢ 13,40« 377 (1,156 )% (9)%
Occupational employe 14,247¢ 15,657 17,14t (1,378  (1,58% (9% (9%
Total employee 26,05( 27,80f 30,54¢ (1,759 (2,749 (6)% (9)%

Our occupational employees are covered by collediargaining agreements with the Communicationskéferof America, or CWA,
and the International Brotherhood of Electrical Was, or IBEW. Our current four-year agreement$iie CWA and IBEW expire on
October 6, 2012. See the discussion of risks rgab our labor relations in “Risk Factors—Otheskgi Relating to Qwest” in Item 1A of this
report.

Website Access and Important Investor Information

Our website addresswsvw.qwest.comand we routinely post important investor inforioatin the “Investor Relations” section of our
website atnvestor.qwest.comThe information contained on, or that may be ssed through, our website is not part of this ahregort. You
may obtain free electronic copies of our annuabrespon Form 10-K, quarterly reports on Form 10e@yent reports on Form 8-K and all
amendments to those reports in the “Investor Relatisection of our website under the heading “$Hifigs.” These reports are available on
our website as soon as reasonably practicablevaf&lectronically file them with the Securitiesddixchange Commission, or SEC.

QCIl has adopted written codes of conduct thatesas/the code of ethics applicable to our directdfecers and employees, including
our principal executive officer and senior finaha@#icers, in accordance with Section 406 of tletfiines-Oxley Act of 2002, the rules of the
SEC promulgated thereunder and the New York Stoah&nge rules. In the event that QCIl makes anygésto, or provides any waivers
from, the provisions of its code of conduct apdieato its and our principal executive officer esahior financial officers, QCII intends to
disclose these events on QCII's and our websita arreport on Form 8-K within four business dajsuch event.

These codes of conduct, as well as copies of Q@uidelines on significant governance issues aadharters of QCII's audit
committee, compensation and human resources coeengittd nominating and governance committee, aftabhain the “Corporate
Governance” section of QCII's and our website at
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investor.qwest.com/corporate-governarcen print to any stockholder who requests thenséyding a written request to QCII's Corporate
Secretary at Qwest Communications International k801 California Street, Denver, Colorado 80202.

Special Note Regarding Forward-Looking Statements

This Form 10-K contains or incorporates by refeeeficward-looking statements about our financialdition, operating results and
business. These statements include, among others:

» statements concerning the benefits that we expélatesult from our business activities and certaansactions we have complet
such as increased revenue, decreased expensegaietieexpenses and capital or other expenditaret

» statements of our expectations, beliefs, futurapknd strategies, anticipated developments ared othtters that are not historic
facts.

These statements may be made expressly in thisrddwor may be incorporated by reference to otbeuchents we have filed or will
file with the SEC. You can find many of these stagats by looking for words such as “may,” “woulticould,” “should,” “plan,” “believes,”
“expects,” “anticipates,” “estimates,” or similaxpressions used in this document or in documetsrporated by reference in this document.

These forward-looking statements are subject toemams assumptions, risks and uncertainties thataaage our actual results to be

materially different from any future results exmed or implied by us in those statements. Sombkesfet risks are described in “Risk Factons”
Item 1A of this report.

These risk factors should be considered in conmeetith any written or oral forward-looking statemt@that we or persons acting on our
behalf may issue. Given these uncertainties, wéarainvestors not to unduly rely on our forwdmbking statements. We do not undertake
obligation to review or confirm analysts’ expeabais or estimates or to release publicly any remsito any forward-looking statements to
reflect events or circumstances after the datbisfdocument or to reflect the occurrence of urgpaited events. Further, the information about
our intentions contained in this document is aestant of our intentions as of the date of this doeot and is based upon, among other things,
the existing regulatory environment, industry cdiodis, market conditions and prices, the econongeimeral and our assumptions as of such
date. We may change our intentions, at any timewdtigbut notice, based upon any changes in sudbrfgdn our assumptions or otherwise.
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ITEM 1A. RISK FACTORS
Risks Relating to QCII's Pending Merger with CenturyLink

QCII's merger with CenturyLink is subject to closghconditions, including government approvals, whicbuld result in additional
conditions that adversely affect QCIl or which calitause the merger to be delayed or abandoned.

The completion of the CenturyLink merger is subjeatertain closing conditions, including the aliseof injunctions or other legal
restrictions and the absence of a material adwffeet on either company. In addition, the mergenains subject to a number of regulatory
approvals. QCII and CenturyLink have received nodshe necessary approvals from state public sertqublic utility commissions, but th
still need approvals from the FCC and several attete public service or public utility commissiofibiese regulatory entities could impose
requirements or obligations as conditions for tlapiprovals. Despite QCII's best efforts, QCIlI may be able to satisfy the various closing
conditions and obtain the necessary approvalsdditian, any required conditions to these approealdd adversely affect the combined
company or could result in the delay or abandonroétite merger.

Failure to complete the CenturyLink merger could gatively impact QCIl and us.

If the CenturyLink merger is not completed, QCllwab still remain liable for significant transactionsts and the focus of QCII's
management would have been diverted from seekimgr @otential strategic opportunities, in each egitlieout realizing any benefits of a
completed merger. Depending on the reasons focarapleting the merger, QCII could also be requitegay CenturyLink a termination fee
of $350 million. For these and other reasons, ladanerger could adversely affect QCII's busineggrating results or financial condition,
which in turn could adversely affect our businesrancial condition. In addition, the trading @eiof QCII's and our securities could be
adversely affected to the extent that the currénepeflects an assumption that the merger wilkkeapleted.

While the CenturyLink merger is pending, QCIl andanare subject to business uncertainties and contuat restrictions that could
adversely affect our business.

Our employees, customers and suppliers may hawrtairtties about the effects of the merger. AlthoQ@EIl and we have taken actions
designed to reduce any adverse effects of thesrtanmties, these uncertainties may impair ouiitghib attract, retain and motivate key
employees and could cause customers, suppliersthats that deal with us to try to change our éxgsbusiness relationships.

The pursuit of the merger and preparations forgirggon have placed and will continue to placegaisicant burden on many employees
and internal resources. If, despite QCII's andeaftorts, key employees depart because of thesatainttges and burdens, or because they do
not wish to remain with a combined company, ouiifess and operating results could be adverselgtafie

While the merger is pending, some of our custoroewd delay or forgo purchasing decisions and sapptould seek additional rights
or benefits from us. In addition, the merger agreetmestricts QCII and us from taking certain atsigvith respect to our business and finar
affairs without CenturyLink’s consent, and thesgtnietions could be in place for an extended pedbtime if the merger is delayed. For these
and other reasons, the pendency of the merger eolviersely affect our business, operating resulfthnancial condition.

10
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If completed, QCl’s merger with CenturyLink may not achieve the imtged results.

The merger will involve the combination of two coampes that currently operate as independent pabligpanies. The combined
company will need to devote management attentiohrasources to integrate QCII's and CenturyLinkisihesses. In addition, the combined
company may face difficulties with the integratimmocess. For example:

» the combined company may not realize the anticthatst savings and operating synergies at expéatets or in the expecte
timeframe;

» existing customers and suppliers may decide ndbtbusiness with the combined compe

» the costs of integrating QCII's policies, proceduymeperations, technologies and systems with thb&enturyLink could be higher
than expectec

» the integration process could consume significame tand attention on the part of the combined comisamanagement, thereby
diverting attention from de«to-day operations; ¢

» the combined company may not be able to integrat@d@yees from the two companies while maintainirigteng levels of sales
customer service and operational supy

For these and other reasons, the merger may nigivacthe intended results.

Risks Affecting Our Business

Increasing competition, including product substitioh, continues to cause access line losses, whiahk adversely affected and cot
continue to adversely affect our operating resudtsd financial condition.

We compete in a rapidly evolving and highly comipeti market, and we expect competition to contitmumtensify. We are facing
greater competition from cable companies, wirefgssiders, resellers and sales agents (includimgetves) and facilities-based providers
using their own networks as well as those leasargsf our network. In addition, regulatory deyeteents over the past several years have
generally increased competitive pressures on osinbss. Due to some of these and other factorspwénue to lose access lines.

We are continually evaluating our responses toetltsespetitive pressures. Some of our more recepbreses are expanded broadband
capabilities and strategic partnerships. We alsmie focused on customer service and providingoeasts with simple and integrated
solutions, including, among other things, produatdies and packages. However, we may not be sdotesthese efforts. We may not be
able to distinguish our offerings and service Ievfedbm those of our competitors, and we may nauieessful in integrating our product
offerings, especially products for which we achagseller or sales agent such as wireless and sigkices. Our operating results and final
condition would be adversely affected if theseiatites are unsuccessful or insufficient and ifatieerwise are unable to sufficiently stem or
offset our continuing access line losses and owgmee declines significantly without correspondiogt reductions. If this occurred, our ability
to service debt and pay other obligations would als adversely affected.

Unfavorable general economic conditions in the Uit States could negatively impact our operatingulés and financial condition.

Unfavorable general economic conditions, includimg unstable economy and the current credit maké@tronment, could negatively
affect our business. While it is often difficultrfos to predict the impact of general economic @@ on our business, these conditions could
adversely affect the affordability of and consumemand for some of our products and services anldl @ause customers to shift to lower
priced products and services or to delay or fongwipases of our products and services. One or nfdtese circumstances could cause our
revenue to decline. Also, our customers may enevdimancial hardships or may not be able to oba@iequate access to credit, which could
affect their ability to make timely payments to lighat were to occur, we could be required taéase our allowance for doubtful accounts,
and the number of days
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outstanding for our accounts receivable could iasee In addition, as discussed below under theilngéRisks Affecting our Liquidity,”due tc
the unstable economy and the current credit mame&tonment, we may not be able to refinance madgudiebt at terms that are as favorable as
those from which we previously benefited, at tethet are acceptable to us or at all. For thes@rsasmong others, if the current economic
conditions persist or decline, this could adversdfgct our operating results and financial comditias well as our ability to service debt and
pay other obligations.

Consolidation among other participants in the telmomunications industry may allow our competitors ¢ompete more effectively against
us, which could adversely affect our operating rétsuand financial condition.

The telecommunications industry has experiencecesmnsolidation, and several of our competitorsel@onsolidated with other
telecommunications providers. This consolidatiosules in competitors that are larger and bettearfoed and affords our competitors increased
resources and greater geographical reach, therehlieg those competitors to compete more effelgtimgainst us. We have experienced and
expect further increased pressures as a resuitsofonsolidation and in turn have been and matimmoa to be forced to respond with lower
profit margin product offerings and pricing plansan effort to retain and attract customers. Tlpesssures could adversely affect our oper:
results and financial condition, as well as outighio service debt and pay other obligations.

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 chasgsould reduce our market share and adversely @ffeur operating results and financial
condition.

The telecommunications industry is experiencingigicant technological changes, and our abilitgxecute our business plans and
compete depends upon our and our affiliates’ gttititdevelop and deploy new products and servitles.development and deployment of new
products and services could also require substaxeenditure of financial and other resourcesicess of contemplated levels. If we are not
able to develop new products and services to kaep with technological advances, or if those prtgland services are not widely accepte
customers, our ability to compete could be advgratected and our market share could decline. ilvapility to keep up with changes in
technology and markets could also adversely affecoperating results and financial condition, &l as our ability to service debt and pay
other obligations.

Our reseller and sales agency arrangements exposéowa number of risks, one or more of which mayadsely affect our business and
operating results.

We rely on reseller and sales agency arrangematitother companies to provide some of the servicaswe sell to our customers,
including video services and wireless products serdices. If we fail to extend or renegotiate th@sangements as they expire from time to
time or if these other companies fail to fulfilleiih contractual obligations to us or our customesxs may have difficulty finding alternative
arrangements and our customers may experiencepti@na to their services. In addition, as a resa@ltesales agent, we do not control the
availability, retail price, design, function, quglireliability, customer service or branding oé#e products and services, nor do we directly
control all of the marketing and promotion of theseducts and services. To the extent that thdssr ecbmpanies make decisions that
negatively impact our ability to market and se#ittproducts and services, our business plans aald @nd our reputation could be negatively
impacted. If these reseller and sales agency araegts are unsuccessful due to one or more of thgkse our business and operating results
may be adversely affected.

Third parties may claim we infringe upon their iniectual property rights, and defending against theclaims could adversely affect our
profit margins and our ability to conduct busines

From time to time, we receive notices from thirdtigs or are named in lawsuits filed by third pestclaiming we have infringed or are
infringing upon their intellectual property righta/e may receive similar notices or be involvedimikr lawsuits in the future. Responding to
these claims may require us to expend
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significant time and money defending our use oéetBd technology, may require us to enter intcnBagg agreements requiring royalty
payments that we would not otherwise have to paypay require us to pay damages. If we are requaréake one or more of these actions,
profit margins may decline. In addition, in respimggito these claims, we may be required to stogebr redesign one or more of our
products or services, which could significantly aatversely affect the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the KPNQwest litigation abhilave a material adverse impact on our financiardition and operating results, o
the trading price of our debt securities and on oability to access the capital markets.

As described in “Legal Proceedings” in Iltem 3 dgtteport, the KPNQwest matters present materidlsgnificant risks to QCII and us.
In the aggregate, the plaintiffs in the KPNQwesttara have sought billions of euros (equating tolois of dollars) in damages. In addition,
the outcome of one or more of these matters coaNe la negative impact on the outcomes of the otfatters. QCII continues to defend age
these matters vigorously and is currently unablertwide any estimate as to the timing of theiphaton.

We can give no assurance as to the impacts on &t our financial results or financial condittbat may ultimately result from these
matters. The ultimate outcomes of these matterstdireincertain, and substantial settlements dgjuents in these matters could have a
significant impact on QCIl and us. The magnitudswéh settlements or judgments resulting from tinesters could materially and adversely
affect QCII's financial condition and ability to rakits debt obligations, potentially impactingdtedit ratings, its ability to access capital
markets and its compliance with debt covenantadutition, the magnitude of any such settlemenjadgments may cause QCII to draw down
significantly on its cash balances, which might#oit to obtain additional financing or explore @ttmethods to generate cash. Such methods
could include issuing additional securities origgllassets. As a wholly owned subsidiary of QQCll; business operations and financial
condition could be similarly affected.

Further, there are other material proceedings penaljainst QCIl as described in “Legal Proceedirmgstem 3 of this report that,
depending on their outcome, may have a materiasdveffect on QCII’'s and our financial positiomu§, we can give no assurances as to the
impacts on QCII's and our operating results orriicial condition as a result of these matters.

We operate in a highly regulated industry and ateetefore exposed to restrictions on our manner @iy business and a variety of claims
relating to such regulation.

We are subject to significant regulation by the F@Bich regulates interstate communications, aatksttility commissions, which
regulate intrastate communications. Generally, wstrobtain and maintain certificates of authorigni the FCC and regulatory bodies in o
states where we offer regulated services, and eewject to numerous, and often quite detaileghirements under federal, state and local
laws, rules and regulations. Accordingly, we caremdure that we are always in compliance withhedsé requirements at any single point in
time. The agencies responsible for the enforcemfetiitese laws, rules and regulations may initintpiiries or actions based on customer
complaints or on their own initiative. See addiabimformation about regulations affecting our Imgsis in “Business—Regulatioii Item 1 of
this report.

Regulation of the telecommunications industry iarging rapidly, and the regulatory environmentessubstantially from state to state.
The state legislatures and state utility commissiorour local service area have adopted reducetbdified forms of regulation for retail
services. These changes also generally allow nexibility for rate changes and for new productdaatuction, and they enhance our ability to
respond to competition. Despite these regulatoanghs, a substantial portion of our local voiceises revenue remains subject to FCC and
state utility commission pricing regulation, whicbuld expose us to unanticipated price declinesirfstance, in 2011 the state utility
commission in Arizona may consider a price cap (et will
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govern the rates that we charge in that state FIt@ is also considering changing the rates thaitecarcan charge each other for originating,
carrying and terminating traffic and for local assdacilities. Also under review by the FCC andestommissions are the intercarrier
compensation issues arising from the delivery aiffitr destined for entities that offer conferencel @hat line services for free (known in the
industry as “access stimulation,” or “traffic pumgf), and of traffic bound for Internet service piders that cross local exchange boundaries
(known as “VNXX traffic”). The FCC and state comsizns are also considering changes to funds they éstablished to subsidize service to
high-cost areas. Changes to how those funds arédied could result in us receiving less in unda service funding, and changes to how the
funds are collected could make some of our sertesscompetitive. There can be no assuranceuhaefregulatory, judicial or legislative
activities will not have a material adverse effectour operations, or that regulators or thirdipanvill not raise material issues with regard to
our compliance or noncompliance with applicableutations.

All of our operations are also subject to a varigtgnvironmental, safety, health and other govesmtad regulations. We monitor our
compliance with federal, state and local regulatigaverning the management, discharge and dispbblakzardous and environmentally
sensitive materials. Although we believe that weeinrcompliance with these regulations, our managendischarge or disposal of hazardous
and environmentally sensitive materials might expas to claims or actions that could have a matadigerse effect on our business, financial
condition and operating results.

Risks Affecting Our Liquidity

QCII's high debt levels pose risks to our viabilignd may make us more vulnerable to adverse ecowasmid competitive conditions, as well
as other adverse developments.

Our ultimate parent, QCII, continues to carry sfigaint debt. As of December 31, 2010, our constdidalebt was approximately
$8.0 billion, which was included in QCII's consdigd debt of approximately $11.9 billion as of ttate. Approximately $3.5 billion of
QCII's debt, which includes approximately $3.2ibili of our debt obligations, comes due over the tieee years. While we currently believe
QCIl and we will have the financial resources toetna@ur obligations when they come due, we canriyt &nticipate our future condition or
that of QCII, the credit markets or the economyagatly. We may have unexpected costs and liatslited we may have limited access to
financing. In addition, it is the current expeatatiof QCII’'s Board of Directors that QCII will cante to pay a quarterly cash dividend. Cash
used by QCII to pay dividends will not be availafde other purposes, including the repayment ot.deb

We may periodically need to obtain financing inerrtb meet our debt obligations as they come due.tD the unstable economy and
current credit market environment, we may not e &brefinance maturing debt at terms that arfaesrable as those from which we
previously benefited, at terms that are acceptables or at all. We may also need to obtain adaitidinancing or investigate other methods to
generate cash (such as further cost reductiorfeessdle of assets) if revenue and cash providexpésations decline, if economic conditions
weaken, if competitive pressures increase, if @CWe are required to contribute a material amadiicbsh to QCII's pension plan, if QCII or
we are required to begin to pay other post-retirgrbenefits significantly earlier than is anticipayt or if QCIl becomes subject to significant
judgments or settlements in one or more of theamatliscussed i“Legal Proceedingsih Item 3 of this report, but we would need to ddrsa
manner consistent with the terms of QCII's merggeament with CenturyLink. We can give no assurdhatethis additional financing will be
available on terms that are acceptable to us alt.aAlso, we may be impacted by factors relatio@t affecting our liquidity and capital
resources due to perception in the market, impatur credit ratings or provisions in our finangegreements that may restrict our flexibility
under certain conditions.

QCII's $1.035 billion revolving credit facility (ferred to as the Credit Facility), which is curtgntndrawn, has a cross payment default
provision, and the Credit Facility and certain otlebt issues of QCII and its other subsidiariasehaoss acceleration provisions. When
present, these provisions could have a wider impadiquidity than might otherwise arise from aaldf or acceleration of a single debt
instrument. As a
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subsidiary of QCII, any such event could adversdigct our ability to conduct business or accessctipital markets and could adversely
impact our credit ratings. In addition, the Crdelicility contains various limitations, includingestriction on using any proceeds from the
facility to pay settlements or judgments relatioghe legal matters discussed in “Legal Proceedimgiéem 3 of this report.

The degree to which we, together with QCII, areefaged may have other important limiting consegegniacluding the following:
» placing us at a competitive disadvantage as cordpaitd our less leveraged competitc
* making us more vulnerable to downturns in genesahemic conditions or in any of our busines:
» limiting our flexibility in planning for, or reaatig to, changes in our business and the industshioh we operate; ar

* impairing our ability to obtain additional finangjrin the future for working capital, capital expéodes or general corpora
purposes

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

The industry in which we operate is capital inteasand we anticipate that our capital requiremeiitscontinue to be significant in the
coming years. Although we have reduced our opegaikpenses over the past few years, we may beait@hbirther significantly reduce these
costs, even if revenue in some areas of our busisedecreasing. While we believe that our plarieed! of capital expenditures will meet both
our maintenance and our core growth requiremeritggorward, this may not be the case if circumséunderlying our expectations char

Adverse changes in the value of assets or obligaiassociated with QC’s qualified pension plan could negatively impactQQ’s liquidity,
which may in turn affect our business and liquidity

Our employees participate in a qualified pensi@n@ponsored by QCII.

The funded status of this plan is the differendsvben the value of plan assets and the benefigatidin. The accounting unfunded status
of QCII's pension plan was $585 million at DecemBgr 2010. Adverse changes in interest rates okehaonditions, among other
assumptions and factors, could cause a significanease in QCII's benefit obligation or a signéfit decrease in the value of plan assets.
These adverse changes could require QCII to canérid material amount of cash to its pension ptacoald accelerate the timing of required
cash payments. The amounts contributed by us thrQjl are not segregated or restricted and mayskd to provide benefits to employees
of QCII's other subsidiaries. QCII determines oaslt contribution and, historically, has only reqdius to pay our portion of its required
pension contribution. Based on current funding laws regulations, QCII will not be required to makeash contribution in 2011. QCII
expects to begin making required contributionshplan during 2012 and estimates that these 2@ifiloutions could be between $300
million and $350 million. Although potentially siditant in the aggregate, QCII currently expeciat tbontributions in 2013 and beyond will
decrease annually from the 2012 expected contabwtimount. However, the actual amount of requiedrébutions in 2013 and beyond will
depend on earnings on investments, discount rd¢esographic experience, changes in the plan ardirfghdaws and regulations. Any future
material cash contributions in 2011 and beyondabalve a negative impact on QCII’s liquidity by wethg its cash flows, which in turn could
affect our liquidity.

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

We regularly declare and pay dividends to our dipascent, QSC. We may declare and pay dividenésdess of our earnings to the
extent permitted by applicable law, which may conewa significant amount of the cash we generate débt covenants do not limit the
amount of dividends we can pay to our parent.
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Our debt agreements and the debt agreements of Q@dw us and QCII to incur significantly more deptvhich could exacerbate the other
risks described in this report.

The terms of QCII's and our debt instruments peboth QCII and us to incur additional indebtednégklitional debt may be necessary
for many reasons, including to adequately resporambinpetition, to comply with regulatory requirerterelated to our service obligations or
for financial reasons alone. Incremental borrowiogborrowings at maturity on terms that imposeitgaital financial risks to our various
efforts to improve our operating results and finahcondition could exacerbate the other risks dbed in this report.

Other Risks Relating to Qwest

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

The preparation of financial statements and reldiedosures in conformity with U.S. generally guteel accounting principles requires
management to make judgments, assumptions andagssithat affect the amounts reported in our cadhesteld financial statements and
accompanying notes. Our critical accounting padicighich are described in Item 7 of this reporgadibe those significant accounting policies
and methods used in the preparation of our coreelétfinancial statements that are consideredcatitbecause they require judgments,
assumptions and estimates that materially impactonsolidated financial statements and relatedalisires. As a result, if future events or
assumptions differ significantly from the judgmergssumptions and estimates in our critical acéogmolicies, these events or assumptions
could have a material impact on our consolidatedrfcial statements and related disclosures.

Taxing authorities may determine we owe additionakes relating to various matters, which could adsely affect our financial results.

We are included in the consolidated federal inctemeaeturn of QCII. As such, we could be severhdlle for tax examinations and
adjustments attributed to other members of the @@illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits by
the Internal Revenue Service as well as stateaoad tax authorities. These audits could subjetbuax liabilities if adverse positions are
taken by these tax authorities.

Tax sharing agreements have been executed betwekraq previous affiliates, and QCII believes liadilities, if any, arising from
adjustments to previously filed returns would beneoby the affiliated group member determined teeha deficiency under the terms and
conditions of such agreements and applicable tax\lde have not generally provided for liabilitigsridbutable to current or former affiliated
companies or for claims they have asserted or resgraagainst us.

We believe that we have adequately provided foctaxtingencies. However, QCII's tax audits and eixations may result in tax
liabilities that differ materially from those thae have recorded in our consolidated financiabsta&nts. Because the ultimate outcomes of all
of these matters are uncertain, we can give naasse as to whether an adverse result from oneoce of them will have a material effect on
our financial results.

If we fail to extend or renegotiate our collectivmrgaining agreements with our labor unions as theypire from time to time, or if ou
unionized employees were to engage in a striketbeowork stoppage, our business and operating fesaould be materially harmed.

We are a party to collective bargaining agreemsiitts our labor unions, which represent a signiftcammber of our employees. Our
current four-year agreements with the CommunicatMtorkers of America, or CWA, and the InternatioBedtherhood of Electrical Workers,
or IBEW, expire on October 6, 2012. Although weidet that our relations with our employees and ngiare satisfactory, no assurance ca
given that we will be able to successfully extendemegotiate our collective bargaining agreemastthey expire from time

16



Table of Contents

to time. The impact of future negotiations, inchglichanges in wages and benefit levels, could hawaterial impact on our financial results.
Also, if we fail to extend or renegotiate our cotige bargaining agreements, if significant disgutéth our unions arise, or if our unionized

workers engage in a strike or other work stoppagecould incur higher ongoing labor costs or exgrere a significant disruption of
operations, which could have a material adversecetin our business.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

Our principal properties do not lend themselvesitaple description by character and location. Térmmonents of our gross investmer
property, plant and equipment consisted of thewilhg as of December 31, 2010 and 2009:

December 31,
2010 2009

Components of gross investment in property, pladteguipment

Land and building: 7% 7%

Communications equipme 42% 42%

Other network equipmel 47% 47%

Genere-purpose computers and ott 4% 4%
Total 10C% 10C%

Land and buildings consists of land, land improvetaecentral office and certain administrative adfbuildings. Communications
equipment consists primarily of switches, routerd ttansmission electronics. Other network equiprimeiudes primarily conduit and cable.
General-purpose computers and other consists palhgiof computers, office equipment, vehicles atfter general support equipment. We
own substantially all of our telecommunicationsipmqent required for our business. However, we |leastain facilities and equipment under
various capital lease arrangements when the leasiaggements are more favorable to us than purghtdse assets. Due to favorable
economics, we have increasingly turned to financingassets through capital leases. Total grogstment in property, plant and equipment
was approximately $44.2 billion and $43.7 billichaf December 31, 2010 and 2009, respectively reafeducting accumulated depreciation.

We own and lease administrative offices in majotropolitan locations primarily within our local séce area. Substantially all of our
communications equipment and other network equipnsdocated in buildings that we own or on landhivi our local service area.

For additional information, see Note 6—PropertyrPland Equipment to our consolidated financigest@nts in Item 8 of this report.

ITEM 3. LEGAL PROCEEDINGS

QCll is involved in several legal proceedings tashhwe are not a party that, if resolved againstiQould have a material adverse
effect on our business and financial condition. Ndge included below a discussion of these mat@mfy; those matters to which we are a p
represent contingencies for which we have accroedould reasonably anticipate accruing, liabiititappropriate to do so. We are not a party
to any of the matters discussed below and theréfave not accrued any liabilities for these matters

In this section, when we refer to a class actiofpatative” it is because a class has been allelgetdnot certified in that matter. Until and
unless a class has been certified by the courasinot been established that the named plaingifisesent the class of plaintiffs they purport to

represent.

The terms and conditions of applicable bylaws,ifiestes or articles of incorporation, agreementagplicable law may obligate QCII to
indemnify its former directors, officers or empl@gewith respect to certain of the matters descrsow, and QCII has been advancing legal
fees and costs to certain former directors, offia@remployees in connection with certain mattescdbed below.

KPNQwest Litigation/Investigation

On September 29, 2010, the trustees in the Dutckrbptcy proceeding for KPNQwest, N.V. (of which D@as a major shareholder)
filed a lawsuit in district court in Haarlem, theterlands, alleging tort and mismanagement clainaer Dutch law. QCIl and Koninklijke
KPN N.V. (“KPN") are defendants in this
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lawsuit along with a number of former KPNQwest supsory board members and a former officer of KPNE3tysome of whom were forme
affiliated with QCII. Plaintiffs allege, among othihings, that defendants’ actions were a causkeobankruptcy of KPNQwest, and they seek
damages for the bankruptcy deficit of KPNQwest,ahihis claimed to be approximately €4.2 billion émproximately $5.6 billion based on the
exchange rate on December 31, 2010), plus statirttasest.

On September 13, 2006, Cargill Financial Markels,a@Rd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, the
Netherlands, against QCII, KPN, KPN Telecom B.\Ad ather former officers, employees or supervidwgrd members of KPNQwest, so
of whom were formerly affiliated with QCII. The |awit alleges that defendants misrepresented KPNt3wfamncial and business condition
in connection with the origination of a credit figiand wrongfully allowed KPNQwest to borrow fundnder that facility. Plaintiffs allege
damages of approximately €219 million (or approxigha$290 million based on the exchange rate orebdser 31, 2010).

On August 23, 2005, the Dutch Shareholders AssoaidVereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appehlk Netherlands, with regard to KPNQwest. VEBgé an inquiry into the policies
and course of business at KPNQwest that are allegkdve caused the bankruptcy of KPNQwest in M2322 and an investigation into
alleged mismanagement of KPNQwest by its executisaagement, supervisory board members, joint vergmtities (QCIl and KPN), and
KPNQwest’s outside auditors and accountants. Oreéer 28, 2006, the Enterprise Chamber orderedaauiry into the management and
conduct of affairs of KPNQwest for the period Jaryuathrough May 23, 2002. On December 5, 2008 Fiterprise Chamber appointed
investigators to conduct the inquiry. VEB claimatthertain individuals have assigned to it thedirok for losses totaling approximately
€40 million (or approximately $55 million based dretexchange rate on December 31, 2010), which thdagduals allegedly incurred on
investments in KPNQwest securities. VEB has nofiled any adjudicative action to assert thosenctai

On June 7, 2010, a number of parties, includingl@@dl KPN, reached a settlement with VEB for €18iom (or approximately $25
million based on the exchange rate on Decembe2(®0), conditioned in part on the termination & thvestigation by the Enterprise
Chamber. Pursuant to the terms of the settlemdfB férmally requested that the Enterprise Chaméenihate the investigation. The
Enterprise Chamber denied that request and dir¢lcgethvestigation to proceed. On an appeal ofdbatsion, the Dutch Supreme Court
reversed the Enterprise Chamber’s decision andngrather things, referred the case back to thergrise Chamber to terminate the
investigation.

QCII will continue to defend against the pendingN@west litigation matters vigorously.

QCII Stockholder Litigation

In the weeks following the April 22, 2010 announegrnof QCII's pending merger with CenturyLink, parfed QCII stockholders filed
17 lawsuits against QCII, its directors, certainteffficers, CenturyLink and SB44 Acquisition Cpamy. The purported stockholder plaintiffs
commenced these actions in three jurisdictionsDiis&rict Court for the City and County of Denvére United States District Court for the
District of Colorado, and the Delaware Court of Gtery. The plaintiffs generally allege that QCHldlisectors breached their fiduciary duties in
approving the merger and seek to enjoin the mexgeyin some cases, damages if the merger is ctedpMany of the lawsuits also challer
the sufficiency of the disclosures in the prelinmnint proxy statement-prospectus relating torterger, which was filed with the SEC on
June 4, 2010.

QCIl, and its directors, believe that all of thestions are without merit. The defendants nevezd®ehegotiated with the purported
stockholder plaintiffs regarding a settlement @& ttaims asserted in all of these actions, inclydie claims that challenge the sufficiency of
the disclosures in the preliminary joint proxy staent-prospectus. On July 16, 2010, the partieseshinto a memorandum of understanding
reflecting the terms of their agreement-in-prineifr a settlement of all of the claims assertetth@se actions. Pursuant to

19



Table of Contents

this agreement, defendants included additionalaBsices in the final joint proxy statement-prospediled with the SEC on July 19, 2010. On
December 17, 2010, the United States District Clmurthe District of Colorado preliminarily apprad¢he settlement, and notice was
subsequently provided to stockholders of the pregdmal resolution. A final fairness hearing is©ieduled for February 25, 2011. If the
settlement is approved at the final hearing, atheke actions will be dismissed, with prejudicee Befendants intend to defend their positions
in these matters vigorously to the extent theynaxtefully resolved by the settlement.

Other Matters

Several putative class actions relating to thealfatton of fiber-optic cable in certain rights-afty were filed against several other
subsidiaries of QCII on behalf of landowners onaas dates and in various courts in Arizona, Catii@, Colorado, Georgia, lllinois, Indiana,
Kansas, Massachusetts, Mississippi, Missouri, NevBiéw Mexico, Oregon, South Carolina, Tennesserad and Utah. For the most part,
complaints challenge the right to install fiberioptable in railroad rights-of-way. The complaiatkege that the railroads own the right-of-way
as an easement that did not include the right tmp¢he defendants to install fiber-optic cablehe right-of-way without the plaintiffs’
consent. Most of the actions purport to be browghbehalf of state-wide classes in the named [iffsintespective states, although two of the
currently pending actions purport to be broughbehalf of multi-state classes. Specifically, tHmdlis state court action purports to be on
behalf of landowners in lllinois, lowa, Kentucky,idigan, Minnesota, Nebraska, Ohio and Wisconsid,the Indiana state court action
purports to be on behalf of a national class ofitamers. In general, the complaints seek damagéseomnies of trespass and unjust enrichn
as well as punitive damages. On July 18, 2008dar#e district court in Massachusetts entered dergereliminarily approving a settlement of
all of the actions described above, except th@agiending in Tennessee. On September 10, 2008¢othiedenied final approval of the
settlement on grounds that it lacked subject mattesdiction. On December 9, 2009, the court issaeevised ruling that, among other things,
denied a motion for approval as moot and dismisisednatter for lack of subject matter jurisdiction.

One of QCII's other subsidiaries, Qwest CommunaaiCompany, LLC, or QCC, is a defendant in lifigafiled by several billing
agents for the owners of payphones seeking compensar coinless calls made from payphones. Thien# pending in the United States
District Court for the District of Columbia. Gen#lyathe payphone owners claim that QCC underpaédamount of compensation due to them
under FCC regulations for coinless calls placechftbeir phones onto QCC'’s network. The claim seskspensation for calls, as well as
interest and attorneys’ fees. QCC will vigorousifehd against this action.

A putative class action filed on behalf of certaffQCII’s retirees was brought against QCII, the&3wGroup Life Insurance Plan and
other related entities in federal district courfalorado in connection with QCII's decision to ued the life insurance benefit for these retirees
to a $10,000 benefit. The action was filed on Ma&806h2007. The plaintiffs allege, among other tkirtat QCIl and other defendants were
obligated to continue their life insurance benafithe levels in place before QCII decided to redihem. Plaintiffs seek restoration of the life
insurance benefit to previous levels and certairitable relief. The district court ruled in QClfavor on the central issue of whether QCII
properly reserved our right to reduce the life nasice benefit under applicable law and plan docuasndine plaintiffs subsequently amended
their complaint to assert additional claims. In 20e court dismissed or granted summary judgrie@ClI on all of the plaintiffs’ claims.

The plaintiffs have appealed the court’s decismthe Tenth Circuit Court of Appeals.

QCIlI continues to evaluate the method it uses sessthe amount of USF payments that must be mmdertain products, and during
year ended December 31, 2010 QCII recorded antaugus to its liability of $15 million related to g@vious year USF payments. This
ongoing evaluation may result in further adjustreentQCII’'s previous years’ USF payments and chatgeustomers.

ITEM 4. RESERVED
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
Not Applicable.

ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with, and are quedifby reference to, the consolidated
financial statements and notes thereto in Item@isfreport and “ManagemeatDiscussion and Analysis of Financial Conditiod &esults o
Operations” in Item 7 of this report. The compaligbof the following selected financial data igsificantly impacted by various changes in
accounting principles including the adoption ofa&finial Accounting Standards Board, or FASB, Intetgion No., or FIN, 48,Accounting fo
Uncertainty in Income Taxes” (Accounting Standatdslification, or ASC, 740), which was effective fog on January 1, 2007.

Years Ended December 31

2010 2009 2008 2007 2006
(Dollars in millions)
Operating revenu $ 9,271 $ 9,731 $10,38¢ $10,69! $10,72:
Operating expenst 6,78¢ 7,16¢ 7,52¢ 7,631 8,28¢
Income before income tax 1,87: 1,921 2,267 2,44C 1,882
Net income® 1,08 1,197 1,43¢ 1,527 1,20
Other data
Cash provided by operating activiti $ 3,23t $ 3,167 $ 3,47¢ $ 3,67( $ 3,37¢
Cash used for investing activiti 1,25¢ 1,10C 1,40z 1,254 1,27¢
Cash used for financing activiti 2,801 1,28¢ 2,13¢ 2,40( 1,98(
Expenditures for property, plant and equipment
capitalized softwar 1,24(C 1,10¢ 1,404 1,27(¢ 1,41C
December 31
~ 2010 _ 2009 2008 2007 2006

(Dollars in millions)
Balance sheet dat

Total asset $13,68¢ $15,03¢ $15,44: $16,52: $17,40¢
Total borrowing—net®@ 8,012 8,38¢ 7,58¢ 7,911 7,735
Total borrowing—net to total capital rati® 112% 96% 91% 85% 7%

(1) See“"Managemer’'s Discussion and Analysis of Financial Conditiod &esults of Operatio—Results of Operatio” in Item 7 of this
report for a discussion of unusual items affecthngyresults for 2010, 2009 and 2008. Results f072hd 2006 were affected by the
changes in accounting principles described aboweathle.

(2) Total borrowing—net is the sum of current portion of Ic-term borrowings and loi-term borrowing—net on our consolidated balar
sheets. For total obligations, see “Managementsision and Analysis of Financial Condition andue of Operations—Future
Contractual Obligatior” in Item 7 of this report

(3) The total borrowing—net to total capital ratio is a measure of the getage of total borrowin—mnet in our capital structure. The ratic
calculated by dividing total borrowings—net by fatapital. Total borrowings—net is the sum of catrportion of long-term borrowings
and long-term borrowings—net on our consolidatddrze sheets. Total capital is the sum of totatdwings—net and total
stockholde’s equity or deficit
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements in this report constitute fodaaoking statements. See “Business—Special NotggaRiing Forward-Looking
Statements” in Item 1 of this report for additiofedtors relating to these statements, and se ‘fRistors” in Item 1A of this report for a
discussion of certain risk factors applicable to lousiness, financial condition and results of afiens.

Business Overview and Presentation

We offer data, Internet, video and voice servicéhiwthe 14-state region of Arizona, Colorado,Hdalowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. We refer te tegion as our local servir
area.

On April 21, 2010, QCII entered into a merger agrepst whereby CenturyLink will acquire QCII in a tiee, stock-for-stock
transaction. Under the terms of the agreement, '@8&tbckholders will receive 0.1664 shares of Ceyitink common stock for each share of
QCII's common stock they own at closing. Based @11@ and CenturyLink’s number of outstanding shsaas of the date of the merger
agreement, at closing CenturyLink shareholdergapected to own approximately 50.5% and QCII's ldtotders are expected to own
approximately 49.5% of the combined company. Og 16| 2010, QCII and CenturyLink received notificatfrom the Department of Justice
and the Federal Trade Commission that they recedaeg termination of the waiting period under Hhart-Scott-Rodino Act, and as such have
clearance from a federal antitrust perspectiveréaged with the merger. On August 24, 2010, stolcldre of each company approved all
proposals relating to the merger. Completion of transaction remains subject to a number of régylapprovals as well as other customary
closing conditions. QCIl and CenturyLink have reegl most of the necessary approvals from statdgsibtvice or public utility commissior
but they still need approvals from the FCC and sshather state public service or public utilitynemissions. While the timing of the receipt of
these approvals cannot be predicted with certa@@il currently expects to receive all required rwals in the first quarter and is planning
toward an April 1st closing date. If the mergeresgnent is terminated under certain circumstanc€dl, iQay be obligated to pay CenturyLink
a termination fee of $350 million.

We have not recognized certain expenses that atengent on completion of QCII's merger. These exgas include compensation
expense comprised of retention bonuses, severawcstack-based compensation for stock-based awlaatisvill vest in connection with
QCII's merger. These contingent expenses will megeized in our consolidated financial statementarmencing in the period in which the
merger occurs. The final amount of compensatioreese to be recognized is partially dependent uposopnel decisions that will be made as
part of the integration planning. These amounts breaynaterial.

Upon completion of the merger, our assets andliliggsi will be revalued and recorded at fair vallibe assignment of fair value will
require a significant amount of judgment. The usaio value measures will affect the comparabibifyour post-merger financial information
and may make it more difficult to predict earnimgguture periods. For example, we have certairidetl costs and deferred revenues on our
balance sheet associated with installation aativiind capacity leases whereby we incurred codtsearived payments up front but are
recognizing the related expenses and revenuediwestimated life of the customer or life of tlearact. Based on the accounting guidance
for business combinations, these existing deferostis and deferred revenues are expected to lgmeddittle or no value in the purchase price
allocation process and will thus be eliminated.

We could experience significant changes in our strgtture as the services provided to and purchfasen our affiliates may change
substantially in connection with QCII's pending mer.

Our operations are included in the consolidatedatfmns of our ultimate parent, QCII, and generaltgount for the majority of QCII’s
consolidated revenue. In addition to our operati@SIl maintains a national
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telecommunications network. Through its fiber-opte&twork, QCII provides some long-distance, dathlaternet services that we do not
provide. You can find additional information abdlése services that we do not provide in “Busingss$tem 1 of this report.

For certain products and services we provide, and fariety of internal communications functiong, use parts of QCII’s
telecommunications network to transport voice aat draffic. Through its network, QCII also provideationally and globally some data and
Internet access services that are similar to sesvwive provide within our local service area. Themwices include private line, and our
traditional wide area network, or WAN, services,ethconsist of asynchronous transfer mode, or A& frame relay.

Our operations are integrated into and are patie@segments of QCII and contribute to all thre®61I's segments: business markets,
mass markets and wholesale markets. We have the Gaiaf Operating Decision Maker, or CODM, as QQICII's CODM reviews our
financial information only in connection with ounarterly and annual reports that we file with ti&CS Consequently, we do not provide our
discrete financial information to the CODM on auky basis. Additional information on our contritmuts to QCII's segments is provided in
Note 1:—Contribution to QCIl Segments to our consoliddiadncial statements in Item 8 of this report.

During the first quarter of 2010, we changed thién@t@ns we use to classify expenses as costleksaelling expenses or general,
administrative and other operating expenses ana rasult, certain expenses in our consolidatadrstnts of operations for the prior year h
been reclassified to conform to the current yeas@ntation. Our new definitions of these expenseasfollows:

» Cost of sales (exclusive of depreciation and arpatitbn)are expenses incurred in providing products andces to our customers
and affiliates. These expenses include: employkect expenses directly attributable to operatimg) maintaining our network
(such as salaries, wages and certain benefitsiprmgut sales expenses (such as modem expensds)anehutilities expenses
incurred by our network operations; fleet expenaes other expenses directly related to our netwpssations (such as
professional fees and outsourced servic

» Selling expensemre expenses incurred in selling products and@esud our customers and affiliates. These expensksle:
employee-related expenses directly attributabketiing products or services (such as salariesesdgternal commissions and
certain benefits); marketing and advertising; exdécommissions; bad debt expense; and other gelkpenses (such as
professional fees and outsourced servic

* General, administrative and other operating expsiase corporate overhead and other operating expefisese expenses include:
employee-related expenses for administrative fonst{such as salaries, wages and certain ben¢ditgs and fees (such as
property and other taxes and USF charges); redtsitilities expenses incurred by our administratiffices; and other general,
administrative and other operating expenses (ssigafessional fees). These expenses also includeombined net periodic
pension and pc-retirement benefits expenses for all eligible empés and retirees allocated to us from Q

These definitions reflect changes primarily to assify expenses for: rent and utilities incurredbbly network operations; fleet; network
and supply chain management; and insurance andhasiagement from general, administrative and aiperating expenses to cost of sales,
where these expenses are more aligned with howowenmanage our business. We believe these charlgesiaders of our financial stateme
to better understand our expense structure. Thesmnee classifications may not be comparable teetlod other companies. These changes
no impact on total operating expenses or net inclmmany period. These changes resulted in thassiflcation of $199 million and
$212 million from the general, administrative arlbley operating expenses and selling expenses cetego cost of sales for the years ended
December 31, 2009 and 2008, respectively.
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We anticipate that we will change our definitiomsi once QCII's merger with CenturyLink is complét order to conform our
definitions to those used by CenturyLink.

We have reclassified certain prior year amountsinAnnual Report on Form 10-K for the year endegt&nber 31, 2009 to conform to
the current year presentation.

During the first quarter of 2010 we updated ourhmédblogy for counting our subscribers and accesslivhere we provide the services.
We now count broadband subscribers and accesswines we earn revenue associated with them. Owsadme methodology includes only
those access lines that we use to provide sertaoesternal customers and excludes lines usedydmjelis and our affiliates and residential
lines that are used solely to provide broadband&es. Our new broadband methodology also exclbdesess and wholesale markets
customers from our broadband subscribers.

During the first quarter of 2010 we also updatedroathodology for counting our partnership basettoisubscribers. We now count
these subscribers when we earn revenue associdtethem, regardless of whether we actually bl #ubscribers for the services. Beginning
in mid-2009 we began to earn an ongoing commisagsociated with video customers that we no longlesdlong as they remain active
customers of DIRECTV. Because of the change indbimmission we have begun to include them in obsstiber counts. This methodology
change has increased our video subscribers by dipmately 68,000 for the year ended December 310202 believe the methodology
updates described above align our subscribers @esa lines with our revenue and better reflecioogoing operations.

We have restated our subscribers and access éipeged as of December 31, 2009 to conform to tineent year presentation. The table
below quantifies these changes by segment:

December 31, 2009

. Wholesale
Busines:
Mass
Markets Markets Markets Total
(in thousands)

Previously reported access lir 2,39¢ 6,84( 1,03( 10,26¢
Affiliates and us (403) — — (40%)
Alignment to billed unit: 1C 25 27 62

Currently reported access lin 2,00z 6,86¢ 1,057 9,92¢

Previously reported broadband subscrit — 2,97( — 2,97(
Excluding business and wholesale custor — (143 — (143)
Alignment to billed units — (249) — (29

Currently reported broadband subscrit — 2,80: — 2,80:

Previously reported video subscrib — 872 — 872
Alignment to billed unit: — 60 — 60

Currently reported video subscribt — 932 — 932
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We have restated our subscribers and access épeged as of December 31, 2008 to conform to tineent year presentation. The table
below quantifies these changes by segment:

December 31, 200:

Busines: Wholesale
Mass
Markets Markets Markets Total
(in thousands)

Previously reported access lir 2,63¢ 7,79¢ 1,13 11,56¢
Affiliates and us (484) — — (484
Alignment to billed units (6) 11 41 46

Currently reported access lin 2,14¢ 7,807 1,174 11,127

Previously reported broadband subscrit — 2,77¢ — 2,77¢
Excluding business and wholesale custor — (151) — (151)
Alignment to billed units — (49) — (49

Currently reported broadband subscrit — 2,57¢ — 2,57¢

Previously reported video subscrib — 757 — 757
Alignment to billed unite — 15 — 15

Currently reported video subscribt — 772 — 772

Our analysis presented below is organized to peothe information we believe will be useful for enstanding the relevant trends
affecting our business. This discussion shouldela@ in conjunction with our consolidated finansitdtements and the notes thereto in Iterr
this report.

Business Trends

Our financial results were impacted by severalifigant trends, which are described below. We ekfieat these trends will continue to
affect our results of operations, cash flows oafficial position.

» Strategic servicedVe continue to see shifts in the makeup of oul teteenue as customers move to strategic sensces, as
private line, broadband and DIRECTV video servidesn legacy services, such as local and acces&ssr Revenue from our
strategic services represented 33% and 30% obtairrevenue for the years ended December 31, @3d@009, respectively, and
this percentage continues to grow. With respebréadband services, we continue to focus on ingrgasibscribers, particularly
among consumer and small business customers. Whee@approximately 2.9 million broadband subscslzmbDecember 31, 2010
compared to approximately 2.8 million at DecemhkrZ009. Due to price compression, we believe Hilgyato continually
increase connection speeds is competitively imptr#ss a result, we continue to invest in our fibethe node, or FTTN,
deployment, which we launched to meet customer ddrfar higher broadband speeds. In addition td~H€N deployment, we
continue to expand our product offerings and enbantc marketing efforts as we compete in a conipeténd maturing market in
which a significant portion of consumers alreadyehbroadband services. We expect these effortamjitove our ability to
compete and grow our broadband subscribers. Deffioartide private line services we offer to businasd wholesale customers
continues to increase, despite our customers’ agdiion of their networks, industry consolidatiamdaechnological migration.
While we expect that these factors will continuén@act our business, we ultimately believe thenghain fiber based private line
will offset our decline in copper based privateelialthough the timing of this technological migwatis uncertain

» Legacy serviceRevenue from our legacy services represented 486 3% of our total revenue for the years ended Dées 31,
2010 and 2009, respectively and continues to decliur legacy services revenue has been, and veetexmill continue to be,
adversely affected by access line losses. Intemsgpetition and product substitution continue tovelur access line losses. |
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example, many consumers are substituting cablevinetess for traditional voice telecommunicatioesvices. This has increas
the number and type of competitors within our induand has decreased our market share. We exmdhese factors will
continue to impact our business. Product bundlimgj @ther product promotions, as described belowticoe to be some of our
responses to offset the loss of revenue as a @fsadicess line losse

* Product bundling and product promotiotWe offer our customers, primarily consumers andlssinesses, the ability to bunc
multiple products and services. For example, thinoint marketing and advertising efforts with affiliates, these customers can
bundle local services with other services suchraadband, video, long-distance and wireless. Wihileo and wireless subscribers
are an important piece of our customer retenticatesyy, they do not make a large contribution tatsgic services revenue. We
believe customers value the convenience of, ame gliscounts associated with, receiving multipteises through a single
company. In addition to our bundle discounts, ve alffer limited time promotions on our broadbaads/ge for qualifying
customers who have our broadband product in theidle, which we believe will positively affect cacquisition volume and drive
customers to purchase more expanded offerings.e/Mhihdle price discounts have resulted in loweragerevenue for our
individual products, we believe product bundlesttare to positively impact our customer retenti

» Operating efficiencie. We continue to evaluate our operating structaefacus. This involves balancing our workforceéspons
to our workload, productivity improvements, changethe telecommunications industry and governmertgulations. Through
planned reductions and normal employee attritiomhave reduced our workforce and employee-relatpdreses (net of severance)
while achieving operational efficiencies and impnayprocesses through automation and other innavatays of operating our
business

» Pension and po-retirement benefits expensQCII is required to recognize in its consolidatehhcial statements certain exper
relating to its pension and post-retirement hegdtte and life insurance benefits plans. These egseare calculated based on
several assumptions, including among other thingsodnt rates and expected rates of return ongsaats that are set at
December 31 of each year. Changes in these assumaptn cause significant changes in the combiaegeriodic benefits
expenses QCII recognizes. QCII allocates the exgseofthese plans to us and certain of its otHéiadds. The allocation of
expenses to us is based upon the demographics efmuloyees and retirees compared to all the rangparticipants. Changes in
QCII's assumptions can cause significant changes imethgeriodic pension and p-retirement benefits expenses we recogr

Based on current funding laws and regulations, @@lInot be required to make a cash contributior2®11. QCIl expects to begin
making required contributions to the plan durind2@nd estimates that these 2012 contributionsidoseibetween $300 million a
$350 million. Although potentially significant ilné¢ aggregate, QCII currently expects that contidimstin 2013 and beyond will
decrease annually from the 2012 expected contabwimount. However, the actual amount of requiedréutions in 2013 and
beyond will depend on earnings on investments odistrates, demographic experience, changes ipléimeand funding laws and
regulations. The amounts contributed by us thraQ@Hl are not segregated or restricted and may bd tesprovide benefits to
other employees of QCII's subsidiaries. Historiga®Cll has only required us to pay our portioritefpension contribution.

» Disciplined capital expenditure. Our capital expenditures continue to be focusedwr strategic services such as broadban
2011, we anticipate that our fiber investment, \hiccludes fiber to the cell site, or FTTCS, wiltrease. Our projected capital
expenditures for 2011 will be up to $1.3 billion.dddition, we may use lease financing in 2011séwne portion of our capital
spending

While these trends are important to understandibevaluating our financial results, the other ¢eations, events and trends discussed
in “Risk Factors” in Item 1A of Part | of this refianay also materially impact our business openatiand financial results.
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Results of Operations

Overview

The following table summarizes our results of opers for the years ended December 31, 2010, 2062808 and the number of
employees as of December 31, 2010, 2009 and 2008:

Years Ended December 31 Increase/(Decrease % Change
2010 v 2009 v 2010\ 2009 \
2010 2009 2008 2009 2008 2009 2008
(Dollars in millions, except employees)

Operating revenu $9,271 $9,731 $10,38 $ (460) $ (657) (5)% (6)%
Operating expenst 6,78¢ 7,16¢ 7,52F (387) (35€) B5)% (5)%
Operating incomt 2,48: 2,562 2,86: (79) (301) (3)% (11)%
Other expense (incon—net 61C 641 59¢€ (32) 45 (5)% 8%
Income before income tax 1,87: 1,921 2,26’ (48) (34€) (2)% (15)%
Income tax expens 791 724 82¢ 67 (105) 9% (13)%
Net income $108 $1197 $143¢ $ (115 $ (24) (10)% A7%
Employees (as of December : 26,05( 27,80¢ 30,54¢ (1,755 (2,744 (6)% (9%

2010 COMPARED TO 2009

Operating Revenue

Operating revenue decreased primarily due to ldegacy services revenue as a result of continueelsadine losses and declining
revenue from our traditional WAN services. In agtdit operating revenue from affiliates also deceeadue to reduced services provided to
affiliates. These decreases in overall operatingmae were partially offset by increased revenumuinstrategic services as a result of incre
volume of broadband subscribers and rates on besatibervices and increased volume in private Eneices.

The following table compares our operating reveioug¢he years ended December 31, 2010 and 2009:

Years Ended Increase/ %
December 31, (Decrease Change
2010 v 2010 v
2010 2009 2009 2009

(Dollars in millions)
Operating revenug

Strategic service $3,05¢ $2,90( $ 15¢ 5%
Legacy service 4,45¢€ 4,99¢ (540) (11D)%
Affiliates and other service 1,75¢ 1,83t (79 (4%
Total operating revent $9,271 $9,731 $ (460 (5)%
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The following table summarizes our broadband adeéwisubscribers and access lines by customer dresinéDecember 31, 2010 and
2009:

Increase %

December 31 Decreas: Change

2010 v 2010 v

2010 2009 2009 2009

(in thousands)
Broadband subscribe 2,90¢ 2,802 10z 4%
Video subscriber 1,00z 93z 71 8%
Access lines

Mass market 6,03¢ 6,86¢ (827) (12%
Business marke! 1,872 2,00z (233) ("%
Wholesale market 94k 1,057 (112) (11)%
Total access line 8,85¢ 9,92¢ (1,070 (1D)%

Strategic Services

Strategic services revenue increased primarilytduggher broadband revenue resulting from an as®eén subscribers and an improving
mix of higher priced, higher speed services. Sgriatservices revenue also increased due to inaleademes in our private line services and
revenue from our increased volume of Verizon Waslsubscribers, partially offset by decreased casions on Verizon Wireless services.

Legacy Services

Legacy services revenue decreased primarily daedecline in local and access services revenu¢odaecess line loss, declining dem
for UNEs and reduced access services usage rétapedduct substitution, price compression anddgased competition for the year ended
December 31, 2010 compared to the same perioddf.2@gacy services also decreased due to lowenusv/from our traditional WAN
services, driven by industry consolidation and eoer migration to more advanced technology services

Affiliates and Other Services Revenue

Affiliates services revenue decreased primarily tlueeduced telecommunication services and assacfatpport provided as a result of a
decline in customer demand for our affiliate’s legéelecommunication service offerings driven bshteological migration and competition. In
addition, we provided reduced support associatéld avi affiliate’s winding down of its video and datroducts and related services. These
decreases in services were partially offset bynarease in services we provided to support aniaéis growth in its strategic service offerin
We estimate that the profit from services provitedur affiliates was approximately $280 millionda®300 million before income taxes for
years ended December 31, 2010 and 2009, respgc
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Operating Expenses
The following table provides further detail regagliour operating expenses for the years ended Oesredd, 2010 and 2009:

Years Ended Increase/ %
December 31, (Decrease Change
2010 v 2010 v
2010 2009 2009 2009

(Dollars in millions)
Cost of sales (exclusive of depreciation and ammatitin):

Employetrelated cost $1,027 $1,08¢ $ (57 (5)%

Other 62€ 62C 8 1%
Total cost of sale 1,65¢ 1,70¢ (49) 3%
Selling:

Employesrelated cost 86C 97¢ (119 (12)%

Marketing, advertising and external commissi 364 401 (37 (9)%

Other 23¢ 265 (32) (12)%
Total selling 1,457 1,64t (18¢) (11)%
General, administrative and other operat

Employecrelated cost 62E 627 2 — %

Taxes and fee 382 39¢ (12) 3%

Real estate and occupancy ct 12¢€ 134 (8 (6)%

Other 47€ 51EF (39) (8)%
Total general, administrative and other opera 1,60¢ 1,66¢ (60) (4)%
Affiliates 194 17t 19 11%
Depreciation and amortizatic 1,87: 1,97¢ (103) B)%
Total operating expens $6,78¢ $7,16¢ $ (38]) (5)%

Cost of Sales (exclusive of depreciation and amorttion)

Cost of sales are costs incurred in providing potsland services to our customers. These includplayee-related costs directly
attributable to operating and maintaining our nefwsuch as salaries, wages and certain benedits) pther cost of sales directly related to our
network operations (such as professional fees,matg@nd supplies and outsourced services).

Employee-related expenses decreased primarilyallmsvier salaries, wages and severance expensesdrédeprior year employee
reductions in our network operations, as we comtitouadjust our workforce to reflect our workload.

Selling Expenses

Selling expenses are expenses incurred in selliodugts and services to our customers. These iackmployee-related expenses
directly attributable to selling products or seesqsuch as salaries, wages, internal commissimhsexrtain benefits); marketing, advertising
and external commissions; and other selling expe(seh as bad debt expense, professional feesuasolrced services).

Employee-related expenses decreased primarilyalleever salaries, wages, severance and internamissions driven by lower sales
headcount. The decrease in employee-related experasepartially offset by increased expenses amsativith QCII's acceleration of stock-
based compensation.
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Marketing, advertising and external commissiongesed primarily due to reduced spending associtedlirect mail and media.
Marketing, advertising and external commissions discreased due to improved consumer call cenpamses resulting from a migration to
using internal sales call centers from using tlpiadty sales call centers.

Other expenses decreased primarily due to lowedbatexpense and professional fees.

General, Administrative and Other Operating Expense

General, administrative and other operating expease corporate overhead and other operating ddstse include: employee-related
costs for administrative functions (such as sataneages and certain benefits); taxes and feeh @iproperty and other taxes and USF
charges); real estate and occupancy costs (suemiss utility and fleet costs); and other geneadhinistrative and other operating costs (such
as professional fees, outsourced services, lingatlated charges and general computer systerpedigervices). General, administrative and
other operating expenses also include our allocsttade of QCII's combined net periodic pension post-retirement expense for all eligible
employees and retirees.

Employee-related expenses were flat primarily dugeticreased pension and post-retirement benefitnses offset by increased salaries
and wages expenses associated with QCII's acdelerait stock-based compensation. On December 2110,20CII accelerated the vesting of
certain restricted stock and performance sharedsaasued under its Equity Incentive Plan in otdgsreserve certain economic benefits to its
stockholders that otherwise would have been losbimection with QCII's pending merger with Centuink. As the vast majority of affected
employees are employed by us, QCIl allocated sobatly all of the expense associated with thisedexated vesting to us.

QCIl allocates the expense or income of its beddins to us based upon demographics of our emgdogempared to all the remaining
participants. The expense is a function of the amhotibenefits earned, interest on benefit oblmyaj expected return on plan assets,
amortization of costs and credits from prior benafianges and amortization of actuarial gains easds. We recorded combined net periodic
expense of $125 million in 2010 as compared to $hdiBon in 2009. The 2009 expense is net of a Bition gain allocated to us as a resul
QClI's decision to no longer provide pension benadicruals for active management employees unéeguhlified and non-qualified pension
plans on or after January 1, 2010. The decreasembined net periodic benefits expenses in 20pdinsarily due to QCII's decision to no
longer provide pension benefit accruals for acthanagement employees under the qualified andquatified pension plans, the eliminatior
the qualified and non-qualified pension plan déshefits for eligible beneficiaries of certain reéis and reduced interest expense, partially
offset by an increase in actuarial losses. Actligais or losses reflect the differences betwestiee actuarial assumptions and what actually
occurred. We expect to record combined net periedipense of approximately $109 million in 2011. Eixpected decrease in combined net
periodic expense in 2011 is primarily due to deseeanterest cost partially offset by a decreaghdrexpected return on assets.

Other expenses decreased primarily due to lowdegsmnal and maintenance fees.

Affiliates Expenses

Affiliates expenses include charges for our uslod-distance services, wholesale Internet acaegsrsurance, occupancy charges and
certain retiree benefits. Affiliates expenses iasel for the years ended December 31, 2010 as cednjmathe prior year period. This increase
in affiliates expenses was primarily due to insegpremium discounts and refunds recognized in 2009
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2009 COMPARED TO 2008
Operating Revenue

Operating revenue decreased primarily due to ldegacy services revenue as a result lower localsEs revenue due to continued
access line losses, lower access services reveaugeglining revenue from our traditional WAN sees. Operating revenue also decreased
due to lower revenue from affiliates and other mew driven by reduced support associated withffdrate’s winding down of its wireless
business. These decreases in overall operatinguevgere partially offset by increased strategigises revenue as a result of increased
broadband and video subscribers and our transitiselling Verizon Wireless services. We believelidéng general economic conditions
negatively impacted our revenue in 2009.

The following table compares our operating revefou¢he years ended December 31, 2009 and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008

(Dollars in millions)
Operating revenue

Strategic service $2,90( $ 2,78¢ $ 111 4%
Legacy service 4,99¢ 5,61¢ (619) (11)%
Affiliates and other service 1,83¢ 1,98¢ (149 (8)%
Total operating revent $9,731 $10,38¢ $ (657) (6)%

The following table summarizes our total broadband video subscribers and access lines by custcmaganel as of December 31, 2009
and 2008:

Increase %

December 31, Decreas Change

2009 v 2009 v

2009 2008 2008 2008

(in thousands)
Total broadband subscribe 2,802 2,57¢ 22¢ 9%
Total video subscribel 932 77z 16C 21%
Access lines

Mass market 6,86¢ 7,807 (942) (12)%
Business markei® 2,00z 2,14¢ (149 (7%
Wholesale market 1,057 1,17¢ (1179) (10)%
Total access line 9,92t 11,12% (1,202 (11)%

Strategic Services

Strategic services revenue increased primarilytdan increase in broadband subscribers, partiéfibet by rate discounts. Strategic
services revenue also increased due to sellingdenVireless services. An increase in video subscsias of December 31, 2009 compared to
December 31, 2008 also contributed to the incregastategic services revenue.

Legacy Services

Legacy services revenue decreased primarily daedecline in local and access services revenugodaecess line losses and a declining
demand for UNEs for the year ended December 319 26fhpared to the same period in 2008. Legacy&svevenue also decreased due to
lower revenue from our traditional WAN servicesydn by customer migration to more advanced teagyokervices.
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Affiliates and Other Services Revenue

Affiliates services revenue decreased primarily ttueeduced support provided to an affiliate assed with the affiliate’s winding down
of its wireless business as we transitioned tangeWerizon Wireless services. In addition, we haduced support associated with an affiliate’s
winding down of its video and data products andtesl services. These decreases in affiliates ssrwiere partially offset by an increase in
services we provided to support an affiliate’s gitoin strategic service offerings. We estimate thatprofit from affiliates services was
approximately $300 million and $380 million befoneome taxes for the years ended December 31, 2002008, respectively.

Operating Expenses
The following table provides further detail regagliour operating expenses for the years ended Oesredd, 2009 and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008

(Dollars in millions)
Cost of sales (exclusive of depreciation and ammatitin):

Employerrelated cost $1,08¢ $1,231 $ (147 (12)%

Other 62C 66¢ (48) ()%
Total cost of sale 1,704 1,89¢ (195) (10)%
Selling:

Employesrelated cost 97¢ 1,06: (84) (8)%

Marketing, advertising and external commissi 401 45€ (55) (12)%

Other 26E 29: (28) (10)%
Total selling 1,64¢ 1,812 (167) (9)%
General, administrative and other operat

Employecrelated cost 627 45¢ 16¢€ 37%

Taxes and fee 393 372 21 6%

Real estate and occupancy cc 134 15€ (22 (19)%

Other 51F 56¢ (549) (9)%
Total general, administrative and other opera 1,66¢ 1,55¢ 113 7%
Affiliates 17k 18t (10) (5)%
Depreciation and amortizatic 1,97¢ 2,07: (97) B)%
Total operating expens $7,16¢ $7,52¢ $ (35€) (5)%

Cost of Sales (exclusive of depreciation and amaztition)

Employee-related costs decreased primarily duevted salaries, wages and benefits related to eraplogductions in our network
operations as we continued to manage our workfioroeir workload. In addition, severance expensesdsed because we terminated fewer
employees in 2009 as compared to 2008.

Other cost of sales decreased primarily due to l@rafessional fees and network expenses due toaniinued focus on managing costs
associated with our network, along with decreasddmes.

Selling Expenses

Employee-related costs decreased due to loweliesakand wages related to prior period employeeatimhs, and decreased internal
commissions driven by lower sales headcount anéid@ttainment of sales targets. These decreasespadrally offset by increases in
severance expenses.
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Marketing, advertising and external commissiongesed primarily due to reduced spending associtedlirect mail and media,
along with the migration to internal sales calltees from using third-party sales call centers.

Other selling costs decreased primarily due to fqwefessional fees as a result of a favorabledhgage in credit processing fees and
other cost savings initiatives.

General, Administrative and Other Operating Expense

Employee-related costs increased primarily duentmerease in pension and postirement benefits expenses. We recorded comlniat
periodic benefits expense of $193 million and rexiqrlic benefits income of $13 million for the ye@nded December 31, 2009 and 2008,
respectively. The 2009 expense is net of a $12anitjain allocated to us as a result of QCII's dieei to no longer provide pension benefit
accruals for active management employees undequhkfied and non-qualified pension plans on cerftanuary 1, 2010. The shift from
recording combined net periodic income to recoradiombined net periodic expense was primarily due decrease in expected return on plan
assets as a result of lower plan asset valuesraimti@ase in net actuarial losses. Actuarial gaifiesses reflect the differences between e:
actuarial assumptions and what actually occurred.

Taxes and fees increased as a result of a $4@mflivorable property tax settlement and otherravie adjustments recorded in 2008.
These increases were partially offset by lower dB&rges resulting from continued access line encsiml a decrease in current year property
taxes.

Real estate and occupancy costs decreased prirdaglyo lower fuel costs, resulting from fewer mitliven and lower fuel prices. Real
estate and occupancy costs also decreased becalselviewer operating leases in 2009 as compar2go®d.

Other expenses decreased primarily due to lowdegsmnal fees, the 2008 impairments of certaiptagelated to QCII's transition to
selling Verizon Wireless services and decreasepl@gpexpense due to cost cutting measures.

Affiliates Expenses

Affiliates expenses decreased primarily due to cedunsurance costs driven by decreases in ourferog and reduced support charges
from our wireless affiliate partially offset by ireases in wholesale Internet access in supponrdfrmadband services.

Depreciation and Amortizatiot

The following table provides detail regarding degmtion and amortization expense for the years @émember 31, 2010, 2009 and
2008:

Years Ended December 31 Increase/(Decrease % Change
2010 v 2009 v 2010\ 2009\
2010 2009 2008 2009 2008 2009 2008

(Dollars in millions)
Depreciation and amortizatio

Depreciatior $1,63¢  $1,75.  $1,85F  $ (119 $ (109) (6)% (6)%
Amortization 234 224 21¢€ 10 6 4% 3%
Total depreciation and amortizati $1,87:  $1,97¢  $2,07F  $ (109 $ (97 (5)% (5)%
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Although our capital expenditures fluctuate fronayt year, we continue to see decreased dep@tiatpense due to significantly lov
capital expenditures and the changing mix of ouestment in property, plant and equipment since22@ve do not significantly shorten our
estimates of the useful lives of our assets, weethat our depreciation expense will continuddorease for the foreseeable future.
Amortization expense increased due to an increasgernally developed capitalized software.

Effective January 1, 2009, we changed our estinaftdse economic lives of certain copper cable heicommunications equipment
assets. These changes resulted in additional dapoecexpense of approximately $36 million andusedd net income, net of deferred taxes
$22 million for the year ended December 31, 2008caspared to the year ended December 31, 2008eTas=ets were fully depreciated as of
December 31, 2009.

Other Consolidated Results

The following table provides detail regarding ote&pense (income)—net and income tax expense éoyehrs ended December 31,
2010, 2009 and 2008:

Years Ended December 31 Increase/(Decrease % Change
2010\ 20091
2010 v 2009 v
2010 2009 2008 2009 2008 2009 2008

(Dollars in millions)
Other expense (incom—net:

Interest expense on lo-term borrowing—net $ 61F $63z $58 3$ (17 $ 43 (3)% 7%
Other—net (5) 9 7 (14) 2 nm 29%
Total other expense (incon—net $ 61C $641 $59%€ $((31) $ 45 (5)% 8%
Income tax expens $ 791 $724 $82¢ $ 67 $ (10%) 9% (13)%

nm—~Percentages greater than 200% and comparisbmsdrepositive and negative values or to/from z&laes are considered not
meaningful.

Other Expense (Income)—Net

Interest expense on long-term borrowings—net dee@ 2010 compared to 2009 primarily due to aedese in interest expense on our
interest rate hedges partially offset by increastatest expense as a result of higher averageleladis. Interest expense on long-term
borrowings—net increased in 2009 compared to 208apily due to the issuance of $811 million of ndabt in the second quarter of 2009,
partially offset by decreased interest as a reduttaturities and decreasing interest rates onifigaate debt.

Other—net includes, among other things, interestrime, income tax penalties, other interest expéssh as interest on income taxes),
and equity method investment losses. The changthar—net in 2010 compared to 2009 is due to mquéty method investment losses in
2009. The change in othemret in 2009 compared to 2008 is due to more investraquity method investment losses in 2009, phyrtidfset by
a decrease in tax related interest from uncergaipositions.

Income Tax Expense
The effective income tax rate is the provisionifmome taxes as a percentage of income before im¢ares. Our effective income tax
rate for 2010, 2009 and 2008 was 42%, 38% and B@8pectively.

Income tax expense for the year ended Decemb&030, increased by $67 million as a result of thed2010 enactments of the
Patient Protection and Affordable Care Act andHlealth Care and Education Reconciliation Act of @@hd the tax treatment of the expenses
allocated to us when QCII accelerated the vestfrgpdain stock-based compensation.
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Among other things, the Patient Protection and #fédle Care Act and the Health Care and EducatemoRciliation Act of 2010 will
disallow federal income tax deductions for retipeescription drug benefits to the extent we recedimmbursements for those benefits undel
Medicare Part D program. Although this tax incredses not take effect until 2013, under accounpirigciples generally accepted in the U.S.
we recognize the full accounting impact in the peiin which the laws are enacted, which increaseefiective tax rate for the year ended
December 31, 2010 by 2.9 percentage points.

On December 21, 2010, QCII accelerated the vesfimgrtain restricted stock and performance shawmrds issued under its Equity
Incentive Plan in order to preserve certain ecordienefits to its stockholders that otherwise wddde been lost in connection with QCIlI's
pending merger with CenturyLink. Certain of the expes that were allocated to us for this acceteratie not deductible for income tax
purposes, and as such they increased our effdativate for the year ended December 31, 2010 bpdrcentage points.

Income tax expense in 2009 compared to 2008 dexdahse to the decrease in income before income.taxe

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSC, which vghelly owned subsidiary of QCII. As such, factoetating to, or affecting, QCII's
liquidity and capital resources could have matengdacts on us, including impacts on our credingd, our access to capital markets and
changes in the financial market’'s perception of@GIl and its consolidated subsidiaries had totatdwings—net of $11.947 billion and
$14.200 billion as of December 31, 2010 and 20€8pectively.

QCIl has cash management arrangements betweeimagits subsidiaries that include lines of credifiliate obligations, capital
contributions and dividends. As part of these aaghagement arrangements, affiliates provide lifiesealit to certain other affiliates.
Amounts outstanding under these lines of creditinatefcompany obligations vary from time to timelare classified as short-term
borrowings.

Near-Term View

We expect that our cash on hand and expected sletgemerated by operating activities will exceedaash needs over the next 12
months. At December 31, 2010, we held cash andeqsivalents of $192 million, and QCII had an aiddial $180 million in cash and cash
equivalents as well as $1.035 billion availableemits currently undrawn revolving credit facilifseferred to as the Credit Facility). The Cre
Facility will be terminated at the time of the dlog of QCII's merger with CenturyLink.

During the year ended December 31, 2010, our reit ganerated by operating activities totaled $3t8dn. For the coming 12 montt
our expected financing and investing cash needsdac
» capital expenditures of approximately $1.3 billi
*  $825 million of debt maturing in September 2011;
» dividends to QSC
We have significant discretion in how we use owhct pay for capital expenditures and for othetsof our business, as only a
minority of our capital expenditures is dedicateghteservation activities or government mandates evéluate capital expenditure projects
based on expected strategic impacts (such as &iegteevenue growth or productivity, expense amndcimpacts) and our expected returr
investment. If we are not successful in maintairangncreasing our net cash generated by operatitigities in the near term, we may use this

discretion to decrease our capital expenditureg;iwimay impact future years’ operating results eash flows. Also, we lease certain facilities
and equipment under various capital lease arrangesméen the
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leasing arrangements are more favorable to usgherhasing the assets. For the year ended Dece&hb2010, we entered into capital leases
for approximately $116 million of assets, whictoalked us to reduce our initial cash outlays. We gmytinue to use lease financing for some
portion of our capital spending.

At December 31, 2010, our current liabilities exdme our current assets by $1.716 billion. This wuaglcapital deficit increased $1.242
billion as compared to our working capital defaitDecember 31, 2009. The increase was primarigytduividends declared to QSC, capital
expenditures and the reclassification of non-curbenrowings to current, partially offset by netime before depreciation and amortization.

In general, we intend to refinance our debt asatures, but would need to do so in a manner camistith the terms of QCII's merger
agreement with CenturyLink. Any time we deem cadodg favorable, we may attempt to improve our liifyi position by accessing debt
markets in a manner designed to create positiveau@ value. The unstable economy may impair oilityho refinance maturing debt at
terms that are as favorable as those from whicpreeiously benefited or at terms that are accepttbls.

Long-Term View

We have historically operated with a working caiteficit due to our practice of declaring and payregular cash dividends to QSC,
it is likely that we will operate with a working p@al deficit in the future. As discussed below, @gtinue to generate substantial cash from
operations. We believe that these cash flows, coetbWith continued access to the capital marketsfinance debt as it comes due, will
provide sufficient liquidity to continue our plarsth@évesting and financing activities.

Debt

We have a significant amount of debt maturing mnlext several years, including $825 million matgrin 2011, $1.500 billion maturing
in 2012, $750 million maturing in 2013 and $600limil in 2014. We believe that we will continue tavie access to capital markets to refin;
our debt as necessary. In general, we intend toarete our debt as it matures.

The Credit Facility, which makes available to Q&11.035 billion of additional credit subject to @@nt restrictions as described below, is
currently undrawn and expires in September 2018. Giredit Facility has 13 lenders, with commitmaatsging from $25 million to
$100 million. QCII's merger agreement with Centurjtallows QCII to draw on the facility with thetant to repay the borrowings within
90 days. This facility has a cross payment defaatision, and this facility and certain other dastues of QCII and its other subsidiaries also
have cross acceleration provisions. When predaegetprovisions could have a wider impact on ligyithan might otherwise arise from a
default or acceleration of a single debt instrum&hese provisions generally provide that a crefawdt under these debt instruments could
occur if:

» QCIl fails to pay any indebtedness when due inggregate principal amount greater than $100 mill
e any indebtedness is accelerated in an aggregaigigad amount greater than $100 million;

» judicial proceedings are commenced to foreclosargnof QCI’s assets that secure indebtedness in an aggredatgal amount
greater than $100 millior

Upon a cross default, the creditors of a materr@ant of QCII's debt may elect to declare that tadk has occurred under their debt
instruments and to accelerate the principal amadusto those creditors. Cross acceleration prawssare similar to cross default provisions,
but permit a default in a second debt instrumetigtaeclared only if, in addition to a default actwg under the first debt instrument, the
indebtedness due under the first debt instrumeenttisally accelerated. As a wholly owned subsidar@Cll, in the event of such a cross-
default or cross-acceleration, our business omeratnd financial condition could be affected, poédly impacting our credit ratings and
access to the capital markets.
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The Credit Facility also contains various limitai$ including a restriction on using any proceedmfthe facility to pay settlements or
judgments relating to the legal matters discuss¢‘Legal Proceedings” in Item 3 of this report. Indéttbn, to the extent that QCII's earnings
before interest, taxes, depreciation and amortinatir EBITDA (as defined in QCII's debt covenants)reduced by cash settlements or
judgments relating to the matters discussed inrtbt, QCl’'s debt to consolidated EBITDA ratios under certdéibt agreements will be
adversely affected. This could reduce QCII's liquicind flexibility due to potential restrictions@rawing on its Credit Facility and potential
restrictions on incurring additional debt undertaier provisions of its debt agreements. As a whollyned subsidiary of QCII, our business
operations and financial condition could be sinjfl@ffected, potentially impacting our credit rgggiand access to capital markets.

We may also need to obtain additional financingneestigate other methods to generate cash (sutthither cost reductions or the sale
of assets), but would need to do so in a mannesistamt with the terms of QCII's merger agreemeitih @enturyLink, if:

» revenue and cash provided by operations signifigaigcline;

» unstable economic conditions continue to per

e competitive pressures increa

* we are required to contribute a material amoumtash to QCI's pension plan; ¢

* QCIl becomes subject to significant judgments dilesments in one or more of the matters discussétegal Proceedings” in
Item 3 of this repor

Pension Plan

Benefits paid by QCII's pension plan are paid tigioa trust. This pension plan is measured annaalBecember 31. The accounting
unfunded status of the pension plan was $585 mitiopDecember 31, 2010. Cash funding requirememtde significantly impacted by
earnings on investments, the discount rate, chaingég plan and funding laws and regulations. Assailt, it is difficult to determine future
funding requirements with a high level of precisibowever, in general, current funding laws reqaimpany with a plan shortfall to fund
the annual cost of benefits earned in addition $exaen-year amortization of the shortfall. Based¢wment funding laws and regulations, QCII
will not be required to make a cash contributio2@11. QCII expects to begin making required cbuotions to the plan during 2012 and
estimates that these 2012 contributions could beden $300 million and $350 million. Although poti@ily significant in the aggregate, QCII
currently expects that contributions in 2013 angdoel will decrease annually from the 2012 expectadribution amount. However, the act
amount of required contributions in 2013 and beywiitidepend on earnings on investments, discoat®s; demographic experience, changes
in the plan and funding laws and regulations.

Substantially all of our employees participatehia QCIl pension plan. Historically, QCIl has ongguired us to pay our portion of its
pension contribution. Our contributions are notreggted or restricted to pay amounts due to oul@raps and may be used to provide
benefits to other employees of QCII’s affiliategeSadditional information about QCII's pension Hésén Note 11—Employee Benefits to ol
consolidated financial statements in Item 8 of thjsort.

Post-Retirement Benefits

Certain of QCII's postetirement health care and life insurance benpféas are unfunded. As of December 31, 2010, tfiended statu
of all of QCII's post-retirement benefit plans w522 billion. A trust holds assets that are usdikelp cover the health care costs of retirees
who are former occupational (also referred to asn)remployees.

QCII did not make any cash contributions to thistin 2010 and does not expect to make any stgmificash contributions to this trust
in the future. QCII therefore anticipates that mhaority of the costs that have historically beamdput of this trust will need to be paid by u
some point in the future. As of December 31,
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2010, the fair value of the trust assets was $8lliom however, a portion of these assets is casgar of investments with restricted liquidity.
In 2009 QCII estimated that the trust would be adég to provide continuing reimbursements for dsupational post-retirement health care
costs for approximately five years. Based on retumm trust assets during 2010, QCII still beliethed the more liquid assets in the trust will be
adequate to provide continuing reimbursementstéonécupational post-retirement health care castagproximately five years. Thereafter,
covered benefits for its eligible retirees who famner occupational employees will be paid eithieeatly by us or from the trust as the
remaining assets become liquid. This five yearqaeciould be substantially shorter or longer depggndin returns on plan assets, the timing of
maturities of illiquid plan assets and future chesiin benefits. QCII's estimate of the annual loexgn rate of return on the plan assets is 7.5%
based on the currently held assets; however, actighs could vary widely in any given year. Thaméfits reimbursed from plan assets were
$186 million in 2010.

Our employees may become eligible to participattaénQCII post-retirement plan. The amounts contgt by us through QCII are not
segregated or restricted to pay amounts due tempioyees and may be used to provide benefitser @mployees of QCII's affiliates.
Historically, QCII has only required us to pay qartion of its post-retirement contribution. Seditidnal information about QCII's post-
retirement benefits in Note 11—Employee Benefitsdo consolidated financial statements in Item & report.

Historical View
The following table summarizes cash flow activitiesthe years ended December 31, 2010, 2009 ad8: 20

Years Ended December 31, Increase/(Decrease) % Change
2009\
2010\
2010 v 2009 v
2010 2009 2008 2009 2008 2009 2008
(Dollars in millions)
Cash flows:

Provided by operating activitie $3,23t  $3,167 $3,47¢ $ 68 $(312) 2% (9)%
Used for investing activitie 1,25¢ 1,10¢ 1,40z 15€ (302) 14% (22)%
Used for financing activitie 2,801 1,28¢ 2,13¢ 1,51t (850) 11&% (40)%

Operating Activities

Cash provided by operating activities increase20h0 as compared to 2009 primarily due to decresetklated payments to QSC as a
result of changes in bonus depreciation tax lavesh(rovided by operating activities also increase2D10 as compared to 2009 due to lower
payments for employee-related expenses resultong feduced headcount. These increases in castdptbliy operating activities were
partially offset by a decline in cash received fronstomers as a result of decreased revenue.

Cash provided by operating activities decrease2D@® as compared to 2008 primarily due to increteedelated payments to QSC as a
result of our utilization in 2008 of deferred tessats acquired as a result of QCII merging intbwasof QSC'’s other wholly owned
subsidiaries.

Investing Activities

Cash used for investing activities increased in0284 compared to 2009 primarily due to increaseitaleexpenditures. The increase in
capital spending was due to a cautious investnignate in late 2008 and early 2009, increased spgneh our strategic initiatives and timing
of cash payments. We may continue to use leasedingin 2011 for some portion of our capital sgagdOur capital expenditures continue
be focused on our strategic services such as baoadin 2011, we anticipate that our fiber investmwhich includes fiber to the cell site, or
FTTCS, will increase. Our projected capital expamdis for 2011 will be up to $1.3 billion.
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Cash used for investing activities decreased irD280compared to 2008 primarily due to lower capitpenditures.
Lower capital spending was the result of initiasivelated to decreasing per unit capital costiwadown in new housing construction,
which was down 40% as compared to 2008, and otlezrl customer-driven capital requirements. We &ds advantage of favorable interest
rates and increased our capital leasing activityicwfurther reduced our cash payments for capgaipment.

Financing Activities

For the year ended December 31, 2010, we paid 82#l®n in dividends to QSC and we repaid $534liom of long-term borrowings
(including current maturities).

For the year ended December 31, 2009, we paid 82illibn in dividends to QSC, issued $811 milliohnew debt resulting in aggreg:
net proceeds of $738 million and repaid $25 milladhong-term borrowings including current matweti

For the year ended December 31, 2008, we paid 82illibn in dividends to QSC, repaid $347 milliohlong-term borrowings
including current maturities, and received equitfusions of $231 million.

We may continue to declare and pay dividends to @S&xcess of our earnings to the extent permltedpplicable law. Our debt
covenants do not limit the amount of dividends &g pay to QSC. We were in compliance with all psmrs and covenants of our borrowings
as of December 31, 2010. For additional informatiarour 2010 and 2009 financing activities, seeeNgt-Borrowings to our consolidated
financial statements in Item 8 of this report.

Letters of Credit

We maintain letter of credit arrangements with @asi financial institutions for up to $57 million.aWad outstanding letters of credit of
approximately $51 million as of December 31, 2026.January 18, 2011, QCII entered into $7 millibadditional letters of credit.

Credit Ratings

Due to our general expectation that we will reficaour debt maturities, our credit ratings can hageificant impact on our liquidity a1
capital resources. Debt ratings by the variousigagigencies reflect each agency’s opinion of thilgyabf the issuers to repay debt obligations
as they come due. In general, lower ratings résudiigher borrowing costs and impaired ability tordow under acceptable terms. A security
rating is not a recommendation to buy, sell or le@durities and may be subject to revision or wital at any time by the assigning rating
organization.

The table below summarizes our long-term debt gatas of December 31, 2010:

December 31

2010
Moody's Baa:
S&P BBB-
Fitch BBB-

Since QCII's announcement of its pending mergeh WienturyLink:
* on August 13, 2010, Moor's Investors Service upgraded our rating from BaRaa3 (investment grade

» Standard & Poor’s placed our rating on “CreditWateith developing implications, meaning that S&Putdraise, maintain or
lower the rating; an

» Fitch Ratings affirmed its previous rating of B- with a stable outlook
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With respect to Moody’s, a rating of Baa indicatest the security is subject to moderate credi, isconsidered medium grade and as
such may possess certain speculative charactsri$tie “1, 2, 3" modifiers show relative standinighin the major categories, 1 being the
highest, or best, modifier in terms of credit qtyali

With respect to S&P and Fitch, a rating of BBB tates that there are currently expectations of @ategprotection. The capacity for
payment of financial commitments is considered adégbut adverse changes in circumstances and mgooonditions are more likely to
impair this capacity. This is the lowest investmgrade category. The plus and minus symbols shtativie standing within major categories.

While we have been able to obtain financing histdly and our ratings have improved since QCII'agieg merger with CenturyLink
was announced, given our current credit ratingsability to raise additional capital under accepgabrms and conditions may be impaired.

Risk Managemen

We are exposed to market risks arising from chaiggderest rates. The objective of our interes¢ risk management program is to
manage the level and volatility of our interestemxge. We have used derivative financial instrumigntsanage our interest rate risk exposure
on our debt and we may employ them in the future.

Near-Term Maturities

As of December 31, 2010, we had $825 million ofgleerm notes maturing in the subsequent 12 moktleswould be exposed to
changes in interest rates at any time that we @tmeefinance any of this debt. A hypotheticak@ase of 100 basis points in the interest rate
on a refinancing of the entire current portionafd-term notes would decrease annual pre-tax eg iy approximately $8 million.

Floating-Rate Debt

As of December 31, 2010, we had $750 million o&fiog interest rate debt outstanding, all of whicks exposed to changes in interest
rates. The exposure for these instruments is linkede London Interbank Offered Rate, or LIBORhypothetical increase of 100 basis points
in LIBOR relative to this debt would decrease anmue-tax earnings by approximately $8 million.

Investments

As of December 31, 2010, our cash and investmeatsaged by QSC included $188 million invested irhhidiquid cash-equivalent
instruments and $52 million invested in currenthndiquid auction rate securities. As interest sathange, so will the interest income derived
from these instruments. Assuming that these invesstinalances were to remain constant, a hypotheliécaease of 100 basis points in interest
rates would decrease annual pre-tax earnings hyzippately $2 million.
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Future Contractual Obligations
The following table summarizes our estimated futtoltractual obligations as of December 31, 2010:

Payments Due by Period

2016 and
2011 2012 2013 2014 2015 Thereafter Total
(Dollars in millions)
Future contractual obligatiot®:
Debt and lease paymen
Long-term debt $ 82t $150C $ 75C $ 60C $40C $ 3,89: $ 7,96¢
Capital lease and other obligatic 52 46 39 28 16 3 184
Interest on lon-term borrowings and capital lea<@ 597 462 38C 363 301 2,94t 5,04¢
Operating lease 88 59 40 34 29 67 317
Total debt and lease payme 1,562 2,06¢ 1,20¢ 1,02t 74€ 6,90¢ 13,51¢
Other lon¢-term liabilities 3 2 2 2 2 43 54
Purchase commitment
Telecommunications and information technol 2 2 2 1 1 1 9
Advertising, promotion and other servic®) 64 41 31 27 24 44 231
Total purchase commitmer 66 43 33 28 25 45 24C
Non-qualified pension obligatio® 2 2 2 2 2 21 31
Total future contractual obligatiol $1,63: $2,11f $1.24¢ $1,057 $77E $ 7,017 $13,84:

(1) The table does not includ

costs that are contingent upon completion of (s pending merger with CenturyLin

our open purchase orders as of December 31, 20l3elpurchase orders are generally at fair vateggenerally cancelab
without penalty and are part of normal operatic

other lon¢-term liabilities, such as accruals for legal mati@nd income taxes, that are not contractual dimigaby nature
We cannot determine with any degree of reliability years in which these liabilities might ultinlgtsettle;

affiliate cash funding requirements for pensiondfia payable to certain eligible current and fattgtirees allocated to |
by QCII. The accounting unfunded status of QClmgion plan was $585 million at December 31, 2@Ehefits paid by
QCII's qualified pension plan are paid through a tt@ash funding requirements for this trust are noltided in this table i
QCIl is not able to reliably estimate required cimttions to the trust. QCII's cash funding requients can be significantly
impacted by earnings on investments, the discatatahanges in the plan and funding laws and régnta As a result, it is
difficult to determine future funding requirememtith a high level of precision; however, in generirrent funding laws
require a company with a plan shortfall to fund éimaual cost of benefits earned in addition tovese/ear amortization of
the shortfall. Based on current funding laws arglitations, QCII will not be required to make a cashtribution in 2011.
QCII expects to begin making required contributitmghe plan during 2012 and estimates that th84& 2ontributions
could be between $300 million and $350 million.hligh potentially significant in the aggregate, QeTirrently expects
that contributions in 2013 and beyond will decreaseually from the 2012 expected contribution antoHiowever, the
actual amount of required contributions in 2013 baygond will depend on earnings on investmentgodist rates,
demographic experience, chan
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(2)
3)

in the plan and funding laws and regulations. Sarigdlly all of our employees participate in the IQ@nsion plan. Thi
amounts contributed by us through QCII are notesgaped or restricted to pay amounts due to our@yepk and may be
used to provide benefits to other employees of @Cifffiliates. Historically, QCII has only requirets to pay our portion of
its required pension contributio

affiliate pos-retirement benefits payable to certain eligiblerent and future retirees. Although we had an atiliability
recorded on our balance sheet as of December 30,r2presenting our allocated net benefit obligata post-retirement
benefits, not all of this amount is a contractualgation. Certain of these plans are unfundedregtpayments made by us
totaled $112 million in 2010, including payments henefits that are not contractual obligationssuxsing our future
proportionate share of QCII's total post-retiremeanefits payments is consistent with an averagripproportionate share
over the prior three years, total undiscountedréupayments estimated to be made by us for benleéitsaare both contractt
obligations and non-contractual obligations areraximately $4.0 billion over approximately 80 yedtfowever, this
estimate is impacted by various actuarial and mMageumptions, and ultimate payments will diffenfrthis estimate. In
1989, a trust was created and funded by QCII tp beVer the health care costs of retirees who@radr occupational
employees. QCII did not make any cash contributtorthis trust in 2010 and does not expect to nzkesignificant cash
contributions to this trust in the future. QCII migates that the majority of the costs that haiggohically been paid out of
this trust will need to be paid by us at some pwirihe future. As of December 31, 2010, the failue of the trust assets was
$801 million; however, a portion of these assetommprised of investments with restricted liquidity 2009 QCII estimated
that the trust would be adequate to provide cominteimbursements for its occupational post-reteat health care costs
for approximately five years. Based on returnsrasttassets during 2010, QCII still believes thatinore liquid assets in t
trust will be adequate to provide continuing reimggaments for its occupational post-retirement hezdre costs for
approximately five years. Thereafter, covered bienédr QCII's eligible retirees who are former opational employees
will be paid either directly by us or from the tras the remaining assets become liquid. Thisyfeer period could be
substantially shorter or longer depending on retam plan assets, the timing of maturities of ilidjplan assets and future
changes in benefits. QCII's estimate of the anfared-term rate of return on the plan assets is H&a%ed on the currently
held assets; however, actual returns could varghyimh any given year. The benefits reimbursed frgan assets were
$186 million in 2010. See additional information aur benefits plans in Note 11—Employee Benefitsuoconsolidated
financial statements in Item 8 of this rep«

contract termination fees. These fees are-recurring payments, the timing and payment of whiichny, is uncertain. In tr
ordinary course of business and to optimize out stvacture, we enter into contracts with termsaggethan one year to
purchase goods and services. Assuming we exitesgé thentracts in 2011, termination fees for thesgraots would be

$31 million. In the normal course of business, wbdve the payment of these fees is remote;

potential indemnification obligations to countefs in certain agreements entered into in the aboourse of busines
The nature and terms of these arrangements vasjoritially, we have not incurred significant castlated to performance
under these types of arrangeme

Interest paid in all years may differ due to futeeéinancing of debt. Interest on our floating rdébt was calculated for all years using
rates effective as of December 31, 2(

We have various lor-term, nor-cancelable purchase commitments for advertisingpaochotion services, including advertising ¢
marketing at sports arenas and other venues amiseV&e also have service related commitments wétfous vendors for data
processing, technical and software support serviegsire payments under certain service contrattsavy depending on our actual
usage. In the table above we estimated paymenthdee service contracts based on the level ofcgsrwe expect to receiv
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(4) Non-qualified pension payment estimates assume wehgagame proportionate share of (s total payments as the average we
over the prior three year

Off-Balance Sheet Arrangements

We have no special purpose or limited purposeiestihat provide off-balance sheet financing, liifyi, or market or credit risk support,
and we do not engage in leasing, hedging, resesrdiievelopment services, or other relationshigsekpose us to any significant liabilities
that are not reflected on the face of the constdifinancial statements or in the Future Conti@dbligations table above.

Critical Accounting Policies and Estimates

We have identified certain policies and estimatesrdical to our business operations and the wideding of our past or present results
of operations. For additional information on thelégation of these and other significant accouniatjcies, see Note 2—Summary of
Significant Accounting Policies to our consolidafetncial statements in Item 8 of this report. 3&@olicies and estimates are considered
critical because they had a material impact, oy tieve the potential to have a material impactwnconsolidated financial statements and
because they require significant judgments, assomgpbr estimates. The preparation of our constdiifinancial statements and related
disclosures requires us to make estimates, intgraognallocations and assumptions that affect therted amount of assets and liabilities,
disclosure of contingent assets and liabilitiehatdate of our consolidated financial statemearid,the reported amounts of revenue and
expenses during the reporting period. We belieaéttie estimates, judgments and assumptions maele adtounting for the items described
below are reasonable, based on information availabthe time they are made. However, there carolessurance that actual results will not
differ from those estimates.

Intercompany Revenue and Charg

We charge our affiliates based on tariffed ratesdtecommunications and data services and eithigrdistributed cost or market rates
for other services. Our fully distributed costs htetology includes employee costs, facilities castgrhead costs and a return on investment
component.

Our affiliates charge us for services renderedhieyr temployees primarily by applying the fully distited cost methodology discussed
above. Our affiliates also contract services frbirdtparties on our behalf. For these servicestttitd parties bill our affiliates who in turn
charge us for our respective share of these thartliyexpenses.

The methodologies discussed above for determiriilghtes revenue and charges are based on ruégghih FCC adopted pursuant to the
Communications Act, as amended by the TelecommtioimAct. We believe the accounting estimategedl#o affiliates revenue and char
are “critical accounting estimates” because deteingi market rates and determining the allocatiothodology and the supporting allocation
factors: (i) requires judgment and is subject fomesment as facts and circumstances change onasas drivers are identified, (ii) are based
on regulatory rules which are subject to changd,(ai) QCII occasionally changes which affiliatpsovide them services which can impact
overall costs and related affiliates charges, fallliich require significant judgment and assumpgion

Affiliates Transactions

We record intercompany charges at the amountdbiitleis by our affiliates. Regulatory rules requiegtain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 16—Related Party Transactiorsur consolidated financial statements in
Item 8 of this report. Our compliance with reguwat is subject to review by regulators. Adjustméntsitercompany charges that result from
these reviews are recorded in the period they bedorawn.
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Because of the significance of the services weigeoto our affiliates and our other affiliates tsantions, the result of operations,
financial position, and cash flows presented heaeénnot necessarily indicative of the resultspgdrations, financial position and cash flows
would have achieved had we operated as a stané-alttity during the periods presented.

Loss Contingencies and Litigation Reserv

QCIl and we are involved in several material lggalceedings, as described in more detail in “L&yateedings” in Item 3 of this report.
We assess potential losses in relation to any swters to which we are a party and in relatioatteer pending or threatened tax and legal
matters. For matters not related to income taxesldss is considered probable and the amounbearasonably estimated, we recognize an
expense for the estimated loss. To the extent thetsmates are more or less than the actual lialbésulting from the resolution of these
matters, our earnings will be increased or decrkaseordingly. If the differences are material, consolidated financial statements could be
materially impacted. If a loss is considered readbnpossible, we disclose the item and any deteahié estimate of the loss if material but
do not recognize any expense for the potential loss

For matters related to income taxes, if the impéetn uncertain tax position is more likely thart toobe sustained upon audit by the
relevant taxing authority, then we recognize a Eefa the largest amount that is more likely thaot to be sustained. No portion of an
uncertain tax position will be recognized if thesfiimn has less than a 50% likelihood of beingainstd. Though the validity of any tax posit
is a matter of tax law, the body of statutory, lagary and interpretive guidance on the applicatibthe law is complex and often
ambiguous. Because of this, whether a tax poswidirultimately be sustained may be uncertain. Oierall tax liability recorded for uncertain
tax positions as of December 31, 2010 and 2009 derssthe anticipated utilization of any applicatar credits.

To the extent we have recorded tax liabilities tir@t more or less than the actual liability théitmately results from the resolution of an
uncertain tax position, our earnings will be ina®@ or decreased accordingly. Also, as we becoraesani new interpretations of relevant tax
laws and as we discuss our interpretations witngaauthorities, we may in the future change ogeasments of the sustainability of an
uncertain tax position or of the amounts that magistained upon audit. We believe that the estisnatdgments and assumptions made in
accounting for these matters are reasonable, lmasgdormation currently available. However, as assessments change and as uncertain tax
positions are resolved, the impact to our constddlfinancial statements could be material.

Deferred Taxes

We are included in the consolidated federal inctemaeturn of QCIl. Under QCII's tax allocation pjl, QCII treats our consolidated
results as if we were a separate taxpayer. Theypmquires us to pay our tax liabilities in cagisdxd upon our separate return taxable income.
We are also included in the combined state taxmstfiled by QCII, and the same payment and allongtolicy applies.

Our provision for income taxes includes amountgdarconsequences deferred to future periods. \@rdedeferred income tax assets
and liabilities reflecting future tax consequenatsbutable to tax credit carryforwards and diffieces between the financial statement carrying
value of assets and liabilities and the tax bas#sose assets and liabilities. Deferred taxesamputed using enacted tax rates expected to
apply in the year in which the differences are expe to affect taxable income. The effect on defiétincome tax assets and liabilities of a
change in tax rate is recognized in earnings imp#réd that includes the enactment date.

The measurement of deferred taxes often involvesxarcise of judgment related to the computatiahraalization of tax basis. Our
deferred tax assets and liabilities reflect oueasment that tax positions taken, and the resutixdgasis, are more likely than not to be
sustained if they are audited by taxing authoritfdso,
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assessing tax rates that we expect to apply aedmdiging the years when the temporary differencesapected to affect taxable income
requires judgment about the future apportionmemiusfincome among the states in which we operdtes& matters, and others, involve the
exercise of significant judgment. Any changes ingnactices or judgments involved in the measurdroedeferred tax assets and liabilities
could materially impact our financial conditionr@sults of operations.

Pension and Po-Retirement Benefits

Substantially all of our employees participatehia QCII pension plan. QCII also maintains a nonlifjed pension plan for certain of our
eligible highly compensated employees. In addita@tain employees may become eligible to partteiia QCII’s post-retirement health care
and life insurance benefit plans. QCII allocatesdRpense relating to pension, non-qualified pensiaod post-retirement health care and life
insurance benefits and the associated obligatiodsiasets to us and determines our cash contribdiree amounts contributed by us through
QCIlI are not segregated or restricted to pay ansodé to our employees and may be used to proeidefits to other employees of QCII’'s
affiliates. Historically, QCII has only required tespay our portion of its required pension conttibn. The allocation of expense to us is based
upon demographics of our employees and retireeparsd to all the remaining participants. Howevigmigicant year over year changes in
QCII's funded status affecting accumulated othenprehensive income may not have a significantahithpact on the affiliate receivable or
payable that is allocated to us.

In computing the pension and post-retirement hezlte and life insurance benefits expenses andaildns, the most significant
assumptions QCIl makes include discount rate, érge@te of return on plan assets, health card trates and QCII's evaluation of the legal
basis for plan amendments. The plan benefits cdveyecollective bargaining agreements as negotiatddour employees’ unions can also
significantly impact the amount of expense we rdcor

Changes in any of the above factors QCIlI made inprding the pension and post-retirement health aadelife insurance benefit
expenses could impact general, administrative dmer @perating expenses and the affiliate benefisivable or payable allocated to us as
described above. For further discussion of the @€fision, non-qualified pension and post-retirerbemfit plans and the critical accounting
estimates, see QCII's Annual Report on Form 10+kitie year ended December 31, 2010.

Revenue Recognition and Related Reser

We recognize revenue for services when the rekgedces are provided. Recognition of certain paysieeceived in advance of servi
being provided is deferred until the service isvited. These advance payments received, primasilyadion fees and installation charges, as
well as the associated customer acquisition castsgeferred and recognized over the expectedroesteelationship period, which ranges fr
eighteen months to over ten years depending osethwce. Customer arrangements that include batipewent and services are evaluated to
determine whether the elements are separable basgliective evidence. If the elements are deerapdrable and separate earnings proce
exist, total consideration is allocated to eaclmelet based on the relative fair values of the sgpalements and the revenue associated with
each element is recognized as earned. If thesiardre not satisfied, the total advance paynsedéferred and recognized ratably over the
longer of the contractual period or the expectestamer relationship period.

We believe that the accounting estimates relatetistomer relationship periods and to the assegsmi@rhether bundled elements are
separable are “critical accounting estimates” beea(i) they require management to make assumpdbast how long we will retain
customers; (ii) the assessment of whether bundérdents are separable is subjective; (iii) the ichjpé changes in actual retention periods
versus these estimates on the revenue amountseeépoiour consolidated statements of operationtddee material; and (iv) the assessme
whether bundled elements are separable may resudtenue being reported in different periods thignificant portions of the related costs.
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As the telecommunications market experiences greatapetition and customers shift from traditiolzadd-based telecommunications
services to wireless and Interrised services, our estimated customer relatioqshipd could decrease and we will accelerategbegnitior
of deferred revenue and related costs over a stestinated customer relationship period.

Economic Lives of Assets to be Depreciated or Anzed

We perform annual internal studies or reviews tieiheine depreciable lives for our property, plami @quipment. These studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution, and, in certain
instances, actuarially determined probabilitiesdtzulate the remaining life of our asset base.

Due to rapid changes in technology and the conipetinvironment, selecting the estimated econoif@®f telecommunications plant,
equipment and software requires a significant arhotijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouredegiion rates. The effect of a one year increaskeorease in the estimated remaining useful
lives of our property, plant and equipment wouldédecreased depreciation by approximately $23@omibr increased depreciation by
approximately $310 million, respectively. The effe€a one half year increase or decrease in tti@&®d remaining useful lives of our
capitalized software would have decreased amoidizély approximately $30 million or increased arimation by approximately $40 million,
respectively.

Recoverability of Lon-Lived Assets

We periodically perform evaluations of the recobdity of the carrying value of our lonlived assets using gross undiscounted cash
projections. These evaluations require identifaratf the lowest level of identifiable, largely gpkndent, cash flows for purposes of grouping
assets and liabilities subject to review. The dash projections include long-term forecasts of@aue growth, gross margins and capital
expenditures. All of these items require significilgment and assumptions. We believe our estsrete reasonable, based on information
available at the time they were made. Howevenifestimates of our future cash flows had beeredifft, we may have concluded that son
our long-lived assets were not recoverable, whiolld/likely have caused us to record a materiakiinmpent charge. Also, if our future cash
flows are significantly lower than our projections may determine at some future date that somerdbag-lived assets are not recoverable.

Derivative Financial Instruments

As of December 31, 2010, we did not have any dévedinancial instruments. However, we sometimss derivative financial
instruments, specifically interest rate swap cansreto manage interest rate risks. We execute tilsruments with financial institutions we
deem creditworthy and monitor our exposure to tloegmterparties. An interest rate hedge is genedaignated as either a cash flow hed
a fair value hedge. In a cash flow hedge, a borr@fgariable interest debt agrees with anothetyparmake fixed payments equivalent to
paying fixed rate interest on debt in exchangeadoeiving payments from the other party equivatentceiving variable rate interest on debt,
the effect of which is to eliminate some portiortted variability in the borrower’s overall cashuMie. In a fair value hedge, a borrower of fixed
rate debt agrees with another party to make varipyments equivalent to paying variable rate é@steon the debt in exchange for receiving
fixed payments from the other party equivalentetoeiving fixed rate interest on debt, the effectvbfch is to eliminate some portion of the
variability in the fair value of the borrower’s aadl debt portfolio due to changes in interestsate

We recognize all derivatives on our consolidateldiee sheets at fair value. We generally desigihatelerivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument. Cash flovesf derivative instruments that are cash
flow hedges or fair value hedges are classifiechish flows from operations.
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For a derivative that is designated as and melets tile required criteria for a cash flow hedge, mgcord in accumulated other
comprehensive income, which is included in accutedl@eficit in our consolidated balance sheets,cduanges in the fair value of the
derivative. We then reclassify these amounts iatoiags as the underlying hedged item affects egsniln addition, if there are any change
the fair value of the derivative arising from ireffiveness of the cash flow hedging relationshiprecord those amounts immediately in other
expense (income)—net in our consolidated statenwrdperations. For a derivative that is designai®dnd meets all of the required criteria
for a fair value hedge, we record in other expgimam®mme)—net in our consolidated statements of atj@ns the changes in fair value of the
derivative and the underlying hedged item. Howelfehe terms of this type of derivative match teems of the underlying hedged item such
that we qualify to assume no ineffectiveness, therfair value of the derivative is measured amddiange in the fair value for the period is
assumed to equal the change in the fair valueeofittderlying hedged item for the period, with ngaut in other expense (income)—net.

We assess quarterly whether each derivative idyhaffective in offsetting changes in fair valuascash flows of the hedged item or
whether our initial assumption of no ineffectivemésstill valid. If we determine that a derivatigenot highly effective as a hedge, a derivative
has ceased to be a highly effective hedge or aumagtion of no ineffectiveness is no longer vatligin we discontinue hedge accounting with
respect to that derivative prospectively. We redomhediately in earnings changes in the fair valfiderivatives that are not designated as
hedges.

For additional information on our derivative finamdnstruments, see Note 9—Derivative Financiaktluments to our consolidated
financial statements in Item 8 of this report.

Recently Issued Accounting Pronouncements

In October 2009, the FASB issued Accounting Stassl&lpdate, or ASU, Number 2009-13, “Revenue Ret¢mgnfASC 605) Multiple-
Deliverable Revenue Arrangements a consensus 6fABS Emerging Issues Task Force.” This ASU essales a new selling price hierarchy
to use when allocating the sales price of a maltglement arrangement between delivered and uedethelements. This ASU is generally
expected to result in revenue recognition for miwkvered elements than under current rules. Weeapeired to adopt this ASU prospectively
for new or materially modified agreements as ofudayn 1, 2011. The adoption of this ASU will nowvkaa material effect on our financial
position or results of operations.

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

The information in “Management’s Discussion and e of Financial Condition and Results of Opemas—Risk Management” in
Item 7 of this report is incorporated herein byerehce.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA
Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying consolidated balgineets of Qwest Corporation and subsidiariesGtdmpany) as of December 31,
2010 and 2009, and the related consolidated statsméoperations, stockholder’s (deficit) equitydacomprehensive income, and cash flows
for each of the years in the three-year period @ém@kcember 31, 2010. These consolidated finangments are the responsibility of the
Company’s management. Our responsibility is to egpian opinion on these consolidated financiadstants based on our audits.

We conducted our audits in accordance with thedstiats of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemenielhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Qwest Corporation and subsidiaries as of Decembe?@®10 and 2009, and the results of their oparatémd their cash flows for each of the
years in the thre-year period ended December 31, 2010, in conformitly U.S. generally accepted accounting principles

KPMG LLP

Denver, Colorado
February 21, 2011
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31,

2010 2009 2008
(Dollars in millions)

Operating revenug

Operating revenu $7,70( $8,07¢ $ 8,57¢

Operating reveni—affiliates 1,571 1,65¢€ 1,812
Total operating revent 9,271 9,731 10,38¢
Operating expense

Cost of sales (exclusive of depreciation and armmatitin) 1,65¢ 1,704 1,89¢

Selling 1,457 1,64 1,812

General, administrative and other opera 1,60¢ 1,66¢ 1,55¢

Affiliates 194 17k 18k

Depreciation and amortizatic 1,87: 1,97¢ 2,07
Total operating expens 6,78¢ 7,16¢ 7,52¢
Operating incomi 2,48: 2,562 2,86:
Other expense (incom—net:

Interest expense on lo-term borrowing—net 61t 632 58¢

Othe—net (5 9 7
Total other expense (incon—net 61C 641 59€
Income before income tax 1,87: 1,921 2,267
Income tax expens 791 724 82¢
Net income $1,08z% $1,197 $ 1,43¢

The accompanying notes are an integral part oktbeasolidated financial statements.
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QWEST CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Accounts receivab—net of allowance of $48 and $53, respecti\
Accounts receivab—affiliates
Deferred income tax—net
Prepaid expenses and otl
Total current asse

Property, plant and equipm~—net
Capitalized softwar—net

Prepaid pensic—affiliates

Other

Total asset

LIABILITIES AND STOCKHOLDER 'S (DEFICIT) EQUITY

Current liabilities:

Current portion of lon-term borrowings

Accounts payabl

Accounts payab—affiliates

Dividends payab—Qwest Services Corporati

Accrued expenses and ott

Current portion of po-retirement, other pc-employment benefits and ot—affiliates

Deferred revenue and advance billit
Total current liabilities
Long-term borrowing—net of unamortized debt discount and other of $Ad $155, respective
Pos-retirement, other pc-employment benefits and ot—affiliates

Deferred income tax—net
Other

Total liabilities

Commitments and contingencies (Note

Stockholde’s (deficit) equity:
Common stoc—one share without par value, owned by Qwest Ses\@m@poratior
Accumulated defici

Total stockholde’'s (deficit) equity
Total liabilities and stockhold’s (deficit) equity

December 31,

2010

2009

(Dollars in millions)

$ 19z
72C

19z

15¢

197
1,461
10,13:
91z

89¢

281

$ 13,68

$ 871
465
242
14C
90¢
18C
372

3,171
7,141
2,501
1,327
371
14,517

11,42
(12,256

(831)
$13,68¢

The accompanying notes are an integral part oktbessolidated financial statements.
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$ 1,014
774

71

167

24E
2,271

10,63¢
88C

952

297

$ 15,03t

$ 51F
41¢

201

10C

941

17€

39z
2,74¢

7,871
2,57
1,123
41C
14,72¢

11,34¢

(11,03
312

$ 15,03¢
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QWEST CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities

Net income

Adjustments to reconcile net income to net cashideal by operating activitie:
Depreciation and amortizatic
Deferred income taxe
Provision for bad de—net
Other nor-cash charge—net

Changes in operating assets and liabilit
Accounts receivabl
Accounts receivab—affiliates
Prepaid expenses and other current a
Accounts payable, accrued expenses and other tliedgitities
Accounts payable, accrued expenses and other ¢!

liabilities—affiliates

Deferred revenue and advance billit
Other nor-current assets and liabilities including affilia

Cash provided by operating activiti

Investing activities
Expenditures for property, plant and equipment eapitalized softwar
Changes in interest in investments managed by Q8exsices Corporatio
Other

Cash used for investing activiti

Financing activities
Proceeds from lor-term borrowings
Repayments of lor-term borrowings, including current maturiti
Repayments of lor-term borrowings, including current maturit—affiliates
Dividends paid to Qwest Services Corporal
Equity infusions from Qwest Services Corporal
Other

Cash used for financing activiti

Cash and cash equivaler
(Decrease) increase in cash and cash equive
Beginning balanc

Ending balanc

The accompanying notes are an integral part oktheasolidated financial statements.
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Years Ended December 31,

2010 2009
(Dollars in millions)

$ 1,082 $1,197
1,87 1,97¢
241 (137)
70 85
5 17
(22) 48
(9) 55
67 10
(3) 28
(66) (163)
(29 (39
26 90
3,23¢ 3,167
(1,240 (1,106)
(17) 13
1 @
(1,256 (1,100
— 73€
(534) (25)
(2,260) (2,000)
@ 1
(2,807 (1,286
(822) 781
1,01¢ 233
$ 192 $ 1,014

2008

$ 1,43¢

2,07
21%
83

41




Table of Contents

QWEST CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDER’S (DEFICIT) EQUITY
AND COMPREHENSIVE INCOME

Balance as of December 31, 2(
Net income
Dividends declared on common stc
Other comprehensive inco—net of taxes
Unrealized loss on derivative instruments, netefeded taxe:
of $3
Unrealized loss on auction rate securities andrptiet of
deferred taxes of $

Total comprehensive incor—net

Equity infusions from Qwest Services Corporal
Other net asset transfe
Balance as of December 31, 2(
Net income
Dividends declared on common stc¢
Other comprehensive inco—net of taxes
Unrealized gain on derivative instruments, netefedred taxe
of $4
Unrealized gain on auction rate securities andrptiet of
deferred taxes of $
Total comprehensive incor—net
Other net asset transfe
Balance as of December 31, 2(
Net income
Dividends declared on common stc¢
Other comprehensive inco—net of taxes
Unrealized loss on derivative instruments, netefeded taxes
of $1
Unrealized loss on auction rate securities andrptiet of
deferred taxes of $
Total comprehensive incor—net
Other net asset transfe
Balance as of December 31, 2(

Accumulated

Common
Stock Deficit Total
(Dollars in millions)

$11,13: $ (9,762 $1,37(
_ 1,43¢ 1,43¢
— (2,200 (2,200)
— (6) (6)
— 8 ©)
231 — 231
(€20 @ 39
11,32¢ (10,540 78¢€
— 1,197 1,197
— (1,700 (1,700
— 7 7
— 2 2
20 — 20
11,34¢ (11,039 312
— 1,082 1,08z
— (2,300 (2,300
— (1) 1)
— () (©)
79 — 79
$11,42F $ (12,256 $ (831)

The accompanying notes are an integral part oktheasolidated financial statements.
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Comprehensive
Income
$ 1,43¢
(6)
@
$ 1,42¢
$ 1,19
7
2
$ 1,20¢€
$ 1,082
1)
0
$ 1,07¢
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2010, 2009 and 300

Unless the context requires otherwise, referencésis report to “QC” refer to Qwest Corporatioefarences to “Qwest,” “we,” “us,” the
“Company” and “our” refer to Qwest Corporation dtgiconsolidated subsidiaries, references to “Q&®r to our direct parent company,
Qwest Services Corporation, and its consolidatédigiaries, and references to “QCII” refer to oliimate parent company, Qwest
Communications International Inc., and its consaiid subsidiaries.

Note 1: Business and Background

We offer data, Internet, video and voice servicéhiwthe 14-state region of Arizona, Colorado,Hdalowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, Soutkdda, Utah, Washington and Wyoming. We refer te tegion as our local servir
area.

CenturyLink Merger

On April 21, 2010, QCII entered into a merger agreat whereby CenturyLink, Inc. (“CenturyLink”) witicquire QCII in a tax-free,
stock-for-stock transaction. Under the terms ofageeement, QCII's stockholders will receive 0.168684res of CenturyLink common stock for
each share of QCII's common stock they own at npsBased on QCII's and CenturyLink’s number ofstading shares as of the date of the
merger agreement, at closing CenturyLink sharehsldee expected to own approximately 50.5% and ®@@6ibckholders are expected to own
approximately 49.5% of the combined company. Og 16| 2010, QCII and CenturyLink received notificatfrom the Department of Justice
and the Federal Trade Commission that they recedaeg termination of the waiting period under Hhart-Scott-Rodino Act, and as such have
clearance from a federal antitrust perspectiveréagred with the merger. On August 24, 2010, stolcldre of each company approved all
proposals relating to the merger. Completion of transaction remains subject to a number of régylapprovals as well as other customary
closing conditions. QCIl and CenturyLink have reegl most of the necessary approvals from statdgsibtvice or public utility commissior
but they still need approvals from the Federal Camigations Commission (“FCC”) and several othetespaublic service or public utility
commissions. While the timing of the receipt ofsh@pprovals cannot be predicted with certaintyll @@rently expects to receive all requil
approvals in the first quarter and is planning tahen April 1st closing date. If the merger agreetig terminated under certain circumstan
QCII may be obligated to pay CenturyLink a termimatfee of $350 million.

We are wholly owned by QSC, which is wholly owngd@CII. Our operations are included in the consaild operations of QCIl and
generally account for the majority of QCII's coridated revenue. In addition to our operations, Qdintains a national telecommunications
network. Through its fiber-optic network, QCII pides the following products and services that waaloprovide:

» Dataintegration

» Dedicated Internet acces

* Hosting services

» Long-distance services that allow calls that cross teteounications geographical are
* Managed service:

»  Multi-protocol label switching; an

» Voice over Internet Protocol, or Vol

For certain products and services we provide, and f/ariety of internal communications functiong, use parts of QCII's
telecommunications network to transport voice aat draffic. Through its network, QCII also
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2010, 2009 and 300

provides nationally and globally some data andrirgeaccess services that are similar to servieepravide within our local service area.
These services include private line and our tradél wide area network (“WAN?") services, which cm®f asynchronous transfer mode
(“ATM”) and frame relay.

Note 2: Summary of Significant Accounting Policies
Basis of Presentatiol

The accompanying consolidated financial statemiestade our accounts and the accounts of our siggéd over which we exercise
control. All intercompany amounts and transactiaith our consolidated subsidiaries have been ehieich.

Reclassifications

During the first quarter of 2010, we changed thén@teons we use to classify expenses as costleksaelling expenses or general,
administrative and other operating expenses ana rasult, certain expenses in our consolidatadrstnts of operations for the prior year h
been reclassified to conform to the current yeas@ntation. Our new definitions of these expenseasfollows:

» Cost of sales (exclusive of depreciation and arpatittn)are expenses incurred in providing products andcss to our custome
and affiliates. These expenses include: employketectexpenses directly attributable to operatimg) maintaining our network
(such as salaries, wages and certain benefitsiprmgut sales expenses (such as modem expensds)anehutilities expenses
incurred by our network operations; fleet expenaes; other expenses directly related to our netwpscations (such as
professional fees and outsourced servic

» Selling expenseare expenses incurred in selling products and &es\b our customers and affiliates. These expencksle:
employee-related expenses directly attributabketiing products or services (such as salariesesdagternal commissions and
certain benefits); marketing and advertising; exdécommissions; bad debt expense; and other galkpenses (such as
professional fees and outsourced servic

» General, administrative and other operating expsiare corporate overhead and other operating expehsese expenses incluc
employee-related expenses for administrative fonst{such as salaries, wages and certain ben¢ditgs and fees (such as
property and other taxes and universal servicedfldSF”) charges); rents and utilities expensesiired by our administrative
offices; and other general, administrative and oterating expenses (such as professional fehsselTexpenses also include our
combined net periodic pension and post-retiremenefits expenses for all eligible employees anideres allocated to us from

QCll.

These definitions reflect changes primarily to assify expenses for: rent and utilities incurrecbby network operations; fleet; network
and supply chain management; and insurance andasiagement from general, administrative and atperating expenses to cost of sales,
where these expenses are more aligned with howowetmanage our business. We believe these charlgesiaers of our financial stateme
to better understand our expense structure. Thesmee classifications may not be comparable teetlod other companies. These changes
no impact on total operating expenses or net incimmany period. These changes resulted in thassiflcation of $199 million and
$212 million from the general, administrative arbles operating expenses and selling expenses cetego cost of sales for the years ended
December 31, 2009 and 2008, respectively.
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2010, 2009 and 300

We have also reclassified certain other prior y#aounts in our Annual Report on Form 10-K for tlearyended December 31, 2009 to
conform to the current year presentation.

Use of Estimates

Our consolidated financial statements are preparadcordance with U.S. generally accepted accogrmiinciples. These accounting
principles require us to make certain estimatefguents and assumptions. We believe that the gsimadgments and assumptions we made
when accounting for items and matters such asydtuimited to, investments, long-term contractsstomer retention patterns, allowance for
doubtful accounts, depreciation, amortization, Bgakiations, internal labor capitalization rateffiliates transactions, intercompany
allocations, recoverability of assets (includindedieed tax assets), impairment assessments, pempsistretirement and other pastiploymen
benefits, taxes, certain liabilities and other gmns and contingencies are reasonable, basedfamiation available at the time they were
made. These estimates, intercompany allocatiodgnjents and assumptions can affect the reportedmtsof assets, liabilities and
components of stockholder’s deficit or equity ashef dates of the consolidated balance sheetselagsvthe reported amounts of revenue,
expenses and components of cash flows during thedsepresented in our consolidated statementpefations and our consolidated
statements of cash flows. We also make estimatesriassessments of potential losses in relatidhréatened or pending tax and legal
matters. See Note 12—Income Taxes and Note 17—Comants and Contingencies for additional information

For matters not related to income taxes, if a lpg®nsidered probable and the amount can be rabgoestimated, we recognize an
expense for the estimated loss. If we have thengiatdo recover a portion of the estimated lossrfra third party, we make a separate
assessment of recoverability and reduce the egtirass if recovery is also deemed probable.

For matters related to income taxes, if the impéetn uncertain tax position is more likely thart tmobe sustained upon audit by the
relevant taxing authority, then we recognize a biefa the largest amount that is more likely thaot to be sustained. No portion of an
uncertain tax position will be recognized if thesjiion has less than a 50% likelihood of being ainstd. Interest is recognized on the amou
unrecognized benefit from uncertain tax positions.

For all of these and other matters, actual resoltdd differ from our estimates.

Affiliates Transactions

We record intercompany charges at the amountgdhitleis by our affiliates. Regulatory rules requiegtain expenses to be recorded at
market price or fully distributed cost, as mordyfulescribed in Note 16—Related Party Transactiong.compliance with regulations is
subject to review by regulators. Adjustments teicbmpany charges that result from these revieaseaorded in the period they become
known.

Because of the significance of the services weigeoto our affiliates and our other affiliates tsantions, the results of operations,
financial position, and cash flows presented heaeénnot necessarily indicative of the resultspdrations, financial position and cash flows
would have achieved had we operated as a stand-aldity during the periods presented.

In the normal course of business, we transfer assetnd from our parent, QSC which are recordesutfh our equity. It is QCII's and
our policy to record asset transfers based on icarmalues.
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2010, 2009 and 300

Revenue Recognitio

We recognize revenue for services when the rekgedces are provided. Recognition of certain paysieeceived in advance of servi
being provided is deferred until the service isviled. These advance payments include activaties &d installation charges, which we
recognize as revenue over the expected custonagiorehip period, which ranges from eighteen motdhsver ten years depending on the
service. We also defer costs for customer acqoisitiThe deferral of customer acquisition costriged to the amount of revenue deferred on
advance payments. Costs in excess of advance p&yarerrecorded as expense in the period sucha@siscurred. Expected customer
relationship periods are estimated using histoegglerience. Termination fees or other fees ortiagisontracts that are negotiated in
conjunction with new contracts are deferred andgezed over the new contract term.

Customer arrangements that include both equipnrehsarvices are evaluated to determine whethezléments are separable based on
objective evidence. If the elements are deemedablgaand separate earnings processes exist,whieu associated with each element is
allocated to each element based on the relativedhies of the separate elements. The revenueiag=sibwith each element is then recognized
as earned. For example, if we receive an advangagiat when we sell equipment and continuing seridgether, we immediately recognize
as revenue the amount attributable to the equips®atas long as all the conditions for revenuegsition have been satisfied. Any portion of
the advance payment in excess of the relativevédire of the equipment is recognized ratably okerlbnger of the contractual period or the
expected customer relationship period. If sepagataings processes do not exist, the total advaagment is deferred and recognized ratably
over the longer of the contractual period or thpested customer relationship period.

We offer some products and services that are peoMiny third-party vendors. We review the relatiopdietween us, the vendor and the
end customer to assess whether revenue shoulghbota®@ on a gross or net basis. For example, thentee from DIRECTV and Verizon
Wireless services that we offer through sales ageglationships is reported on a net basis. Inssiisg whether revenue should be reported on
a gross or net basis, we consider whether we acpascipal in the transaction, take title to ireducts, have risk and rewards of ownership,
and act as an agent or broker.

Allocation of Bundle Discounts

We offer bundle discounts to our customers whoiveceertain groupings of services. These bundleatists are recognized concurrel
with the associated revenue and are allocatecketodhious services in the bundled offerings. Thacation is based on the relative fair value of
services included in each bundle combination.

USF, Gross Receipts Taxes and Other Surcharges

In determining whether to include in our revenud arpenses the taxes and surcharges collectedcfretomers and remitted to
governmental authorities, including USF chargelgssaise, value added and some excise taxes, egsassnong other things, whether we are
the primary obligor or principal taxpayer for tlexés assessed in each jurisdiction where we dodssiln jurisdictions where we determine
that we are the principal taxpayer, we record &xes$ on a gross basis and include them in our vevend general, administrative and other
operating expenses. In jurisdictions where we datex that we are merely a collection agent forgbeernment authority, we record the taxes
on a net basis and do not include them in our ne¢emd general, administrative and other operatipgnses.
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2010, 2009 and 300

Our revenue and general, administrative and otperating expenses included taxes and surchargesrsted for on a gross basis of
$186 million, $182 million and $199 million for thears ended December 31, 2010, 2009 and 200&atasgly.

Advertising Cost:

Costs related to advertising are expensed as eatutdvertising expense was $292 million, $328iomlland $394 million for the years
ended December 31, 2010, 2009 and 2008, respsgtared is included in selling expenses and genadmhinistrative and other operating
expenses in our consolidated statements of opagatio

Legal Costs

In the normal course of our business, we incursctishire and retain external legal counsel to selus on regulatory, litigation and other
matters. We expense these costs as the relatédeseave received.

Income Taxes

We are included in the consolidated federal inctemaeturn of QCII. Under QCII's tax allocation pjl, QCII treats our consolidated
results as if we were a separate taxpayer. Theypmquires us to pay our tax liabilities in casiséd upon our separate return taxable income.
We are also included in QCII's combined state &tyms, and the same payment and allocation pslagpely.

The provision for income taxes consists of an arhfamaxes currently payable, an amount for tansamuences deferred to future
periods, adjustments to our liabilities for uncirtax positions and amortization of investmentdeedits. We record deferred income tax a:
and liabilities reflecting future tax consequenatsbutable to differences between the finandiaiesnent carrying value of assets and liabil
and the tax bases of those assets and liabilDieferred taxes are computed using enacted taxeafescted to apply in the year in which the
differences are expected to affect taxable incdrhe.effect on deferred income tax assets andili@silof a change in tax rate is recognized in
earnings in the period that includes the enactrdat#.

We use the deferral method of accounting for fddevestment tax credits earned prior to the repéaluch credits in 1986. We also
defer certain transitional investment tax credésed after the repeal, as well as investmentredits earned in certain states. We amortize
these credits ratably over the estimated serwes lof the related assets as a credit to our ind¢armexpense in our consolidated statements of
operations.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquigestinents that are readily convertible into cashamdot subject to significant risk
from fluctuations in interest rates. As a restilg value at which cash and cash equivalents aogteghin our consolidated financial statements
approximates their fair value. In evaluating invesits for classification as cash equivalents, weire that individual securities have original
maturities of three months or less and that indialdnvestment funds have dollar-weighted averagturities of ninety days or less. To
preserve capital and maintain liquidity, we inwegh financial institutions we deem to be of sodimancial condition and in high quality and
relatively risk-free investment products. Our caslestment policy limits the concentration of intrasnts with specific financial institutions or
among certain products and includes criteria rdl&decredit worthiness of any particular finandredtitution.
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Book overdrafts occur when checks have been issuedave not been presented to our controlled digloent bank accounts for
payment. These bank accounts allow us to delayifignaf issued checks until the checks are presdotguayment. A delay in funding results
in a temporary source of financing. The activitiated to book overdrafts is included in “other’financing activities in our consolidated
statements of cash flows. Book overdrafts are ohedlin accounts payable on our consolidated balsineets. As of December 31, 2010 and
2009, the book overdraft balance was $20 milliod $&7 million, respectively.

Accounts Receivable and Allowance for Doubtful Acous

Accounts Receivable are recognized based upomtberat due from customers for the services proviateat cost for purchased and
other receivables less an allowance for doubtfabants. The allowance for doubtful accounts reddevaeflects our best estimate of probable
losses inherent in our receivable portfolio deteion the basis of historical experience, spealfavances for known troubled accounts and
other currently available evidence. We generallysider our accounts past due if they are outstgnoler 30 days. Our collection process
varies by the customer segment, amount of thevabls, and our evaluation of the customer’s creslit Our past due accounts are written off
against our allowance for doubtful accounts whdfection is considered to be not probable. Any kexies of accounts previously written off
are generally recognized as a reduction in bad edgietnse in the period received. The carrying vafueecounts receivable net of the
allowance for doubtful accounts approximates faiue.

Property, Plant and Equipmer

Property, plant and equipment are carried at phss, the estimated value of any associated legalgontractually required retirement
obligations. Property, plant and equipment are eigpted primarily using the straight-line group hwet. Under the straight-line group method,
assets dedicated to providing telecommunicationscgs (which comprise the majority of our propegiant and equipment) that have similar
physical characteristics, use and expected useés hre categorized in the year acquired on tkes lod equal life groups for purposes of
depreciation and tracking. Generally, under thaigitt-line group method, when an asset is sol@tired, the cost is deducted from property,
plant and equipment and charged to accumulateddipion without recognition of a gain or loss. &rgor loss is recognized in our
consolidated statements of operations only if palal is abnormal or unusual. Leasehold improvesnam amortized over the shorter of the
useful lives of the assets or the lease term. Edipaes for maintenance and repairs are expenset@ased. Interest is capitalized during the
construction phase of network and other internalaspital projects. Employee-related costs for tangon of network and other internal use
assets are also capitalized during the construgti@se. Property, plant and equipment supplies inseahally are carried at average cost,
except for significant individual items for whicbst is based on specific identification.

We perform annual internal studies or reviews teieine depreciable lives for our property, plamt @quipment. Our studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution and, in certain
instances, actuarially determined probabilitiesatzulate the remaining life of our asset base.

We have asset retirement obligations associatddthét legally or contractually required removahdimited group of property, plant and
equipment assets from leased properties, and sipeshl of certain hazardous materials presentrilmwned properties. When an asset
retirement obligation is identified, usually in asgtion with the acquisition of the asset, we rddbe fair value of the obligation as a liability.
The fair value of the obligation is also capitatlzs property, plant and equipment and then aneortiwer the estimated remaining useful life
of the associated asset. Where the removal oldigédinot legally binding, the net cost to remogséts is expensed in the period in which the
costs are actually incurred.
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Capitalized Software

Internally used software, whether purchased or ld@eel by us, is capitalized and amortized usingstregght-line group method over its
estimated useful life. We capitalize certain c@stsociated with software such as costs of emplayeesting time to the projects and external
direct costs for materials and services. Costscéatsa with internally developed software to beduisgernally are expensed until the point at
which the project has reached the development sfagesequent additions, modifications or upgradéstérnal-use software are capitalized
only to the extent that they allow the softwar@ésform a task it previously did not perform. Sadte maintenance and training costs are
expensed in the period in which they are incurvéd.review the economic lives of our capitalizedwafe annually.

Impairment of Lonc-Lived Assets

We review long-lived assets, other than intangésisets with indefinite lives, for impairment at @€ll level whenever facts and
circumstances indicate that the carrying amounth@fissets may not be recoverable. For measurgmguses, long-lived assets are grouped
with other assets and liabilities, including othssets and liabilities of QCII. An impairment lassecognized only if the carrying amount of
the asset group is not recoverable and exceefisritsalue. Recoverability of the asset group tchb&l and used is measured by comparing the
carrying amount of the asset group to the estimateliscounted future net cash flows expected tgdmerated by the asset group. If the asset
group’s carrying value is not recoverable, an impaint charge is recognized for the amount by wtiehcarrying amount of the asset group
exceeds its fair value. We determine fair valuesidipg a combination of comparable market valuesdiscounted cash flows, as appropriate.

Derivative Financial Instruments

As of December 31, 2010 we did not have any devigdinancial instruments. However, we sometimes derivative financial
instruments, specifically interest rate swap cangao manage interest rate risks. We execute tinesruments with financial institutions we
deem creditworthy and monitor our exposure to tloesmterparties. An interest rate hedge is genedaitignated as either a cash flow hed
a fair value hedge. In a cash flow hedge, a borr@fgariable interest debt agrees with anothetyparmake fixed payments equivalent to
paying fixed rate interest on debt in exchangedoeiving payments from the other party equivateneceiving variable rate interest on debt,
the effect of which is to eliminate some portiortled variability in the borrower’s overall cashMle. In a fair value hedge, a borrower of fixed
rate debt agrees with another party to make variphyments equivalent to paying variable rate @steon the debt in exchange for receiving
fixed payments from the other party equivalentetoeiving fixed rate interest on debt, the effeatvbfch is to eliminate some portion of the
variability in the fair value of the borrower’s aadl debt portfolio due to changes in interestsate

We recognize all derivatives on our consolidateldize sheets at fair value. We generally desigthatelerivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument. Cash flovesif derivative instruments that are fair
value hedges or cash flow hedges are classifiedsh flows from operations.

For a derivative that is designated as and meleté ile required criteria for a cash flow hedge, mecord in accumulated other
comprehensive income, which is included in accutedlaeficit in our consolidated balance sheets,cduanges in the fair value of the
derivative. We then reclassify these amounts iataiags as the underlying hedged item affects egsiln addition, if there are any change
the fair value of the derivative arising from ireffiveness of the cash flow hedging relationshiprecord those amounts
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immediately in other expense (income)—net in ourstdidated statements of operations. For a deviedhiat is designated as and meets all of
the required criteria for a fair value hedge, weord in other expense (income)—net in our constéidatatements of operations the changes in
fair value of the derivative and the underlying ged item. However, if the terms of this type ofidative match the terms of the underlying
hedged item such that we qualify to assume noectifeness, then the fair value of the derivatdsmeasured and the change in the fair value
for the period is assumed to equal the changeeiffictin value of the underlying hedged item for plegiod, with no impact in other expense
(income)—net.

We assess quarterly whether each derivative idyhaffective in offsetting changes in fair valuascash flows of the hedged item or
whether our initial assumption of no ineffectivemésstill valid. If we determine that a derivatigenot highly effective as a hedge, a derivative
has ceased to be a highly effective hedge or mumagtion of no ineffectiveness is no longer validn we discontinue hedge accounting with
respect to that derivative prospectively. We redomhediately in earnings changes in the fair valfiderivatives that are not designated as
hedges. See Note 9—Derivative Financial Instrumfamtadditional information.

Fair Value of Financial Instruments

Our financial instruments consist of cash and e&ghivalents, auction rate securities, accountsvalboke, accounts payable, interest rate
hedges and long-term notes including the currertiqggo The carrying values of cash and cash egeital auction rate securities, accounts
receivable, accounts payable and interest ratedsegigproximate their fair values. The carrying galfiour long-term notes, including the
current portion, reflects original cost net of umatized discounts and other. See Note 3—Fair Vafuénancial Instruments for a more
detailed discussion of the fair value of our otfieaincial instruments.

Pension and Po-Retirement Benefits

Substantially all of our employees participatehia QCII pension plan. QCII also maintains a nonlifjed pension plan for certain of our
eligible highly compensated employees. In additaartain employees may become eligible to partteira QClII’'s post-retirement health care
and life insurance benefit plans. QCII allocateseikpense relating to pension, non-qualified pensiod post-retirement health care and life
insurance benefits and the associated obligatiodsiasets to us and determines our cash contmibdiree amounts contributed by us through
QCII are not segregated or restricted to pay ansodiné to our employees and may be used to proeidefits to other employees of QCII's
affiliates. Historically, QCII has only required tespay our portion of its required pension conttibn. The allocation of expense to us is based
upon the demographics of our employees and reto@@pared to all the remaining participants. Howesignificant year over year changes in
QCII's funded status affecting accumulated othenprehensive income may not have a significantahithpact on the affiliate receivable or
payable that is allocated to us.

For further information on QCII pension, non-quialif pension, post-retirement and other post-empémtrbenefit plans, see QCII's
Annual Report on Form 10-K for the year ended Ddwam31, 2010.

Recently Issued Accounting Pronouncemel

In October 2009, the Financial Accounting Stand&dard (“FASB”) issued Accounting Standards Upda#sU”) Number 2009-13,
“Revenue Recognition (ASC 605) Multiple-Deliveralilevenue Arrangements a consensus of the FASB Himgdsgues Task Force.” This
ASU establishes a new selling price hierarchy whben allocating the sales price of a multiplenglat arrangement between delivered and
undelivered elements.
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This ASU is generally expected to result in reveragognition for more delivered elements than urmderent rules. We are required to adopt
this ASU prospectively for new or materially modidi agreements entered into on or after Januar@11l,. Z’he adoption of this ASU will not
have a material effect on our financial positiomesults of operations.

Note 3: Fair Value of Financial Instruments

Our financial instruments consisted of cash antl eggiivalents, auction rate securities, accoumsivable, accounts payable, interest
rate hedges and long-term notes including the ntigertion. The carrying values of the followingrits approximate their fair values: cash and
cash equivalents, auction rate securities, accaentivable, accounts payable and interest ratgdsed he carrying value of our long-term
notes, including the current portion, reflects ové cost net of unamortized discounts and othdrvaas $7.828 billion as of December 31,
2010. For additional information, see Note 8—Boriruys.

Fair value is defined as the price that would leeireed to sell an asset or paid to transfer alitgtin an orderly transaction between
independent and knowledgeable parties who arengiliind able to transact for an asset or liabilithhe measurement date. We use valuation
techniques that maximize the use of observableténgd minimize the use of unobservable inputs vdegermining fair value and then we
rank the estimated values based on the relialfithe inputs used following the fair value hietayset forth by the FASB.

The table below presents the fair values for anatite securities, interest rate hedges and temg-notes including the current portion
well as the input levels used to determine thesesédues as of December 31, 2010 and 2009:

Fair value as of December 31
Level 2010 2009
(Dollars in millions)

Assets:

Auction rate securitie 3 $ 52 $ 41

Fair value hedge 3 — 2
Total asset $ 52 $ 43

Liabilities:

Long-term notes, including the current porti 1&2 $ 8,48 $ 8,49¢

Cash flow hedge 3 — 3
Total liabilities $ 8,48: $ 8,49¢
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The three levels of the fair value hierarchy asrmef by the FASB are as follows:

Input Level Description of Input
Level 1 Inputs are based upon unadjusted quoted pricaddutical instruments traded in active mark
Level 2 Inputs are based upon quoted prices for similarungents in active markets, quoted prices for igahor similar

instruments in markets that are not active, andehbdsed valuation techniques for which all sigaifit

assumptions are observable in the market or caotveborated by observable market data for suliatynthe full
term of the assets or liabilities.

Level 3 Inputs are generally unobservable and typicallleotfmanageme’s estimates of assumptions that ma
participants would use in pricing the asset oriliigh The fair values are therefore determinechgsinodel-based
techniques that include option pricing models, disted cash flow models, and similar technigq

We determined the fair value of our auction rausiéies using a probability-weighted discountedrclow model that takes into
consideration the weighted average of the folloviangjors:

» coupon rate of 5.44%
» probability that we will be able to sell the seties in an auction or that the securities will bdgemed early of 75.23¢
» probability that a default will occur of 20.98% i related recovery rate of 55.00%; i
» discount rate of 7.81%
We determined the fair value of our interest ragddes using projected future cash flows, discouat¢de mid-market implied forward

London Interbank Offered Rate (“LIBOR"). For additial information on our derivative financial ingtrants, see Note 9—Derivative
Financial Instruments.

We determined the fair values of our long-term aptecluding the current portion, based on quotedket prices where available or, if
not available, based on discounted future cashsflasing current market interest rates.
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The table below presents a rollforward of the imstents valued using Level 3 inputs for the yeateedrDecember 31, 2010 and 2009:

Instruments Valued Using Level 3 Inputs

Auction rate Investment Fair value Cash flown
securities fund hedges hedges
(Dollars in millions)

Balance at December 31, 2C $ 43 $ 9 $ — $ (8
Transfers into (out of) Level — — — —
Additions — 1 — —
Dispositions and settlemer 4 (12) — —
Realized and unrealized gail

Included in lon~term borrowing—net — — 2 —
Included in other (expense) inco—net — 1 — —
Included in other comprehensive inco 2 — — 5

Balance at December 31, 20 41 — 2 (3
Transfers into (out of) Level — — — —
Additions 16 — — —
Dispositions and settlemer — — @) —
Realized and unrealized gail

Included in lon-term borrowing—net — — 5 —
Included in other (expense) inco—net — — — —
Included in other comprehensive (loss)
income 5 — — 3
Balance at December 31, 2C $ 52 $ — $ — $ —

Note 4: Investments

QSC manages the majority of our cash and invessnéntr proportionate ownership of these investmémttuding illiquid investments,
can change because we record our portion of theeqrdrtfolio of cash and investments managed bZ Q3ur allocated portion changes as
cash balances change compared to the cash balsfrm@saffiliate companies. These changes areatefteon a net basis in cash flows from
investing activities on our consolidated statemeftsash flows.

As of December 31, 2010 and 2009, our investmewtaded auction rate securities of $52 million &4d million, respectively, which
are classified as non-current, available-for-salestments and are included in other non-curresgtast their estimated fair value on our
consolidated balance sheets. Auction rate seczigtie generally long-term debt instruments thatigeoliquidity through a Dutch auction
process that resets the applicable interest rgiteeadetermined calendar intervals, generally e28rgays. This mechanism generally allows
existing investors to rollover their holdings arahtinue to own their respective securities or liffte their holdings by selling their securities at
par value. Prior to August 2007, we invested irs¢hgecurities for
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short periods of time as part of our cash managepregram. However, the uncertainties in the creditkets have prevented us and other
investors from liquidating holdings of these setiesiin auctions since the third quarter of 200&c&ise we are uncertain as to when the
liquidity issues relating to these investments wilprove, we continued to classify these securaaon-current as of December 31, 2010.
These securities:

» are structured obligations of special purpose tearsce entities associated with life insurance aomgs and are referred to
“Triple X" securities

» currently pay interest every 28 days at-month LIBOR plus 200 basis poin
e arerated A

» areinsured against loss of principal and intebggtvo bond insurers, one of which had a credihgatf B and the other of which
was not rated and in the fourth quarter of 2009 pragibited by its regulator from making any clgdayments

» are collateralized by the issuers; ¢
e mature between 2033 and 20

The following table summarizes the fair value gl auction rate securities, the cumulative netalized loss, net of deferred income
taxes, related to these securities and the cost bthese securities as of December 31, 201(2a08:

December 31

2010 2009
(Dollars in millions)

Auction rate securitie—fair value $ 52 $ 41
Classification Non-current, availabl-for-sale investment
Balance sheet location (reported at estimated/édire) Other nor-current asset

Cumulative net unrealized loss, net of deferredmne taxe: $ 9 $ 6

Auction rate securitie—cost basit $ 68 $ 51

The following table summarizes our unrealized diies), net of deferred income taxes, due to tlangh in the amount of auction rate
securities allocated to us by QSC for the yeargeérkcember 31, 2010 and 2009:

Years Ended December 31
2010 2009
(Dollars in millions)
Unrealized (loss) gain, net of deferred income s $ (3) $ 2

These unrealized losses were recorded in accurdubditer comprehensive income, which is includeddoumulated deficit in our
consolidated balance sheets. We consider the @dalifair value to be a temporary impairment beeaus believe it is more likely than not t
we will ultimately recover the entire $68 millioost basis, in part because the securities are iratedtment grade, the securities are
collateralized and the issuers continue to makaired interest payments. At some point in the feituve may determine that the decline in fair
value is other than temporary if, among other fiecto

» the issuers cease making required interest payrr
* we believe it is more likely than not that we vii#t required to sell these securities before tradires recover; ¢
» we change our intent to hold the securities dusvemts such as a change in the terms of the seestL
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Note 5: Accounts Receivable
The following table presents details of our acceunteivable balances as of December 31, 2010G0®t 2
December 31,

2010 2009
(Dollars in millions)

Total accounts receival—net:

Trade receivable $ 46¢ $ 53C
Earned and unbilled receivabl 14C 147
Purchased and other receivak 15¢ 15C
Total accounts receivab 76¢ 827
Less: allowance for doubtful accoul (48 (53
Accounts receivable n-affiliates—net 72C 774
Accounts receivab—affiliates 19z 71
Total accounts receival—net $ 915 $ 84t

We are exposed to concentrations of credit risknfomstomers within our local service area and fother telecommunications service
providers. We generally do not require collatesasécure our receivable balances. We have agresmvéhtother telecommunications service
providers whereby we agree to bill and collecttogirtbehalf for services rendered by those progideour customers within our local service
area. We purchase accounts receivable from otlemot@munications service providers primarily oreeaurse basis and include these amc
in our accounts receivable balance. We have naréxced any significant loss associated with tiesehased receivables.

The following table presents details of our allowafor doubtful accounts for the years ended Deesr@b, 2010, 2009 and 2008:

Balance a
Charged tc Balance a
beginning
expense- end of
of period net Deductions period
(Dollars in millions)
Allowance for doubtful account
2010 $ 53 $ 70 $ 75 $ 48
2009 52 85 84 53
2008 55 83 86 52
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Note 6: Property, Plant and Equipment
The components of our property, plant and equipraemf December 31, 2010 and 2009 are as follows:

December 31,

Depreciable
Lives 2010 2009
(Dollars in millions)

Property, plant and equipm—net:

Land N/A $ 97 $ 97

Buildings 15-30 year 2,891 2,86¢

Communications equipme 7-10 year 18,38( 18,29°

Other network equipmel 8-45 year 20,93: 20,62¢

General purpose computers and o 5-11 year 1,752 1,71¢

Construction in progres N/A 99 53
Total property, plant and equipme 44,157 43,66(

Less: accumulated depreciati (34,029 (33,029
Property, plant and equipm~—net $ 10,130 $ 10,63¢

We recorded depreciation expense of $1.639 billkdn752 billion and $1.855 billion for the yearsled December 31, 2010, 2009 and
2008, respectively. Although our capital expenditufluctuate from year to year, we continue todseased depreciation expense due to
significantly lower capital expenditures and thamting mix of our investment in property, plant aggiipment since 2002.

Effective January 1, 2009, we changed our estingftdse economic lives of certain copper cable heicommunications equipment
assets. These changes resulted in additional dapoecexpense of approximately $36 million andusedd net income, net of deferred taxes
$22 million for the year ended December 31, 2008cespared to the year ended December 31, 2008eTesets were fully depreciated as of
December 31, 2009.

Asset Retirement Obligatior

As of December 31, 2010, our asset retirement atiigs balance was primarily related to estimatedré costs of removing circuit
equipment from leased properties and estimatededutosts of properly disposing of asbestos and dthzardous materials upon remodeling or
demolishing buildings. Asset retirement obligati@ne included in other long-term liabilities on amensolidated balance sheets. The following
table provides asset retirement obligation actifotythe years ended December 31, 2010, 2009 ad8: 20

December 31,
201C 200¢ 200¢
(Dollars in millions)

Asset retirement obligation
Balance as of January $31 $32 $3C
Accretion expens 2 2 2
Liabilities incurred — — —

Liabilities settled and othe 3 2 Q)
Change in estimal 1 _(D 1
Balance as of December $31 $31 $32
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Note 7: Capitalized Software

Internally used software, whether purchased or ld@eel by us, is capitalized and amortized usingstregght-line group method over its
estimated useful life. As of December 31, 2010 20@9, our capitalized software had carrying cos®&20674 billion and $2.479 billion,
respectively, and accumulated amortization was@ilbillion and $1.599 billion, respectively. We oeded amortization expense of $234
million, $224 million and $218 million for the yeaended December 31, 2010, 2009 and 2008, resplgctior capitalized software based on a
life range of four to seven years.

The weighted average remaining life of our capitadi software was 3.6 years as of December 31, 2010.
The estimated future amortization expense for eéipéd software is as follows:

Estimated
Amortization
(Dollars in millions)
Estimated future amortization expen

2011 $ 212
2012 18¢
2013 167
2014 142
2015 102
2016 and thereaftt 101
Total estimated future amortization expe $ 913

Note 8: Borrowings
Current Portion of Long-Term Borrowings
As of December 31, 2010 and 2009, the currentqof our long-term borrowings consisted of:

December 31,
2010 2009
(Dollars in millions)

Current portion of lon-term borrowings

Long-term notes $ 82F $ 50C
Long-term capital lease and other obligatis 46 15
Total current portion of lor-term borrowings $ 871 $ 51F
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Long-Term Borrowings

As of December 31, 2010 and 2009, our long-ternndwaings consisted of the following (for all noteglwunamortized discount or
premium, the face amount of the notes and the urtamed discount or premium are presented sepajately

Long-term borrowings

Notes with various rates ranging from 3.552% t&/8% including LIBOR plus 3.25% and maturities fr@ei 1

December 31

2010 2009

(Dollars in millions)

to 2043 $7,96¢ $8,46¢
Unamortized discour (159 (165)
Fair value hedge adjustme 14 1C
Capital lease and other obligatic 184 73
Less: current portio (877) (51%)
Total lon¢-term borrowings $7,141 $7,871
Our long-term notes and bonds had the followingriggt rates and contractual maturities as of DeeeBib 2010:
Contractual Maturities
2016 and
2011 2012 2013 2014 2015  Thereafter Total
(Dollars in millions)
Interest rates
Up to 5% $— $ — $75C  $— $— $ — $ 75C
Above 5% to 6% — — — — — — —
Above 6% to 7% — — — — — 1,50C 1,50C
Above 7% to 8% 82t — — 60C 40C 1,58 3,407
Above 8% to 9% — 1,50( — — — 811 2,311
Total notes and bont $825  $1,50C $75C $60C $40C $ 3,89: $7,96¢
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Our long-term notes and bonds contractual matsréageof December 31, 2010:

Maturities
2016 and
2011 2012 2013 2014 2015  Thereafter Total
(Dollars in millions)

Notes and bond:
Floating Rate Note $— $ — $75C  $— $— $ — $ 75C
7.875% Note:! 82t — — — — — 82t
8.875% Note:! — 1,50 — — — — 1,50
6.5% Notes — — — — — 50C 50C
6.875% Debenture — — — — — 1,00( 1,00(
7.125% Debenture — — — — — 25C 25C
7.2% Debenture — — — — — 25C 25C
7.25% Debenture — — — — — 50C 50C
7.375% Debenture — — — — — 55 55
7.5% Notes — — — 60C — — 60C
7.5% Debenture — — — — — 484 484
7.625% Note:! — — — — 40C — 40C
7.75% Debenture — — — — — 43 43
8.375% Note: — — — — — 811 811

Total notes and bont $82  $1,50C $75C $60C $40C $ 3,89  $7,96¢
Covenants

The indentures governing our notes contain cetauenants including, but not limited to: (i) a pitwtion on certain liens on our assets;
and (ii) a limitation on mergers or sales of atlsabstantially all, of our assets, which limitaticequires that a successor assume the obligation
with regard to these notes. These indentures doardgtin any cross-default provisions. We wereampliance with all of the provisions and
covenants of our borrowing agreements as of Decehe2010.

QCIl and its other subsidiaries were in compliawith all of the provisions and covenants of th&rrdowing agreements as of
December 31, 2010.

New Issuance

In April 2009, we issued approximately $811 milliaggregate principal amount of 8.375% Senior Ndtes2016. We are using or used
the net proceeds of $738 million for general coap@purposes, including repayment of indebtedneddguanding or refinancing investments in
our telecommunication assets.

The notes are unsecured obligations and rank ggualight of payment with all other unsecured amgubordinated indebtedness. The
covenant and default terms are substantially theesas those associated with our other long-termotamgs.

Repayments
In June 2010, we paid at maturity the $500 milk@mgregate principal amount of our 6.95% Term Loam 21010.
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Registered Exchange Offer

In November 2009, QC commenced a registered exehaffgr for its 8.375% Notes due 2016 pursuanhéoregistration rights
agreement that it entered into in connection withissuance of these notes. QC completed the eegiisexchange offer in December 2009.

Interest Rate Hedges
During 2009 and 2008, QC entered into interestmatiges as discussed in Note 9—Derivative Finahtsatuments.

Interest Expense

Interest expense includes interest on long-termolmings. Other interest expense, such as interestamme taxes, is included in other—
net in our consolidated statements of operatiohe.fdllowing table presents the amount of grossregt expense, capitalized interest and cash
paid for interest during the years ended Decembg2@10, 2009 and 2008:

Years Ended December 31
2010 2009 2008
(Dollars in millions)

Interest expense on lo-term borrowing—net:

Gross interest expen $627 $ 642 $ 602

Capitalized interes (12 (10 (19
Total interest expense on lc-term borrowing—net $61E $632 $ 58¢
Cash paid for intere—net:

Cash interest paid on lo-term borrowings and interest rate sw $64C $621 $62¢

Cash received from counterparties on interestswasgps (37) (24) (46)
Cash paid for intere—net $ 603 $597 $582

Note 9: Derivative Financial Instruments
Interest Rate Hedge
During 2009 and 2008, we entered into the intesthedges described below as part of our short#@d long-term debt strategies.

In August 2009, we entered into interest rate heage$400 million of the outstanding $1.500 billiaggregate principal amount of our
8.875% Notes due in 2012. We designated theseestteate hedges as fair value hedges. We termittaésd interest rate hedges in the third
quarter of 2010. Upon termination, we received 8iillon in cash for the fair value of the hedgesl @tcrued interest. The accumulated
$7 million increase in the carrying value of theawis being amortized to interest expense usiagttective interest method over the
remaining term of the notes.

In March 2008, we entered into interest rate hedge$500 million of the outstanding $750 milliongaggate principal amount of our
Floating Rate Notes due 2013. We designated tieseest rate hedges as cash flow hedges. Thesederpgired in March 2010. We did not
recognize any gain or loss in earnings for hedgéféativeness during the lives of the hedges.
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As of December 31, 2010, we had no outstandingestegate hedge contracts. The interest rate habgewsere previously outstanding
had immaterial effects on our consolidated statésnehoperations and balance sheets in all pepoelsented.

Note 10: Severance

For the years ended December 31, 2010, 2009 ar@] 2@0recorded severance expenses of $65 millido $nillion and $127 million,
respectively. A portion of our severance expenséscluded in each of cost of sales, selling expsm@sd general, administrative and other
operating expenses in our consolidated stateméwserations. As of December 31, 2010 and 2009seuerance liability was $28 million a
$75 million, respectively, and is included in acmlexpenses and other in our consolidated baldrees

Note 11: Employee Benefits
Pension and Po-Retirement Benefits

We are required to disclose the amount of our dmuttions to QCII relative to the QCII pension araspretirement benefit plans. No
pension or post-retirement occupational health trast contributions were made during 2010 or 200f%: unfunded status of QCII's pension
plan for accounting purposes was $585 million an@®million as of December 31, 2010 and 2009, retspey. The unfunded status of its
post-retirement benefit plans for accounting pugsosas $2.522 billion and $2.525 billion as of Deber 31, 2010 and 2009, respectively.
QCII allocates its pension, non-qualified pensiod post-retirement benefit obligations to us ushmgamount of its funded or unfunded status
and its related accumulated other comprehensiv@medalance. Therefore, significant year over geanges in QCIE funded status affectir
accumulated other comprehensive income may not aaignificant initial impact on the assets or gations that are allocated to us.

We recognized an allocated $53 million and $104ionilin pension expense for the years ended DeceBihe010 and 2009,
respectively. Our allocated pension income for 2@@8 $28 million. Our allocated post-retirementéférexpense for 2010, 2009, and 2008
was $72 million, $89 million and $15 million, respigely. These allocated amounts represent ouresbiathe pension and post-retirement
benefit expenses based on the actuarially detech@nmeunts. Our allocated portion of QCII's totahpi®n and post-retirement benefit
expenses were 101%, 99% and 92% for the years ddeleember 31, 2010, 2009 and 2008, respectivelyl &iBcates the expenses of these
plans to us and its other affiliates. The allocatié expense to us is based upon demographicsra&froployees compared to all remaining
participants. The combined net pension and petitement benefits (income) expenses is includegeneral, administrative and other opera
expenses.

QCIl sponsors a noncontributory qualified defineshéfit pension plan (referred to as QCII's pengitam) for substantially all
management and occupational employees. In addiitins tax qualified pension plan, QCII also mains a non-qualified pension plan for
certain eligible highly compensated employees. &hmans also provide survivor and disability betsefd certain employees. In November
2009, QCIl amended the pension plan and the nofifigdgpension plans to no longer provide pensiendfit accruals for active management
employees after December 31, 2009. In addition,agament employees hired after January 1, 2009areligible to participate in the plans.
Active management employees who participate inetdans retain their accrued pension benefit eaaseaf December 31, 2009, and certain
participants will continue to earn interest creditstheir benefit after December 31, 2009. Emplsyaze eligible to receive their vested accrued
benefit when they separate from Qwest. The plass@iovided a death benefit for eligible benefieisuof certain retirees; however, QCIl has
eliminated this benefit effective March 1, 2010 ffetirees who retired prior to January 1, 2004 whdse deaths occur after February 28, 2010.
QCII previously eliminated the death benefit fdgidle beneficiaries of certain retirees who retiedter December 31, 2003.
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QCII maintains post-retirement benefit plans thatvgle health care and life insurance benefitcotain eligible retirees. The benefit
obligation for QCII's occupational health care difielinsurance post-retirement plans is estimatesed on the terms of QCII's written benefit
plans. In calculating this obligation, QCII congisl@umerous assumptions, estimates and judgmanbsding but not limited to, discount rat
health care cost trend rates and plan amendmer2808, we negotiated our current four-year caledbargaining agreements which covered
approximately 14,200 of our unionized employeesfddecember 31, 2010. The plan was amended tactefteanges affecting eligible post-
1990 retirees who are former occupational emplayieekiding: (i) a Letter of Agreement that stasegh post-1990 retirees will begin
contributing to the cost of health care benefitexness of specified limits on the company-fundedipn of retiree health care costs (also
referred to as “caps”) beginning January 1, 2009 (&ha provision that such post-1990 retireed paly increased out-of-pocket costs through
plan design changes starting January 1, 2009,divgjuthe elimination of Medicare Part B premiummibursements for post-1990 retirees who
are former occupational employees. These changeshi®en considered in calculating the benefit altilkgn under QCII's occupational health
care plan.

The terms of the post-retirement health care dadrisurance plans between QCII and its eligibl@agement employees and its eligible
post-1990 management retirees are established blyaR€ are subject to change at its discretion.I®@s a practice of sharing some of the
cost of providing health care benefits with its mgement employees and post-1990 management refiteebenefit obligation for the
management post-retirement health care benefitased on the terms of the current written plan dwnts and is adjusted for anticipated
continued cost sharing with management employegpast-1990 management retirees. However, QClrdritution under its post-1990
management retirees’ health care plan is cappadpecific dollar amount. Effective January 1, 200€I1l amended its post990 manageme
retiree plan to, among other things, (i) requit@ees to pay increased outjpdcket costs and (ii) eliminate the reimbursemémedicare Par
B premiums.

A putative class action purportedly filed on beldlitertain of QCII retirees was brought againsti@d certain other defendants in
Federal District Court in Colorado in connectionttw@QClII’s decision to reduce life insurance bersefiitr these retirees during 2006 and 2007.
See Note 17—Commitments and Contingencies—Othetelator additional information.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

QCII sponsors post-retirement health care plank séteral benefit options that provide prescriptamg benefits that QCIl deems
actuarially equivalent to or exceeding Medicaret BatQCII recognizes the impact of the federal sijpseceived under the Medicare
Prescription Drug, Improvement and Modernizatiort &c2003 in the calculation of its post-retirembpnefit obligation and net periodic post-
retirement benefit expense.

Other Benefit Plans
Health Care and Life Insurance

We provide health care and life insurance bentditsssentially all of our active employees. Welargely self-funded for the cost of the
health care plan. Our active health care benefierses were $224 million, $233 million and $272ionilfor the years ended December 31,
2010, 2009 and 2008, respectively. Occupationall@yep benefits are based on negotiated collectivgdining agreements. Management
employees and occupational employees are requirpdrtially fund the health care benefits provitdydis, in addition to paying their own out-
of-pocket costs. Participating management emplogeesibuted $33 million, $32 million and $35 malfi in 2010, 2009 and 2008,
respectively. Participating occupational employe&gtributed $11 million, $10 million and $4 million 2010, 2009 and 2008, respectively.
The basic group life insurance plan is fully ingleand the premiums are paid by us.

72



Table of Contents

QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2010, 2009 and 300

401(k) Plan

QCIll sponsors a qualified defined contribution Hén@an covering substantially all management andupational employees. Under t
plan, employees may contribute a percentage af #mgiual compensation to the plan up to certainimams, as defined by the plan and by
Internal Revenue Service (“IRS”). Currently, QQlh our behalf, matches a percentage of our empsdgeatributions in cash. We recognized
$51 million, $54 million and $59 million in expenssdated to this plan for the years ended Decer@beP010, 2009 and 2008, respectively.

Deferred Compensation Plans

QCIl sponsors non-qualified unfunded deferred campéon plans for various groups that include ¢e&our current and former
highly compensated employees. One of these plaozeis to new participants. Participants in thesagmay, at their discretion, invest their
deferred compensation in various investment chaiedading QCII's common stock. The values of assetd liabilities related to these plans
are not significant.

Note 12: Income Taxes

We are included in the consolidated federal inctemereturns and the combined state income taxmretof QCII. QCII treats our
consolidated results as if we were a separate yaxp@ur tax allocation policy requires us to pay tax liabilities in cash based upon separate
return taxable income. Because we are includelddrconsolidated federal income tax returns andongbined state income tax returns of
QCII, any tax audits involving QCII will also inwed us. The IRS examines all of QCII's federal ineotax returns because QCIl is included in
the coordinated industry case program.

As of December 31, 2010, the QCII federal incomerédurns for tax years 2006-2007 and prior havenlexamined by the IRS. We
received $11 million in the third quarter of 2010aur share of the settlements, and we recordddnailffon asset transfer with QSC to
recognize the difference between the settlementgded and the actual cash payment. In 2010, Qi€dl &mended federal income tax returns
for 2006-2007 to make protective claims with respedtems reserved in QCII’s audit settlements tndorrect items not addressed in prior
audits. Those amended federal income tax retumsudject to adjustment in an IRS audit.

In 2009, QCII filed amended federal income tax mesufor 2002-2005 to make protective claims withpet to items reserved in our
audit settlements and to correct items not adddeisserior audits. Those amended federal incomedtxns are subject to adjustment in an
IRS audit. Additionally, our federal income taxwets filed for tax years after 2008 are still sgbj® adjustment in an IRS audit.

QCII also files combined income tax returns in matates, and these combined returns remain opexdjostments to its federal income
tax returns. In addition, certain combined stat®ine tax returns filed since 1996 are still oparsfate specific adjustments.
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A reconciliation of the unrecognized tax benefiisthe years ended December 31, 2010 and 200%v&illo

Unrecognized Tax Benefits
2010 2009
(Dollars in millions)

Balance as of January $ 13 $ 95

Additions for current year tax positio — —

Additions for prior year tax positior — —
Reductions for prior year tax positio — (35)
Settlement: (13 (47

Reductions related to expirations of statute oftations — —

Balance as of December 13

&
L5

In accordance with our accounting policy, inteeegiense and penalties related to income taxeseraled in the other—net line of our
consolidated statements of operations. For the ¢ieded December 31, 2010, we recognized $1 midfanterest benefit related to uncertain
tax positions. For the years ended December 319 266 2008, we recognized $9 million and $20 millieespectively, for interest expense
related to uncertain tax positions. As of Decen83gr2010 and 2009, we had recorded liabilitiedriterest related to uncertain tax positions in
the amounts of $6 million and $6 million, respeelix We made no accrual for penalties related ¢onme tax positions.

Income Tax Expensi
The components of the income tax expense from rwointy operations are as follows:
Years Ended December 31,

2010 2009 2008
(Dollars in millions)

Income tax expens
Current tax provision

Federal $47C $ 74C $537

State and loce 8C 121 77

Total current tax provisio 55C 861 614
Deferred tax expense (benef

Federal 20¢ (109) 18C

State and loce 33 (28) 35

Total deferred tax expense (bene 241 (1379) 21E

Income tax expens $791 $ 724 $82¢
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The effective income tax rate for continuing opierat differs from the statutory tax rate as follows

Years Ended December 31
2010 2009 2008
(in percent)

Effective income tax rate

Federal statutory income tax ri 35.(% 35.(% 35.(%
State income tax—net of federal effec 3.9 3.1 3.2
Medicare subsidiar 2.7 — —
Excess compensatic 1.C — —
Other (0.9 (0.9 (1.6
Effective income tax rat 42.2% 37.1% 36.6%

Deferred Tax Assets and Liabilitie
The components of the deferred tax assets anditiedare as follows:
December 31

2010 2009
(Dollars in millions)

Deferred tax assets and liabilitie
Deferred tax liabilities

Property, plant and equipme $(2,037) $(1,977)
Receivable from an affiliate due to pension plartipi@ation (340) (360)

Other (99 (57

Total deferred tax liabilitie (2,46%) (2,399
Payable to affiliate due to pr-retirement benefit plan participatic 1,031 1,13¢
Other 26€ 29t
Total deferred tax asse 1,297 1,43¢

Net deferred tax liabilitie $(1,16¢) $ (96C

We have performed an evaluation of the recovetghifiour deferred tax assets. It is our opinicat this more likely than not that the
deferred tax assets will be realized and shouldaatduced by a valuation allowance.

Other Income Tax Information

We paid $677 million, $968 million, including $1@3llion as our share of QCII's 2002-2005 tax yesettlement with the IRS, and
$629 million to QSC related to income taxes in 2049, and 2008, respectively. As of Decembe2810 and 2009 we had approximately
$8 million and $25 million, respectively, in amosmelating to taxes payable to QSC reflected imants payablaffiliates on our consolidate
balance sheets.

Income tax expense in 2010 compared to 2009 inedelag $55 million as a result of the March 2010ctme&nts of the Patient Protection
and Affordable Care Act and the Health Care andcBtion Reconciliation Act of 2010. Among other tpnthese laws will disallow federal
income tax deductions for retiree prescription
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drug benefits to the extent we receive reimbursesiien those benefits under the Medicare Part yanm. Although this tax increase does not
take effect until 2013, under accounting princigleserally accepted in the U.S. we recognize thafgounting impact in the period in which
the laws are enacted.

In 2010, we increased our state tax rate basedreview of our state apportionment factors andctireent tax rate of the states where we
conduct business. This change resulted in a $2om#itate deferred tax expense, net of federateffe

In 2009, we reduced our state tax rate based eniew of our state apportionment factors and threect tax rate of the states where we
conduct business. This change resulted in a $4omiitate deferred tax benefit, net of federalctffe

We had unamortized investment tax credits of $alianj $68 million and $76 million as of Decembet, 2010, 2009 and 2008,
respectively, which are included in other long-tdiabilities on our consolidated balance sheet®sthinvestment credits are amortized over
the lives of the related assets. Amortization @estment tax credits of $8 million, $8 million afid million are included in the provision for
income taxes for the years ended December 31, 2009, and 2008, respectively.

Note 13: Stockholder’s (Deficit) Equity
We have one share of common stock (no par valsagdand outstanding, which is owned by QSC.

Equity Infusions
In 2010 and 2009, we did not receive any equitysidns.

In 2008, QCIl moved to us most of the administ@tnd other functions of QSC and merged into usafM@SC'’s other wholly owned
subsidiaries that previously charged the majorittheir costs to us. We received cash equity imfusifrom QSC of $190 million in connection
with the transfer. We also received other cashtgguiusions of $41 million in 2008.

Other Net Asset Transfers

During 2010, we recorded a $56 million equity ti@ton for excess tax deductions, the differendevéen the acceleration of stock-
based compensation expense for both performanceeatritted shares and the tax deduction.

During 2009, QCII executed a settlement with th8 KRlating to its audit of the 2002-2005 tax yews. paid $103 million in the fourth
quarter of 2009 as our share of the settlementesutded a $48 million asset transfer with QSGetmgnize the difference between the
settlement recorded and the actual cash payme2@d8, QCIl executed a settlement with the IRStirgdeto its audit of the 1998-2001 tax
years. We paid an immaterial amount in the fourtarter of 2008 as our share of the settlement. &erded a $62 million asset transfer v
QSC to recognize the difference between the settemecorded and the actual cash payment.

In addition, in the normal course of business, naadfer assets and liabilities to and from QSCitmndffiliates. It is our policy to record
these asset transfers based on carrying values.
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Dividends
We declared and paid the following cash dividermd@$C:

Years Ended December 31,

2010 2009 2008
(Dollars in millions)

Cash dividend declared to Q¢ $2,30( $1,70( $2,20(

Cash dividend paid to QS $2,26( $2,00( $2,00(

On February 15, 2011, we paid a cash dividend t@ @S5150 million. On January 26, 2011, we declae@dsh dividend to QSC of
$1.000 hillion.

The timing of cash payments for declared dividetlod®SC is at our discretion in consultation with@S$Ve may declare and pay
dividends to QSC in excess of our earnings to ¥tent permitted by applicable law. Our debt covesao not limit the amount of dividends
we can pay to QSC.

Note 14: Stock-Based Compensation

Our employees patrticipate in QCII's Equity Inceet®lan (“EIP”) and Employee Stock Purchase PlaSPE”). For more information
about these plans, see QCII's Annual Report on FiK for the year ended December 31, 2010.

Stock-Based Compensation Expense

Stock-based compensation expense is included trotasles, selling expenses and general, admatiigtrand other operating expenses
in our consolidated statements of operations. Wegeize compensation expense relating to awaradgegtdo our employees under the EIP
using the straight-line method over the applicalelsting periods. We recognize compensation expehea our employees purchase QCIlI's
common stock under the ESPP for the difference detvthe employees’ purchase prices and the fakehaalues of QCII's stock.

For the years ended December 31, 2010, 2009 ar@] 200total stock-based compensation expense p@eximately $121 million,
$48 million and $43 million, respectively. We reoized an income tax benefit of $30 million, $19limit and $17 million associated with our
stock compensation expense during the years endeeniber 31, 2010, 2009 and 2008, respectively.

As of December 31, 2010, QCII had $39 million datainrecognized compensation expense relatedvested stock options, restricted
stock and performance shares under the EIP. Q@PHB&S to recognize this amount over the remainieigited average service period of
1.8 years. We expect to recognize most of thisriBi®on of unrecognized compensation expense rdltdainvested stockased compensatic
since we have the vast majority of the employeesqgaating in the stock-based compensation plahgre is no unrecognized compensation
expense related to the ESPP. QCII will continueetmrd stockbased compensation and it will continue to alloegpertion of these costs to
However, based on the many factors that affecaliogation, the amount that is ultimately allocatedis as a result of stock-based
compensation recorded at QCII may fluctuate.

On December 21, 2010, QCII accelerated the vesfingrtain restricted stock and performance shamgds issued under its Equity
Incentive Plan in order to preserve certain ecoodienefits to its stockholders that otherwise wddde been lost in connection with QCIl’s
pending merger with CenturyLink. As the vast majodf affected employees are employed by us, QlRitated substantially all of the $63
million expense associated with this accelerateiinvg to us.
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Note 15: Contribution to QCII Segments

Our operations are integrated into and are pati@gegments of QCII. Our business contributedl three of QCII's segments: business
markets, mass markets and wholesale markets. QChisf Operating Decision Maker (“CODM?”), who issalour CODM, reviews our
financial information only in connection with ounarterly and annual reports that we file with tlee@ities and Exchange Commission
(“SEC”"). Consequently, we do not provide our disefnancial information to the CODM on a regulasts.

Depending on the products or services purchasedastamer may pay a service activation fee, a mprsthivice fee, a usage charge or a
combination of these. We generate the majorityusfrevenue by providing data, Internet and voiagises using our network as described
further below. We also generate revenue from seswiee provide to our affiliates.

Strategic servicemclude broadband services and DIRECTYV video ses/tbat we offer to consumers; private line ses/tbat we offer
to other telecommunications providers and busioastomers; and Verizon Wireless services that austs buy as part of a bundle with one
more of our other products and services.

Legacy servicemclude local services and access services. Leraices primarily consist of local exchange andiahig services. Loc
services also include UNEs provided to our whokesalstomers. Access services include fees we chagber telecommunications providers
to connect their customers and their networks tonetwork. Legacy services also include other dataices such as ISDN, frame relay and
ATM that we offer primarily to business customers.

Affiliates and other servicésclude providing to our affiliates data serviclegal services and billing and collections servites we also
provide to external customers. In addition, we euo our affiliates: marketing, sales and adgery; computer system development and
support services; network support and technicalices; and other support services, such as legglijatory, finance and accounting, tax,
human resources and executive support. We alsaaterether revenue from USF surcharges and thateasd subleasing of space in our
office buildings, warehouses and other properties.

Revenue from our products and services for thesyeladed December 31, 2010, 2009 and 2008 is sumedari the following table:

Years Ended December 31,
2010 2009 2008
(Dollars in millions)

Operating revenus

Strategic service $3,05¢ $2,90( $ 2,78¢
Legacy service 4,45¢ 4,99¢ 5,61¢
Affiliates and other service 1,75¢ 1,83¢ 1,98¢
Total operating revent $9,271 $9,731 $10,38¢

Revenue from affiliates was 17% of total revenueefach of the years ended December 31, 2010, 20D2@08, respectively. We do not
have any single customer that provides more th&t dOour total operating revenue. Substantiallyo&lbur revenue comes from customers
located in the United States.
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Note 16: Related Party Transactions

We provide to our affiliates data, Internet andcedservices, as well as local and billing and ctites services that we also provide to
external customers. In addition, we provide to affifiates, marketing, sales and advertising, cotapaystem and development support
services, network support and technical servicesoéimer support services.

Below are details of the services we provided toaffiliates:
» Telecommunications serviciData, Internet and voice services in support ofaffiliates’ service offerings
» Billing and collections serviceBilling and collections services in support of dfiliate’s lon¢-distance busines

» Marketing, sales and advertisinMarketing, sales and advertising support joint reéirlg of our services, including the
development of marketing and advertising plangssahit forecasts, market research, product managesales training and
compensation plan

» Computer system and development support sentidesmation technology services primarily includeiabor cost of developing,
testing and implementing the system changes nagesssupport order entry, provisioning, billinggtwork and financial systems,
as well as the cost of improving, maintaining apérating our operations support systems and sliatesthal communications
networks.

* Network support and technical servicNetwork support and technical services relate tedasting demand volumes and
developing plans around network utilization androation, developing and implementing plans foexall product development,
provisioning and customer ca

» Other support service Other support services include legal, regulatangrfce and accounting, tax, human resources aruigxe
support. In addition, we sublease space in ouceffiuildings, warehouses and other proper

We charge our affiliates for services based on etgvkice or fully distributed cost (“FDC”). We chug our affiliates market price for
services that we also provide to external custopwenge other services that we provide only to effiliates are priced by applying an FDC
methodology. FDC rates include salaries and wagmspoll taxes, employee benefits, miscellaneougeses, and charges for the use of our
buildings, computing and software assets. Whenpgessible, costs are directly assigned to our afé for the services they use. If costs ce
be directly assigned, they are allocated amonaffiliates based upon cost causative measure§nordost causative measure is available,
these costs are allocated based on a generaltallo@ée believe these cost allocation methodologiresreasonable. From time to time, QC
adjusts the basis for allocating the costs of aeghaervice among affiliates. Such changes in aflon methodologies are generally billed
prospectively.

We also purchase services from our affiliates idiclg long-distance, wholesale Internet access asutance. Our affiliates charge us for
these services based on market price or FDC.

In 2010 and 2009, we paid approximately $24 milko $27 million, respectively, in administratiee$§ in the ordinary course of
business to United Healthcare Services, Inc., whidvides health benefit plans to most of our erygds and is a subsidiary of UnitedHealth
Group. QCIlI's director, Anthony Welters, servesaecutive Vice President of UnitedHealth Group aadPresident of its Public and Senior
Markets Group.
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Note 17: Commitments and Contingencies
Commitments
Future Contractual Obligations
The following table summarizes our estimated futtoetractual obligations as of December 31, 2010:

Payments Due by Period

2016 and
2011 2012 2013 2014 2015  Thereafter Total
(Dollars in millions)
Future contractual obligatior®:
Debt and lease paymen
Long-term debi $ 82t $150C $ 75C $ 60C $40C $ 3,89: $ 7,96¢
Capital lease and other obligatic 52 46 39 28 16 3 184
Interest on lon-term borrowings and capital lea<? 597 462 38C 363 301 2,94t 5,04¢
Operating lease 88 59 40 34 29 67 317
Total debt and lease payme 1,562 2,06¢ 1,20¢ 1,02¢ 74€ 6,90¢ 13,51¢
Other lon¢-term liabilities 3 2 2 2 2 43 54
Purchase commitment
Telecommunications and information technol 2 2 2 1 1 1 9
Advertising, promotion and other servic® 64 41 31 27 24 44 231
Total purchase commitmer 66 43 33 28 25 45 24C
Non-qualified pension obligatio® 2 2 2 2 2 21 31
Total future contractual obligatiol $1,63: $2,11f $1,24¢ $1,057 $77E $ 7,017 $13,84¢

(1) The table does not includ
. costs that are contingent upon completion of ¢s pending merger with CenturyLin

. our open purchase orders as of December 31, 20iE3eTpurchase orders are generally at fair vateggenerally cancelab
without penalty and are part of normal operatic

. other lon¢-term liabilities, such as accruals for legal mati@nd income taxes, that are not contractual disigs by nature
We cannot determine with any degree of reliability years in which these liabilities might ultingtsettle;

. affiliate cash funding requirements for pensiondfiga payable to certain eligible current and fattgtirees allocated to us
by QCII. The accounting unfunded status of QClEéngion plan was $585 million at December 31, 2@8Ehefits paid by
QCII's qualified pension plan are paid through a tt@ssh funding requirements for this trust are noluitied in this table i
QCIl is not able to reliably estimate required cimttions to the trust. QCII's cash funding requients can be significantly
impacted by earnings on investments, the discatatahanges in the plan and funding laws and régnfa As a result, it is
difficult to determine future funding requirememtgh a high level of precision; however, in generlrrent funding laws
require &
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company with a plan shortfall to fund the annuatad benefits earned in addition to a se-year amortization of th
shortfall. Based on current funding laws and retijoe, QCII will not be required to make a cashtdbation in 2011. QCII
expects to begin making required contributionshplan during 2012 and estimates that these 2@itiloutions could be
between $300 million and $350 million. Although g@uatially significant in the aggregate, QCII curtgréxpects that
contributions in 2013 and beyond will decrease atipdrom the 2012 expected contribution amountwidaer, the actual
amount of required contributions in 2013 and beywiitidepend on earnings on investments, discoat®s;, demographic
experience, changes in the plan and funding lawsegulations. Substantially all of our employeestipipate in the QCII
pension plan. The amounts contributed by us thrd@GH are not segregated or restricted to pay arsodue to our
employees and may be used to provide benefitshter @mployees of QClII's affiliates. HistoricallyQQ has only required
us to pay our portion of its required pension dbntion;

. affiliate post-retirement benefits payable to der&ligible current and future retirees. Although tad an affiliate liability
recorded on our balance sheet as of December 30,r2presenting our allocated net benefit obligata post-retirement
benefits, not all of this amount is a contractualgation. Certain of these plans are unfundedregtdpayments made by us
totaled $112 million in 2010, including payments benefits that are not contractual obligationssuxsing our future
proportionate share of QCII's total post-retiremeanefits payments is consistent with an averagripoproportionate share
over the prior three years, total undiscountedr&ufpayments estimated to be made by us for benleéitsaare both contractt
obligations and non-contractual obligations arerapmately $4.0 billion over approximately 80 yedrowever, this
estimate is impacted by various actuarial and mMageumptions, and ultimate payments will diffenfrthis estimate. In
1989, a trust was created and funded by QCII tp beler the health care costs of retirees whoaradr occupational
employees. QCII did not make any cash contributtorthis trust in 2010 and does not expect to nskesignificant cash
contributions to this trust in the future. QCII migates that the majority of the costs that haiggohically been paid out of
this trust will need to be paid by us at some puwirihe future. As of December 31, 2010, the faiue of the trust assets was
$801 million; however, a portion of these assetommprised of investments with restricted liquidity 2009 QCII estimated
that the trust would be adequate to provide cominteimbursements for its occupational post-reteat health care costs
for approximately five years. Based on returnsrasttassets during 2010, QCI! still believlkat the more liquid assets in
trust will be adequate to provide continuing reimggaments for its occupational post-retirement hegdre costs for
approximately five years. Thereafter, covered bignédr QCII's eligible retirees who are former opational employees
will be paid either directly by us or from the tr@s the remaining assets become liquid. Thisyfear period could be
substantially shorter or longer depending on retam plan assets, the timing of maturities of ilidjplan assets and future
changes in benefits. QCII's estimate of the anfarad-term rate of return on the plan assets is ©&%ed on the currently
held assets; however, actual returns could varghyith any given year. The benefits reimbursed ffdan assets were
$186 million in 2010

. contract termination fees. These fees are-recurring payments, the timing and payment of whiichny, is uncertain. In tf
ordinary course of business and to optimize out stvacture, we enter into contracts with termsaggethan one year to
purchase goods and services. Assuming we exitag ttentracts in 2011, termination fees for thesdraots would be
$31 million. In the normal course of business, wbdve the payment of these fees is remote;
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. potential indemnification obligations to countenes in certain agreements entered into in the aboourse of busines
The nature and terms of these arrangements vasjoritially, we have not incurred significant castlated to performance
under these types of arrangeme

(2) Interest paid in all years may differ due to futeenancing of debt. Interest on our floating rdébt was calculated for all years using
rates effective as of December 31, 2(

(3) We have various lor-term, noi-cancelable purchase commitments for advertisingpgonhotion services, including advertising ¢
marketing at sports arenas and other venues amiseV&e also have service related commitments wétfous vendors for data
processing, technical and software support serviagsire payments under certain service contraittyavy depending on our actual
usage. In the table above we estimated paymentbdee service contracts based on the level ofcesrwe expect to receiv

(4) Non-qualified pension payment estimates assume wehgagame proportionate share of C's total payments as the average we
over the prior three year

Capital Leases

We lease certain facilities and equipment undeiouvarcapital lease arrangements. Depreciationsgtasinder capital leases is included
in depreciation and amortization expense. Paymantapital leases are included in repayments @f-term borrowings, including current
maturities in the consolidated statements of chmsiast

The table below summarizes our capital lease @gt@ag of and for the years ended December 31, 20 and 2008:

Years Ended
December 31,
2010 2009 2008
(Dollars in millions)

Capital leases

Assets acquired through capital lea $11€ $ 61 $ 10
Assets included in property, plant and equipn 228 10¢ 107
Accumulated depreciatic 51 25 64
Depreciation expens 28 20 21
Cash payments towards capital lee 25 24 25

The future minimum payments under capital leasexf &ecember 31, 2010 are included in our constditidalance sheet as follows:

Future Minimum

Payments
(Dollars in millions)

Capital lease obligation

Total minimum payment $ 19t
Less: amount representing interest and executats (31)
Present value of minimum payme 164
Less: current portio (36)
Long-term portion $ 12¢
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Operating Leases

Certain office facilities, real estate and equiptree subject to operating leases. We also havevess (or right-of-way) agreements
with railroads and public transportation authostibat are accounted for as operating leaseshEogrears ended December 31, 2010, 2009 and
2008, rent expense under these operating lease$208smillion, $206 million and $223 million, respizely, and sublease rental income over
the same periods was $15 million, $18 million ad8 #illion, respectively. Operating leases as regzbin the table in “Future Contractual
Obligations” above have not been reduced by minirsubiease rental income of $49 million, which weext to realize under non-cancelable
subleases.

Letters of Credit and Guarantees

On our behalf, QCII maintains letter of credit agaments with various financial institutions. AsDi¥cember 31, 2010, the amount of
letters of credit outstanding was $51 million, amelhad no outstanding guarantees. On January 18, 2XCII entered into $7 million of
additional letters of credit.

Contingencies

QCllis involved in several legal proceedings taaskhhwe are not a party that, if resolved againstiQ&uld have a material adverse
effect on our business and financial condition. Ndge included below a discussion of these mat@mfy those matters to which we are a p
represent contingencies for which we have accroiedould reasonably anticipate accruing, liabidititappropriate to do so. We are not a party
to any of the matters discussed below and therdfave not accrued any liabilities for these matters

In this section, when we refer to a class actiofpagtive” it is because a class has been allelgeinot certified in that matter. Until and
unless a class has been certified by the courgstnot been established that the named plaingifiesent the class of plaintiffs they purport to
represent.

The terms and conditions of applicable bylaws,ifieates or articles of incorporation, agreementaplicable law may obligate QCII to
indemnify its former directors, officers or empl@gewith respect to certain of the matters descr@ow, and QCII has been advancing legal
fees and costs to certain former directors, ofiac@remployees in connection with certain mattescdbed below.

KPNQwest Litigation/Investigation

On September 29, 2010, the trustees in the Dutgkrbptcy proceeding for KPNQwest, N.V. (of which D@as a major shareholder)
filed a lawsuit in district court in Haarlem, thetderlands, alleging tort and mismanagement clainaer Dutch law. QCIl and Koninklijke
KPN N.V. (“KPN") are defendants in this lawsuit along with a nundidormer KPNQwest supervisory board members afmtraer officer of
KPNQwest, some of whom were formerly affiliatedm@Cll. Plaintiffs allege, among other things, tafendantsactions were a cause of !
bankruptcy of KPNQwest, and they seek damagesh@bankruptcy deficit of KPNQwest, which is claimede approximately €4.2 billion
(or approximately $5.6 billion based on the exclarage on December 31, 2010), plus statutory istere

On September 13, 2006, Cargill Financial Markels,a@Ad Citibank, N.A. filed a lawsuit in the DigttiCourt of Amsterdam, the
Netherlands, against QCII, KPN, KPN Telecom B.\Ad ather former officers, employees or supervidwgrd members of KPNQwest, so
of whom were formerly affiliated with QCII. The
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lawsuit alleges that defendants misrepresented KiPd$Ds financial and business condition in conrmectvith the origination of a credit
facility and wrongfully allowed KPNQwest to borrdwnds under that facility. Plaintiffs allege damagd approximately €219 million (or
approximately $290 million based on the exchange @a December 31, 2010).

On August 23, 2005, the Dutch Shareholders AssoaidV/ereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appehlk Netherlands, with regard to KPNQwest. VEBgé an inquiry into the policies
and course of business at KPNQwest that are allegkdve caused the bankruptcy of KPNQwest in M2322 and an investigation into
alleged mismanagement of KPNQwest by its executisaagement, supervisory board members, joint vergmtities (QCIl and KPN), and
KPNQwest’s outside auditors and accountants. Oreéer 28, 2006, the Enterprise Chamber orderedaauiry into the management and
conduct of affairs of KPNQwest for the period Jaryuthrough May 23, 2002. On December 5, 2008 Fiterprise Chamber appointed
investigators to conduct the inquiry. VEB claimatthertain individuals have assigned to it thedirok for losses totaling approximately
€40 million (or approximately $55 million based dretexchange rate on December 31, 2010), which ihdseduals allegedly incurred on
investments in KPNQwest securities. VEB has nofiled any adjudicative action to assert thosenctai

On June 7, 2010, a number of parties, includingl@@dl KPN, reached a settlement with VEB for €18iom (or approximately $25
million based on the exchange rate on Decembe2(®)), conditioned in part on the termination & thvestigation by the Enterprise
Chamber. Pursuant to the terms of the settlemdfB férmally requested that the Enterprise Chaméenihate the investigation. The
Enterprise Chamber denied that request and dir¢lcgethvestigation to proceed. On an appeal ofdeatsion, the Dutch Supreme Court
reversed the Enterprise Chamber’s decision andngrather things, referred the case back to thergrise Chamber to terminate the
investigation.

QCII will continue to defend against the pendingN@west litigation matters vigorously.

QCIl Stockholder Litigation

In the weeks following the April 22, 2010 announegrnof QCII's pending merger with CenturyLink, parfed QCII stockholders filed
17 lawsuits against QCII, its directors, certairitgfofficers, CenturyLink and SB44 Acquisition Cpamy. The purported stockholder plaintiffs
commenced these actions in three jurisdictionsDiis&rict Court for the City and County of Denvére United States District Court for the
District of Colorado, and the Delaware Court of Gtery. The plaintiffs generally allege that QCMldisectors breached their fiduciary duties in
approving the merger and seek to enjoin the mexgeyin some cases, damages if the merger is ctedpMany of the lawsuits also challer
the sufficiency of the disclosures in the prelinmnint proxy statement-prospectus relating torterger, which was filed with the SEC on
June 4, 2010.

QCIl, and its directors, believe that all of thestions are without merit. The defendants nevezd®ehegotiated with the purported
stockholder plaintiffs regarding a settlement @& thaims asserted in all of these actions, inclydie claims that challenge the sufficiency of
the disclosures in the preliminary joint proxy staent-prospectus. On July 16, 2010, the partiesehinto a memorandum of understanding
reflecting the terms of their agreement-in-prineifr a settlement of all of the claims assertetthé@se actions. Pursuant to this agreement,
defendants included additional disclosures in tha&l foint proxy statement-prospectus filed witle tBEC on July 19, 2010. On December 17,
2010, the United States District Court for the Béstof Colorado preliminarily approved the settlemt, and notice was subsequently provided
to stockholders of the proposed
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final resolution. A final fairness hearing is schisdl for February 25, 2011. If the settlement igraged at the final hearing, all of these actions
will be dismissed, with prejudice. The defendantemd to defend their positions in these mattegenausly to the extent they are not fully
resolved by the settlement.

Other Matters

Several putative class actions relating to thealtadton of fiber-optic cable in certain rights-afay were filed against several other
subsidiaries of QCII on behalf of landowners onaas dates and in various courts in Arizona, Catii@, Colorado, Georgia, lllinois, Indiana,
Kansas, Massachusetts, Mississippi, Missouri, Naviieéw Mexico, Oregon, South Carolina, Tennesserad and Utah. For the most part,
complaints challenge the right to install fiberioptable in railroad rights-of-way. The complaiatiege that the railroads own the right-of-way
as an easement that did not include the right tmp¢he defendants to install fiber-optic cablehe right-of-way without the plaintiffs’
consent. Most of the actions purport to be broaghibehalf of state-wide classes in the named [ffsintespective states, although two of the
currently pending actions purport to be broughbehalf of multi-state classes. Specifically, tHmdlis state court action purports to be on
behalf of landowners in lllinois, lowa, Kentucky,idigan, Minnesota, Nebraska, Ohio and Wisconsid,the Indiana state court action
purports to be on behalf of a national class ofitamners. In general, the complaints seek damag#seonies of trespass and unjust enrichn
as well as punitive damages. On July 18, 2008dar#e district court in Massachusetts entered dergereliminarily approving a settlement of
all of the actions described above, except th@agiending in Tennessee. On September 10, 2008¢tivedenied final approval of the
settlement on grounds that it lacked subject mautésdiction. On December 9, 2009, the court issaeevised ruling that, among other things,
denied a motion for approval as moot and dismisisednatter for lack of subject matter jurisdiction.

One of QCII's other subsidiaries, Qwest Commun@aiCompany, LLC (“QCC"), is a defendant in litigett filed by several billing
agents for the owners of payphones seeking compensar coinless calls made from payphones. Thien# pending in the United States
District Court for the District of Columbia. Gen#lyathe payphone owners claim that QCC underplagdamount of compensation due to them
under Federal Communications Commission regulationeoinless calls placed from their phones on@G network. The claim seeks
compensation for calls, as well as interest amut@lys’ fees. QCC will vigorously defend againss tction.

A putative class action filed on behalf of certaffQCII’s retirees was brought against QCII, theeg3wGroup Life Insurance Plan and
other related entities in federal district courfalorado in connection with QCII's decision to ued the life insurance benefit for these retirees
to a $10,000 benefit. The action was filed on Ma&806h2007. The plaintiffs allege, among other tkirthat QCIl and other defendants were
obligated to continue their life insurance benafithe levels in place before QCII decided to redihem. Plaintiffs seek restoration of the life
insurance benefit to previous levels and certairitable relief. The district court ruled in QClfavor on the central issue of whether QCII
properly reserved our right to reduce the life nasice benefit under applicable law and plan docusade plaintiffs subsequently amended
their complaint to assert additional claims. In 20e court dismissed or granted summary judgre®@ClI on all of the plaintiffs’ claims.

The plaintiffs have appealed the court’s decismthe Tenth Circuit Court of Appeals.

QCIlI continues to evaluate the method it uses sessthe amount of USF payments that must be mmdertain products, and during
year ended December 31, 2010 QCII recorded antaugums to its liability of $15 million related to g@vious year USF payments. This
ongoing evaluation may result in further adjustreentQCII’s previous years’ USF payments and chatgeustomers.
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Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
(Dollars in millions)

2010

Operating revenu $2,34 $2,31: $2,311 $2,30( $9,271
Operating incomi 661 64¢ 61€ 557 2,48:
Income tax expens 258 187 181 17C 791
Net income 252 304 28¢ 24C 1,082
2009

Operating revenu $2,507 $2,46° $2,40: $2,35¢ $9,731
Operating incom 69:< 67% 62C 574 2,56¢
Income tax expens 20¢ 18¢€ 18C 14¢ 724
Net income 34C 30¢ 29¢ 25¢ 1,197

Fourth Quarter 2010

Net income for the fourth quarter of 2010 was dfddy an increase in stock-based compensatiomegps $63 million due to QCIlI's
decision to accelerate the vesting of certain ictstt stock and performance share awards issuegt itsdEquity Incentive Plan in order to
preserve certain economic benefits to its stockdrsithat otherwise would have been lost in conaeatiith QCII's pending merger with
CenturyLink.

Income tax expense for the fourth quarter of 2048 affected by the tax treatment of the expensesried when QCII accelerated the
vesting of certain stock-based compensation.

First Quarter 2010

Income tax expense for the first quarter of 20deased by $55 million as a result of the March®@iactments of the Patient
Protection and Affordable Care Act and the HealtinaCand Education Reconciliation Act of 2010. Amatiger things, these laws disallow,
beginning in 2013, federal income tax deductiomgdtiree prescription drug benefits to the extgareceive reimbursements for those ben
under the Medicare Part D program.

Note 19: Other Financial Information
Prepaid Expenses and Other Current Ass
Prepaid expenses and other current assets as efribec 31, 2010 and 2009 consisted of the following:

December 31

2010 2009
(Dollars in millions)

Prepaid expenses and other current as
Deferred activation and installation chart $ 9 $ 99
Prepaid expenses and otl 10 14€

Total prepaid expenses and other current a 197 $ 24t

*
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Accrued Expenses and Other Current Liabiliti¢
Accrued expenses and other current liabilitiesfa3exember 31, 2010 and 2009 consisted of the\atig:

December 31,
2010 2009
(Dollars in millions)

Accrued expenses and other current liabilit

Accrued interes $ 12€ $ 142
Employee compensatic 29¢ 283
Accrued property and other tax 203 211
DIRECTV payable 147 12¢
Other 13t 17€
Total accrued expenses and other current lialsl $ 90¢ $ 941

Note 20: Labor Union Contracts

We are a party to collective bargaining agreemsiitts our labor unions, the Communications Workeraumerica and the International
Brotherhood of Electrical Workers. Our current fg@ar collective bargaining agreements expire otokar 6, 2012. As of December 31,
2010, employees covered under these collectiveardng agreements totaled approximately 14,208486 of all our employees.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DiscloseirControls and Procedures

The effectiveness of our or any system of disclesmtrols and procedures is subject to certaiitditions, including the exercise of
judgment in designing, implementing and evaluathrggcontrols and procedures, the assumptions nsdeértifying the likelihood of futur
events, and the inability to eliminate miscondwarnpletely. As a result, there can be no assurdrateotr disclosure controls and procedures
will detect all errors or fraud. By their natureyrpor any system of disclosure controls and procesican provide only reasonable assurance
regarding management’s control objectives.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our discocontrols and procedures (as defined in Rulaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) abetember 31, 2010. On the basis of this reviewnoamagement, including our Chief
Executive Officer and Chief Financial Officer, céumbed that our disclosure controls and procedureslesigned, and are effective, to give
reasonable assurance that the information reqtiree disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§ige in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted unéierExchange Act is accumulated and communicatedtonanagement, including our Chief
Executive Officer and Chief Financial Officer, imsnner that allows timely decisions regarding nexgldisclosure.

There were no changes in our internal control dwancial reporting that occurred in the fourth geaof 2010 that materially affected,
or are reasonably likely to materially affect, anternal control over financial reporting.

Management’'s Report on Internal Control Over Finandal Reporting

This section of this Annual Report on Form 10-Klwibt be deemed incorporated by reference by angrgé statement incorporating by
reference this Annual Report on Form 10-K into itiyg under the Securities Act of 1933 or undez Becurities Exchange Act of 1934,
except to the extent that we specifically incorpetais information by reference, and will not athise be deemed filed under these Acts.

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting, as such term is defined
in Exchange Act Rule 13a-15(f). Under the supeovisind with the participation of our managemerdiuding our principal executive officer
and principal financial officer, we conducted amlexation of the effectiveness of our internal cohtiver financial reporting based on the
framework ininternal Control—Integrated Framewortsued by the Committee of Sponsoring Organizatafriee Treadway Commission.
Based on our evaluation under the frameworlkatarnal Control—Integrated Frameworkur management concluded that our internal control
over financial reporting was effective as of Decembl, 2010.

ITEM 9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE
We have omitted this information pursuant to Gehlaxgtruction 1(2).

ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuant to Gehlexgtruction 1(2).

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

We have omitted this information pursuant to Gehlexgtruction 1(2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE
We have omitted this information pursuant to Gehlexgtruction 1(2).

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

The Audit Committee of the Board of Directors of QIS responsible for the appointment, compensatiod oversight of the work of our
independent registered public accounting firm. Urntle Audit Committee’s charter, the Audit Comnattere-approves all audit and
permissible non-audit services provided by our peatelent registered public accounting firm. The eparmay be given as part of the Audit
Committee’s approval of the scope of the engagemwfeotir independent registered public accounting for on an individual basis. The pre-
approval of non-audit services may be delegatesh&or more of the Audit Committee’s members, hatdecision must be reported to the full
Audit Committee. Our independent registered pudticounting firm may not be retained to performrba-audit services specified in
Section 10A(g) of the Exchange Act.

Fees Paid to the Independent Registered Public Aageting Firm

QCII first engaged KPMG LLP to be our independegistered public accounting firm in May 2002. Tiggregate fees billed or
allocated to us for each of the years ended DeceB81he2010 and 2009, for professional accountimgises, including KPMG'’s audit of our
annual consolidated financial statements, areostt in the table below.

2010 2009

(Dollars in thousands)
Audit fees $ 2,55k $2,81¢
Audit-related fee! 104 74
Total fees $ 2,65¢ $ 2,88¢

KPMG did not provide to us any professional serviftx tax compliance, tax advice or tax plannin@@i0 or 2009.
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For purposes of the preceding table, the profeatiees are classified as follows:

Audit fees—These are fees billed for the year shfwprofessional services performed for the aafithe consolidated financial
statements included in our Form 10-K filing forttlgaar, the review of condensed consolidated firsstatements included in our Form 10-Q
filings made during that year, comfort letters, semts and assistance with and review of documéeds\fith the SEC. Audit fees for each year
shown include amounts that have been billed thrabghdate of this filing and any additional amouhtst are expected to be billed thereafter.

Audit-related fees—Fhese are fees billed for assurance and relatettssrthat were performed in the year shown andatetraditionall
performed by our independent registered public @eating firm. More specifically, these services uaé regulatory filings and employee
benefit plan audits. Audit-related fees for eacaryghown include amounts that have been billedutitidhe date of this filing.

The Audit Committee approved in advance all ofgberices performed by KPMG described above.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report:

Page
(1) Report of Independent Registered Public Accounfimm 48
Financial Statements covered by the Report of ladépnt Registered Public Accounting Fil

Consolidated Statements of Operations for the yerded December 31, 2010, 2009 and 2 49

Consolidated Balance Sheets as of December 31,&0dQ00¢ 50

Consolidated Statements of Cash Flows for the yeradled December 31, 2010, 2009 and - 51
Consolidated Statements of Stockha's (Deficit) Equity and Comprehensive Income for years ended December 31, 20

2009 and 200 52

Notes to the Consolidated Financial Statementthtyears ended December 31, 2010, 2009 and 53

(2)(3) and (b) Exhibits required by Item 601 of Riegion S-K:

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

Exhibit

Number Description

(3.2) Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qwest Corporasidnnual Report on
Form 1(-K for the year ended December 31, 1997, File NG-03040).

(3.2) Articles of Amendment to the Articles of Incorpacat of Qwest Corporation (incorporated by referetcc®west
Corporatior's Quarterly Report on Form -Q for the quarter ended June 30, 2000, File No-03040).

(3.3) Amended and Restated Bylaws of Qwest Corporatimco(porated by reference to Qwest Corporis Annual Report o

Form 10-K for the year ended December 31, 2002, Fil
No. 003-03040).

(4.2) Indenture, dated as of April 15, 1990, by and betwilountain States Telephone and Telegraph Comgaahy he First
National Bank of Chicago (incorporated by referetcc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

4.2) First Supplemental Indenture, dated as of April1l¥91, by and between U S WEST Communications,dnd.The Firs
National Bank of Chicago (incorporated by referetcc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File
No. 002-03040).

(4.3) Indenture, dated as of October 15, 1999, by andd®t U S West Communications, Inc. and Bank OnstT@ompany, N.A
(incorporated by reference to Qwest Corporatiomsal Report on Form 10-K for the year ended Deeer3th, 1999, File
No. 003-03040).

(4.4) Officer’s Certificate of Qwest Corporation, datexicd March 12, 2002 (including forms of 8 3% notes due March 15, 201
(incorporated by reference to Qwest Corporés Form -4, File No. 33-115119).

(4.5) First Supplemental Indenture, dated as of Augus2@04, by and between Qwest Corporation and UaBkBlationa
Association (incorporated by reference to Qwest @amications International Inc.’s Quarterly Repartform 10-Q for the
guarter ended September 30, 2004,
File No. 00:-15577).
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Exhibit

Number Description

(4.6) Second Supplemental Indenture, dated as of NoveB#§e&¥004, by and between Qwest Corporation and RaBk Nationa
Association (incorporated by reference to Qwesip@ration’s Current Report on Form 8-K filed NovemB8, 2004, File
No. 001-03040).

4.7) Third Supplemental Indenture, dated as of Jun@@d5, by and between Qwest Corporation and U.Sk Bkational
Association (incorporated by reference to QwespGration’s Current Report on Form 8-K filed June 2305, File No. 001-
03040).

(4.8) Fourth Supplemental Indenture, dated August 8, 269@&nd between Qwest Corporation and U.S. BartloNa Associatior
(incorporated by reference to Qwest Corporés Current Report on Forn-K filed August 8, 2006, File No. 0-03040).

4.9 Fifth Supplemental Indenture, dated May 16, 20§7atd between Qwest Corporation and U.S. Bank NatiAssociatior
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed May 18, 2007, File No. 0(-03040).

(4.10) Sixth Supplemental Indenture, dated April 13, 2d89and between Qwest Corporation and U.S. BanloNalt Association
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed April 13, 2009, File No. 0(-03040).

(10.1) Registration Rights Agreement, dated April 13, 20000ng Qwest Corporation and the initial purchaisted therein
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filed April 13, 2009, File No. 0(-03040).

(10.2) Aircraft Time Sharing Agreement, dated Decemb&QD8, by and between Qwest Corporation and Edwaidueller

(incorporated by reference to Qwest Communicatioternational Inc.’s Annual Report on Form 10-K fhe year ended
December 31, 2008, File No. (-15577).

(10.3) First Amendment to Aircraft Time Sharing Agreemetated July 29, 2010, by and between Qwest Coriporand Edward A.
Mueller (incorporated by reference to Qwest Commatidns International Inc.’s Quarterly Report onfRd.0-Q for the quarte
ended June 30, 2010, File No. -15577).

12 Calculation of Ratio of Earnings to Fixed Char¢

23 Consent of Independent Registered Public Accourking.

24 Power of Attorney

31.1 Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
31.2 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

Sarbane-Oxley Act of 2002
() Previously filed.

In accordance with Item 601(b) (4) (iii) (A) of Regtion S-K, copies of certain instruments definihg rights of holders of certain of our
long-term debt are not filed herewith. Pursuarthts regulation, we hereby agree to furnish a amfpgny such instrument to the SEC upon
request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, thereduolp authorized, in the City of Denver, State of&ado, on February 21, 2011.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /s/  R.WILLIAM JOHNSTON
R. William Johnston
Senior Vice President, Controller and
Chief Accounting Officer
(Principal Accounting Officer and
Duly Authorized Officer )

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities indicatedhe 21st day of February 2011.

Signature Title
/s/ EDWARD A. M UELLER Director and Chief Executive Officer
Edward A. Mueller (Principal Executive Officer
/' s/ JosepHJ. EUTENEUER Executive Vice President and Chief Financial Office
Joseph J. Euteneuer (Principal Financial Officer
* .
Director

Teresa A. Taylor

*By: /s | JosepHJ). EUTENEUER
Joseph J. Euteneuer
As Attorney-In-Fact
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Exhibit 12
QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(UNAUDITED)

Years Ended December 31,

2010 2009 2008 2007 2006
(Dollars in millions)

Income before income tax $1,87¢ $1,921 $2,267 $2,44( $1,88:
Add: estimated fixed charg 68¢ 70E 671 682 70C
Add: estimated amortization of capitalized inte! 10 11 12 10 10
Less: interest capitalize (12 (10) (14) (12 (12
Total earnings available for fixed char¢ $2,56( $2,627 $2,93¢ $3,12( $2,58(
Estimate of interest factor on rent $ 62 $ 63 $ 68 $ 62 $ 72
Interest expense, including amortization of prensudiscounts and debt issuan

costs® 61E 632 58¢ 60¢ 61€
Interest capitalize 12 10 14 12 12
Total fixed charge $ 68¢ $ 70t $ 671 $ 682 $ 70C
Ratio of earnings to fixed charg 3.7 3.7 4.4 4.€ 3.7

(1) Interest expense includes only interest relatddrig-term borrowings and capital lease obligatic



Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Qwest Corporation:

We consent to the incorporation by reference inréiggstration statement on Form S-3 (3E&6101) of Qwest Corporation (the Compe
of our report dated February 21, 2011, with respethe consolidated balance sheets of Qwest Catiparas of December 31, 2010 and 2009,
and the related consolidated statements of opestiiockholder’s (deficit) equity and compreheashcome, and cash flows for each of the

years in the thre-year period ended December 31, 2010, which regppears in the December 31, 2010 Annual Reporbom B0K of Qwest
Corporation.

KPMG LLP

Denver, Colorado
February 21, 2011



Exhibit 24
POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemshose signature appears below hereby constitungappoints
Edward A. Mueller, Joseph J. Euteneuer and Stegh@&milz, or any one of them, as his or her attgrimefact and agent, with full power of
substitution, for him or her in any and all capiasit hereby giving and granting to said attornefaitt and agent full power and authority to do
and perform all and every act and thing whatsoesguisite and necessary to be done in and aboytrémeises as fully, to all intents and
purposes, as he or she might or could do if petsopeesent at the doing thereof, hereby ratifyamgl confirming all that said attorney-in-fact
and agent may or shall lawfully do, or cause taltee, in connection with the proposed filing by @w€orporation, a Colorado corporation,
with the Securities and Exchange Commission, utifdeprovisions of the Securities Exchange Act &84,%s amended, of an annual report on
Form 10-K for the fiscal year ended December 3102thcluding but not limited to, such full powerdaauthority to do the following:

(i) execute and file such annual report; (ii) execand file any amendment or amendments therdjogGeive and respond to comments from
the Securities and Exchange Commission relatedyneay to such annual report or any amendment @naments thereto; and (iv) execute
and deliver any and all certificates, instrumemtstber documents related to the matters enumeeditede, as the attorney-in-fact in his sole
discretion deems appropriate.

This power of attorney has been duly executed bélpthe following persons as of the 21 day of Fabyu2011.

/s/ EpwarDA. M UELLER /s  TeERESAA. T AYLOR
Edward A. Muellel Teresa A. Taylo




Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Edward A. Mueller, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Qwest Corporatior

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrar's other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedontes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over financiglaiting, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntlis report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the tegit’s internal control over financial reportirgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repoet) tfas materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contradiofinancial reporting which ai
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b)  Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: February 21, 201

/s/ EDWARD A. M UELLER

Edward A. Muellel
Chief Executive Office



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

[, Joseph J. Euteneuer, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Qwest Corporatior

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrar's other certifying officer(s) and | are responsfor establishing and maintaining disclosure comsteoid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedontes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over financiglaiting, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntlis report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the tegit’s internal control over financial reportirgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repoet) tfas materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contradiofinancial reporting which ai
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b)  Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: February 21, 201

/s/  JosePHJ. EUTENEUER

Joseph J. Euteneuer

Executive Vice President and Chief Financial Offi



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifies, for ihngpses of section 1350 of chapter 63 of title flthe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, in his capacity as an officer of Qwest Gogtion (“Qwest”).that, to his knowledg
the Annual Report of Qwest on Form 10-K for theryereded December 31, 2010, fully complies withréguirements of Section 13(a) of the
Securities Exchange Act of 1934 and that the infdiom contained in such report fairly presentslinmaterial respects, the financial condition
and results of operations of Qwest. This writtexteshent is being furnished to the Securities arch&rge Commission as an exhibit to such
Form 10-K. A signed original of this statement bagn provided to Qwest and will be retained by Qwed furnished to the Securities and
Exchange Commission or its staff upon request.

Dated: February 21, 2011 By: s/ _EpwARD A. M UELLER
Edward A. Muellel
Chief Executive Office

Dated: February 21, 2011 By: s/ JosepH]). EUTENEUER
Joseph J. Euteneu
Executive Vice President and Chief Financial Offi




